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MINUTES OF PROCEEDINGS 


THURSDAY, November 24, 1966. 
(30) 


The Special Committee on Drug Costs and Prices met this day at 9.55 a.m. 
The Chairman, Mr. Harry C. Harley, presided. 


Members present: Messrs. Brand, Enns, Harley, Howe (Hamilton South), 
Hymmen, Isabelle, Mackasey, Rynard. 


In attendance: Representing the Pharmaceutical Manufacturers Association 
of Canada: Dr. Wm. W. Wigle, President; Mr. Gordon Henderson, Q.C., Patent 
Advisor, both of Ottawa, and Dr. Brian Stewart of Pointe-Claire, Quebec, 
Director of Pharma-Research Canada Limited. 


Representing the Canadian Drug Manufacturers: Mr. Leslie L. Dan, of 
Scarborough, Ontario, Chairman, and Dr. George F. Wright, of Toronto, Re- 
search Consultant. 


Mr. David Henry, Chairman of the Restrictive Trade Practices Commission, 
Department of Justice. 


Also in attendance: Mr. A. M. Laidlaw, Q.C., of Ottawa, Legal Counsel for 
the Committee. 


The Committee resumed consideration of the subject of patents in relation 
to the price of drugs. 


At the request of Mr. Dan, the Chairman requested that a correction be 
brought to testimony given before the Committee on July 7, Issue No. 8 (See this 
day’s evidence) 


The Chairman called on Mr. Dan who read a prepared statement and tabled 
numerous documents, among which was the Code of Ethics of the members of 
the Canadian Drug Manufacturers and the CDM Rules of Practice. 


Agreed,—That the briefs presented today, being one by The Canadian Drug 
Manufacturers and one by Dr. George F. Wright, be printed as appendices to this 
day’s proceedings. (See Appendices “A” and “B’’) 


The Chairman called on Dr. Wigle to introduce the members of his group. 
Dr. Wigle, Dr. Stewart and Mr. Henderson read statements into the record. 
Mr. Dan and the representatives of PMAC were questioned. 

The Chairman called on Dr. Wright who commented on his brief. 

The Committee resumed questioning of the witnesses. 


At 12.45 p.m. the Committee adjourned to 3.30 p.m. 
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AFTERNOON SITTING 


(31) 
The Committee reconvened at 3.50 p.m., the Chairman, Mr. Harry C. Harley 
presiding. 
Members present: Messrs. Asselin, Brand, Harley, Howe (Hamilton South), 
Hymmen, Tardif and Yanakis. 
In attendance: Same as at the morning sitting. 


Mr. Laidlaw questioned the witnesses about the exact meaning of the words 
“Tnnovator” and “‘Copier’’, and about related matters. 


At the closing of the questioning, the witnesses were invited to. make their 
final comments. 


The Chairman thanked the representatives of both groups for their co- 
operation and at 5.15 p.m. the Committee adjourned to 9.30 a.m., Tuesday, 
‘November 29. aes 

Gabrielle Savard, 
Clerk of the Committee. 


EVIDENCE 
(Recorded by Electronic Apparatus ) 


THURSDAY, November 24, 1966. 


The CHAIRMAN: Gentlemen, I think we might start the meeting. 

I anticipated that today’s meetings might be rather lengthy and for that 
reason we have sent out nctices to the members to be here this afternoon also; 
but this will be dependent on whether we actually finish this morning or have to 
continue in the afternoon. 

First of all, Mr. Dan on his previous appearance gave some testimony 
which he wishes to correct, and perhaps I should correct it in the records. There 
was some discussion of various drug companies and their ownership, and Mr. 
Dan has noted that the companies Mowat and Moore and Canada Duphar are still 
under Canadian control. The evidence was to the contrary on his last appearance. 

We have with us this morning, to continue our discussion and examination 
of patents, representatives of the P.M.A.C. and representatives from Canadian 
Drug Manufacturing Association. 

In attendance also is Mr. David Henry from the Restrictive Trade Practices 

‘Commission. It is our hope that if we get through with our witnesses Mr. Henry 
will appear later on today, also to discuss patents. 

There has been some question about the format of the meeting today. The 
meeting was set up in this way at the request of the Committee so that the 
Committee members could ask both of these organizations various questions 
about patents. It was not set up to create a confrontation, if I may put it that 
way. For that reason I would request, of course, that any questions come through 
the Chair and that there be no cross-questioning of, or comment on, the wit- 
nesses. 

First of all, I will call on Mr. Dan who is going to present a statement on 
behalf of his group. 


Mr. Leslie L. DAN (Chairman, Canadian Drug Manufacturers): Mr. Chair- 
man, since our last appearance here early in July, about four months ago, 
considerable water has flowed down our rivers and many important things have 
happened. I made several promises to your Committee with regard to our Group, 
which, in the meantime, have been fulfilled. I am now handing over to you, Mr. 
Chairman, our Code of Ethics which our members agreed to implement in their 
daily practice, and also a statement of our combined financial earnings which is 
about 9 per cent before taxes. I should hasten to point out that the submission of 
these figures was done on a voluntary basis—after all, we are not public 
companies—and therefore not all the members turned in their figures. Never- 
theless, we are of the impression that the CDM members and probably those of 
AFQPP do have net earnings (before taxes) of about 9-12 per cent. 
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Mr. Howe (Hamilton South): Excuse me, Mr. Chairman, may I make an 
interjection at this point. When you say 9 per cent, Mr. Dan, do you mean 9 per 
cent of the gross income, or 9 per cent of the money involved. 


Mr. Dan: Nine per cent.of sales. I am also turning over to you the most 
recent list of our members and you will quickly notice that several companies 
have been removed temporarily, or permanently, because they did not seem to 
conform to the Standards we are advocating. I wish to point out to you that our 
members are anxious and eager to maintain high standards in their phar- 
maceutical manufacturing, as evidenced by their desire to accept the principles 
embodied in our Code of Ethics and Rules of Practice. It is conceivable that 
several other pharmaceutical companies exist, or may appear in the future, and 
may have questionable standards. These firms, however, are not connected with 
our group, nor have they adopted our standards and therefore they should not 
cast any shadow upon us. 


Mr. Chairman, I would like to tell you that our group also has responded to 
the changing times and influenced by the present Hearing, is now considering a 
radical reorganization in our operations. I predict that in ia very short time, 
several of our member firms will merge and several million dollars will be 
poured into this project, probably with a substantial public participation. I 
envisage that our new group in about five years, or even earlier, will be a strong 
and noticeable factor in the pharmaceutical industry. 


I also predict that very shortly our members will introduce new drugs on 
the Canadian Market, as a result of the international link-up with medium-sized 
firms, the arrangements for which are now in process. 


I might add, Mr. Chairman, that this venture is not unique in Canada, 
except for timing—since a similar merger was done with great success by a 
dynamic group of French-Canadians who call themselves Sogena Inc. I knew 
little about them, and likely many of you are still not aware of them—however, 
the records are here, they are a public company, and they do shine in achieve- 
ments. I quickly discovered that the principals and officers of this company 
enjoy the highest reputation in our financial and business community. I also 
learned that they are enterprising and dynamic French-Canadians, who merged 
successfully three pharmaceutical companies—Desberges, Nadeau and Canada 
Drug. 

Mr. Chairman, you might also be interested to learn that another French- 
Canadian group—Octo-Analco Laboratories, are now in the process of forming a 
marketing group with Nordic Biologicals, all located in Montreal, and again they 
too were probably stimulated greatly by our changing times and the present 
Hearings. 

I hope that I have not taken up too much of your time with these matters, 
but I felt that this information and news would lilely be of interest to you, and 
significant in your future deliberations. 

Now—let us consider Patents Affecting Pharmaceuticals. 


Our Association is fortunate to have as our technical consultant on Pat- 
ents—Dr. Wright, a Professor of Chemistry at the University of Toronto. He 
is a noted authority in organic chemistry, which is undoubtedly his main field. 


As for myself, I admit that I am neither an organic chemist nor a lawyer, 
merely a pharmacist, and therefore I felt somewhat at a disadvantage dealing 
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with this highly complex and technical problem. Therefore, I had to do some 
investigations of my own, and discuss the patent matters with patent lawyers 
and our members. I also made certain to attend the recent Hearings when Hoff- 
mann-LaRoche appeared as a witness, since somehow I felt that they would deal 
with the patent problem thoroughly. I think that they made an excellent pres- 
entation—much to the credit of their highly able and intelligent company 
officials—and submitted to this Committee probably the best and most lucidly 
written brief. I somehow felt that they made quite an impression on the 
Committee members and the audience, including myself. 


However, after I read their Brief on the plane on my way home, some of 
their arguments just did not seem to add up. I suddenly became very restless 
and inquisitive in my mind. I quickly decided to fly over to Europe for a few 
days to consult European Patent authorities on pharmaceutical patents and learn 
more about the background of the patent laws in the various countries. 


It did not take too long to discover that the basis of the patent laws for most 
Western countries has been the famous Paris Convention, which was held in 
about 1890 when the fundamental points of patent laws were spelled out and 
accepted by all participants, including Canada, to be used as the basis of their 
patent laws. 


It is a matter of some interest that recently, even Russia agreed to adhere to 
the pharmaceutical patent laws because she also realized that inventors, includ- 
ing those of pharmaceuticals, needed some protection. I was further told that the 
- major points in these patent laws were unlikely to be changed, only the minor 
ones, unless the entire system of patent laws was changed. Some minor varia- 
tions in the different countries may exist, such as in Canada where the food and 
pharmaceutical products receive a special consideration as expressed in section 
41, 3 under Compulsory Licensing which says, and I quote ‘‘They should be 
made available to the public at the lowest possible price consistent with giving 
the inventor due reward for the research leading to the invention.” It appeared 
to me that our Canadian law makers were very wise indeed when they recog- 
nized that both food and pharmaceuticals enjoy a special status, being impor- 
tant and essential commodities in our lives. Our Association, the CDM agrees 
with this fundamental principle, as most Canadians will likely do. Now, what 
surprised me during the discussion with the European attorney was that the 
same, or similar patent clauses have different interpretations in various coun- 
tries. For example, in Germany, where no pharmaceutical patent laws exist 
on substance, only on process—as in Canada—yet the courts interpret the 
process laws so strictly as if laws on substance did exist. 


It appeared to me that from the viewpoint of the pharmaceutical manufac- 
turers who carry on business on an international scale, the interpretation of 
pharmaceutical patents can be classified into Primary Markets, Secondary 
Markets and Tertiary Markets. Primary Markets undoubtedly are very impor- 
tant to the manufacturer since a substantial volume of his overall sales are 
derived from these markets and probably his basic revenues come from there 
and major policies are determined on the conditions existing there. In the major 
markets pharmaceutical manufacturers usually carry out the important phar- 
maceutical activities, that is to say, they conduct pharmaceutical research, man- 
ufacture most of the raw materials, do physical manufacturing in dosage forms, 
and also engage in exports. Such key markets would undoubtedly be the United 
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States, Germany or Britain, where, under such conditions, pharmaceutical 
manufacturers are certainly entitled to a greater protection because they carry 
out full-line activities. Hoffman-LaRoche Co. in their written Brief explained the 
different interpretation of Section 43, 3 of the Patent Laws on Compulsory 
Licenses in England in contrast to those by the Canadian Courts. They did not, 
however, explain sufficiently that in England, several companies have their 
important research centres located and engage in major export activities, doing 
a volume about 50 per cent of their own home consumption. Expressed in dollars, 
for example, in 1958 about 100 million dollars worth of pharmaceuticals 
were exported from England, while about 200 million dollars were consumed 
in their home market. Of course, the pharmaceutical industry deserves a 
better protection. 

In the Secondary Markets, the pharmaceutical manufacturer does NOT 
carry out the complete phases of their operation, for usually they do very little, 
if any, pharmaceutical research, produce only a small percentage of the raw 
materials, carry out little or no exports, however they may do physical manufac- 
turing in dosage forms. The sales volume of their products in those countries is 
usually small compared to the overall international sales volume, such as in the 
case of Canada, it may represent only about 3-5 per cent of the total market. Of 
course, major international policy decisions are unlikely to be based on condi- 
tions existing in the Secondary market. Manufacturers nevertheless will do their 
best to get as much out of the Secondary Markets as possible. Since the 
pharmaceutical activities carried out in those markets are usually limited, the 
manufacturer should not be entitled to as great a protection in the Secondary 
Market as he would be in the Primary Market, for obvious reasons. Canada 
certainly can be considered a Secondary Market by the international phar- 
maceutical houses. 


A Tertiary Pharmaceutical Market is one where sound pharmaceutical 
patent laws do not exist, such as in most countries of Africa or the Middle East or 
if laws do exist, they are not enforceable such as in most countries in South 
America. They are probably the gravy markets of the international phar- 
maceutical houses, since they try to sell there as much as they can, probably at 
the best prices possible, they wheel and deal as well as they can and they may 
not be overly concerned about patent protections for the moment. 


Considering the characteristics of the above three markets, the passionate 
pleadings for greater patent protection in Canada by Hoffman-LaRoche Co. and 
the other companies, just melt away and become less convincing. Of course, a 
sound business man will always try for the most and we certainly cannot blame 
them for that. 


However, the interpretation of the pharmaceutical patents by our lawmak- 
ers and the Restrictive Trade Practices Commission, the profound and accurate 
analysis of the Royal Commission all make sense, once we understand the basic 
operational pattern of the large international pharmaceutical houses and exam- 
ine the particular economic environment that exists in Canada today. 


Last year, in 1965, the large international drug houses had quite a healthy 
sales increase of 15 per cent—and, I might add, that the value of their shares also 
increased 15 per cent. There is little doubt in our minds that with their vast 
organization they are quite capable of looking after their own interests. If any 
pharmaceutical group needs assistance today, it is the Canadian-owned members 
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of the CDM and AFQPP, for they represent the balancing force in the phar- 
maceutical industry and act as an effective instrument to lower the costs of 
medicines to the public. 


I might add, Mr. Chairman, that since the preparation of our submission to 
your Committee, several provocative and thought-provoking articles appeared in 
the newspapers across the country in a spontaneous manner. René Lévesque, the 
former Minister of Resources of the Province of Quebec published a major 
article in the “Dimanche Matin”; D. H. Fullerton wrote in the Toronto Daily 
Star; and also the Financial Post—an influential and restrained, yet astute 
observer of our nation’s economy—in an editorial assessed very accurately the 
position of the pharmaceutical industry in Canada. All these articles had one 
thing in common, they all were highly critical of certain aspects and the 
performance of the pharmaceutical industry. Although we speak here only on 
our behalf, yet we—a few Canadian-owned Drug Houses—are of the impression 
that we have a very strong public opinion behind us, probably supporting most 
of our ideas. 

Therefore, our Association, the CDM, strongly urges this Committee to 
recommend to our Parliament that they endorse the viewpoints taken by our 
Judiciary and the various investigating commissions, and to relax our Patent 
Laws on pharmaceuticals even more, as described in our Brief, for only this 
makes sense to the Canadian people. 


Thank you, Mr. Chairman. 


The CHAIRMAN: Thank you, Mr. Dan. Before we go any further, gentlemen, 
is it agreed that we should have all of today’s briefs as an appendix to today’s 
proceedings? 


Some hon. MEMBERS: Agreed. 


The CHAIRMAN: I will call now on Dr. Wigle. 

I should remind members that the original submission by P.M.A.C., the red 
book that we have all had in our possession for many months, also does contain a 
section on research and on patents. This statement by Dr. Wigle is a supplement 
to that, and is really in no way an answer to what Mr. Dan has said. It is a 
separate statement. 


Dr. W. W. WIGLE (President of Pharmaceutical Manufacturers Association 
of Canada): Thank you, Mr. Chairman. That was our understanding, that we 
were coming back to talk to the Committee on the completion of our brief. 

Mr. Chairman, I would first like to introduce the representatives of our 
Association, who have come today to provide expert testimony on phar- 
maceutical patents and research. On my right is Mr. Gordon Henderson, Q.C., 
P.M.A.C.’s patent adviser and one of Canada’s leading patent counsel. Next to 
him is Dr. Brian Stewart, a director of Pharma-Research Canada Limited. 

We would like to remind the Committee that P.M.A.C., as pointed out in our 
submission to you on June 16th, represents 58 pharmaceutical manufacturers 
that account for more than 85 per cent of the prescription drugs made and sold in 
Canada. In other words, Mr. Chairman, our Association speaks for by far the 
greater part of the industry, certainly for the innovators and originators of new 
drugs within the industry, and it seeks through its charter to foster self-regula- 
tion among the great majority of responsible companies within the industry. 
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We welcome the opportunity to come before the Committee today to testify 
on the matter of pharmaceutical patents and their relationship to Canadian and 
international drug research. 

We have not prepared a supplementary brief on patents for the obvious 
reason that our original submission to the Committee states our case as succinct- 
ly as we are able to state it. 

It is our conviction that patents and the economic incentive they provide are 
essential to the discovery and continuing flow of health-restoring and lifesaving 
pharmaceuticals. 

From a therapeutic point of view, the abolition of patents would be a 
medical catastrophe in that the search for new cures would be seriously arrested. 
From an economic point of view it would destroy a growing industry and reduce 
it to nothing more than a collection of import houses and imitators. The Patent 
and Trademark Institute appeared before this Committee two days ago and 
submitted a thoughtful brief that probed this subject of patents in depth. Our 
Association fully endorses the recommendations made by the Patent and 
Trademark Institute. 

As you can well imagine, we have followed the proceedings of this Com- 
mittee with great interest during the time that has elapsed since our last 
appearance. I want, at this point, Mr. Chairman, to commend this body on the 
scope of the present enquiry. The diversity of interested groups, associations, 
companies and individuals is evidence of your wish to get all the facts and of the 
fairness and impartiality of these hearings. 

Some of the witnesses who have appeared before you have made statements 
with which we find ourselves in disagreement. Although it is not our intention 
to systematically rebut every piece of evidence that is contrary to our stated 
position, some statements and allegations that are based on groundless assump- 
tions, outdated information, or misstatements of fact, can not be allowed to stand 
on the record unchallenged. To cite simply one example, the brief of the 
Consumers’ Association of Canada adduces evidence from the Kefauver hearings 
that was shown to be untrue by the U.S. Commissioner of Patents. We plan to 
send you a letter setting forth the facts and we would ask that it be entered 
into the record. If it is the Committee’s wish, we would be pleased to follow 
this course with other statements and briefs that call for challenge. 

You have heard much testimony from various witnesses on the subject of 
medical information. I would like, therefore, to comment briefly on P.M.A.C.’s 
advertising controls. The P.M.A.C. code of marketing practice, which is Ap- 
pendix C of the P.M.A.C. brief, has been in effect for nearly a year. All 
advertising in Canadian medical journals by P.M.A.C. companies is now 
screened by an expert committee at our office in Ottawa to ensure conformity 
with our standards governing advertisements to the medical profession. This 
code has received the approval of the Canadian Medical Association and the Food 
and Drug Directorate has recognized it as a realistic standard. 

A company which issues an advertisement that does not comply with the 
code is immediately warned of the infraction and requested to take corrective 
action. Repeated infractions will be considered a breach of our code of ethics and 
can result in expulsion from P.M.A.C. 
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We would like, in passing, to thank the Food and Drug Directorate for its 
excellent co-operation in helping us to establish and administer this code. We 
are, by the way, developing a similar screening process for direct mail to doctors. 

Finally, I want to establish a point in answer to those who state that patents 
contribute to the so-called high cost of drugs, and indeed, Mr. Chairman, to 
anyone who will claim that the cost of pharmaceuticals is today unnecessarily 
high, and that is this fact: the prescription drug index, compiled by the Dominion 
Bureau of Statistics with prices for 1949 providing a base of 100, has declined 
over the years to a low this year of 97.4. This actual decline in the drug price 
index occurred during a time when the general cost of living index for all items 
rose to 143.2 and the index for total health and personal care rose to 179.2. I 
think we must bear in mind that the price of virtually every single commodity 
and service we buy today has been on the rise, with a few exceptions, for 
example, drugs. 

This Dominion Bureau of Statistics figure is an eloquent response to a 
question raised by one of the Committee members last summer when he ques- 
tioned the terms of reference of the Committee, asking if they did not in fact 
contain an implicit assumption that drug costs were too high before the Com- 
mittee had an opportunity to determine that fact. 

Now, Mr. Chairman, I would like to ask Dr. Stewart to comment on the 
research situation in relation to our industry, and, following Dr. Stewart’s 
remarks, Mr. Henderson will speak specifically on pharmaceutical patents; and 
after that we would be very pleased to receive questions from the Committee. 


Dr. Brian STEWART (Director, Pharma-Research Canada Limited): Mr. 


Chairman, I would like to ask and attempt to answer briefly three questions 
about industrial research. 


(1) What constitutes research in the pharmaceutical industry? 

Put simply it is all the steps involved starting with the synthesis or discov- 
ery of a new chemical entity to its successful introduction as a new drug into 
medical practice. 

The sequence is outlined in our brief, Section 7.4 and Appendix H, and I 
would refer you to it It does not make sense to grade pharmaceutical research 
into first, second or third class or to divide it into fundamental, basic or applied. 
All the steps outlined in our brief are essential if our objective is to be achieved. 
There are considerable skills necessary at every level. 

Also as a matter of philosophy it should be stated that pharmaceutical 
research is not in competition with academic or government institutions. Our 
skills are geared to translating new ideas into practical reality. As we stated in 
our original brief, “Man benefits from the fruits of new knowledge only as 
industry can devise means to make it available.” 


(2) What contributions has pharmaceutical research made in the development 
of drugs? 
This question in my opinion was answered in a carefully documented lecture 
delivered by Professor E. B. Chain entitled “Academic and Industrial Contri- 
butions to Drug Research.” I have copies of this lecture and would respectfully 
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request, Mr. Chairman, that it be included as part of the record. It is a complete 
review of the subject and I would commend those interested to read it. 

Professor Chain summarizes his opinion of the research contribution made 
by the pharmaceutical industry as follows: 

Perhaps I should digress for a minute to say that, as you are probably 
aware, Professor Chain is a Nobel Prize Winner. He was a co-winner with 
Florey and Fleming for his contribution in the discovery and application of 
penicillin. 

I quote from Professor Chain’s article: 

“I cannot visualize how the industrial pharmaceutical research 
laboratory could adequately be replaced by any other non-industrial 
structure, and those who wish to abolish it by nationalization for theoreti- 
cal reasons, or impede notably its freedom of action, must know that in 
taking such steps they are conjuring up a major health hazard, much more 
dangerous than a virulent epidemic. No pharmaceutical industry—no new 
drugs; this, in a nutshell, is the situation. It is of course theoretically 
conceivable to create a state-controlled organization for drug research on 
the lines of the present private industry; but before tampering with the 
present system which we know produces results, though maybe imper- 
fectly, let us first make sure and doubly sure that the new system will 
really function as well as the present one, which it is designed to replace. 
Theoretical arguments are not sufficient; the only decisive criterion for the 
acceptability of a new system for drug research is the acid test whether it 
produces in practice new drugs in satisfactory numbers or not.” 

and he ends with the following plea: 

“Let us then stop the sterile and futile quibble as to which type of 
laboratory has made contributions of greater value towards the promotion 
of the subject, let us put an end to prejudiced, irresponsible and tenden- 
tious denigration of the pharmaceutical industry and let us work quite 
intentionally and consciously towards creating an atmosphere which de- 
stroys distrust and promotes understanding and which ensures opportuni- 
ties for still closer and more intensified contacts and collaboration be- 
tween academic and industrial scientists. Let us be sure to deploy all our 
resources, intellectual and material, in the most expedient man- 
ner so that we can give the scientists concerned with drug research, both 
in the universities and in industry, the most favourable conditions in 
which they can advance more speedily and with the least impediment 
towards their one great aim, to which they devote their lives and in which 
all of us have the highest stakes: to combat and conquer pain and an 
ever-increasing range of diseases through the discovery of new and more 
efficacious drugs.” 


My last question is: What is the cost of pharmaceutical research? 


This is perhaps the hardest to answer because it is the most difficult to 
estimate. It would be easier if the total sequence of research was done in one 
place but this hardly or never occurs. It seems a general pattern that some steps 
at least are done in different countries. 
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I will try and divide the cost estimate into two parts:— 


(1) The total cost of developing a single new drug. The best estimates originate 
from the United States where the size of the country allows almost the ideal of 
doing all the research in one central place. The average cost of a new drug now is 
stated to be $5,000,000. These costs include the toxicology and clinical trials 
necessary to satisfy government agencies in addition to the laboratory costs. 


(2) We can look at it as the actual amount spent on research. I cannot speak for 
other countries but would like to confine my remarks to Canada where we do 
have our own figures. 

In our brief, Section 7.9, we stated according to the figures available when it 
was written that the expenditure on research and development rose from $2,- 
500,000 in 1959 to an-estimated $6,500,000. The latest figures just compiled by 
our Association on the same 37 reporting companies shows a further increase to 
$9,500,000 this year. 

In addition—I have just been handed some later figures—there are 9 
member companies of P.M.A.C. doing laboratory research as well as other types 
of research as outlined in our brief. These people employ 442 scientists and 
technicians. Their yearly budget is $7.5 million and their investment in research 
in Canada is now $12.5 million. 

I would like to state in conclusion that research by the pharmaceutical 
industry has made a major contribution to medical care. It is encouraging to us 
in industrial research to see that the Canadian contribution is developing and 
increasing and it is our hope and aim that the efforts on the part of govern- 
ment to further encourage this program will include the incentive of strong 
patent protection. 

I am a scientist, Mr. Chairman, and I see the industry from this angle. My 
experience is that members of our Association are dedicated and committed to 
foster development of new drugs. I would like to see us in Canada continue our 
active part in this. Thank you. 


Mr. Gordon F. HENDERSON (Patent Advisor, Pharmaceutical Manufacturers 
Association of Canada): Mr. Chairman and gentlemen, the submission of the 
Pharmaceutical Manufacturers Association of Canada relating to patents is made 
against the background of evidence that has been submitted by this Association 
and by certain member companies. It is based upon the following factual 
situation, the evidence relating to which has previously been submitted: 


(1) that within the last 20 years, new drugs have effectively transformed 
the treatment of human diseases. By way of example, tremendous 
advances have been made in the area of infectious and communicable 
diseases as well as nervous disorders. 


(2) that the new drugs that have constituted major advances in the 
therapeutic art have been achieved by private enterprise through 
planned research by trained personnel of the major pharmaceutical 
companies. Apart from penicillin and perhaps some of the sulfa 
drugs, all new drugs have been achieved through corporate research: 
No major drug is known to, have been innovated and marketed in 
Russia through state activity. 
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(3) a company achieves a major breakthrough in a ten year span. It is 
through a major breakthrough that a company is able to support 
its research and general drug activity. 


A major breakthrough is, therefore, the instrument to enable the company 
to recover its cost of research, pharmacological and toxicological testing and 
medical information. It is through a major breakthrough that a company is able 
to recover its costs either by the price it is able to charge or through the royalty 
received from a licensee. 

The functions performed by an innovator company dependent upon research 
include: 

(1) the function of research. This function results in a chemical which at 
that state of its history is not capable of human use. It is only a 
chemical curiosity which may have a utility as a safe drug. 

(2) pharmacological and toxicological testing to establish the safety of 
the drug for use for human consumption. This includes not only 
testing on animals but the establishment of the safety of the drug to 
the satisfaction of the department of government concerned. 


(3) medical information. Unless a doctor has confidence in the safety of 
the drug, he will not prescribe it. Confidence arises not only from the 
reputation and stability of the manufacturer but through the continu- 
ing information relating to the efficacy of the drug for particular uses 
and the risks relating to it received from the manufacturer. This 
information arises in a two-way relationship in that information 
received throughout the world by the manufacturer from other doc- 
tors is passed on to doctors throughout the world in relation to the 
drug. Moreover medical information has continuing activity in that 
the risks incident to continuous or long-term use can only be ob- 
tained after the drug has been on the market for a period of time. 


It is submitted that the evidence given to this Committee establishes that 
each of the above functions is a necessary function. The cost of such functions is 
a necessary cost. One may differ in terms of the amount that ought to be 
expended in respect of each function but a new drug cannot be safely and 
successfully put on the commercial market unless the manufacturer is prepared 
to undertake the necessary cost to successfully carry out each function. It is 
essential for the continuance of new drugs through private enterprise that these 
necessary costs plus a reasonable profit be recovered. It is therefore submitted to 
the Committee that a study relating to the price of drugs should take into 
consideration the cost applicable to such necessary functions. 

Similarly any consideration as to the role of patents in relation to prices 
should be related to a consideration of a patent as an instrument enabling the 
drug company which has innovated a new drug to recover such necessary costs 
plus a reasonable profit whether by way of the price which it charges or the 
royalty which it recovers. 


Section 41 of the Canadian Patent Act as now being interpreted by the 
Canadian courts does not enable a company which has made a major break- 
through to recover its necessary costs in that the scope of protection afforded to a 
drug invention made by chemical processes is limited. In other words, you 
cannot have a claim and get protection in that sphere unless you have invented a 
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process; and compulsory licences are granted under Section 41, subsection (3) 
almost as a matter of right, with a royalty that has been characterised, by the 
tribunal fixing the amount, as a pittance. 

Any consideration of the role of patents in relation to any product, drugs or 
whatever products, should reflect the basic purpose or philosophy behind the 
patent grant. A patent constitutes an incentive. The purpose of the Canadian 
Patent Act is reflected in Section 67(3). The section reads as follows: 


*67.(3) It is declared with relation to every paragraph of subsection 


(2)”— 


and I may say this is the ordinary compulsory licence provision— 


“that, for the purpose of determining whether there has been any abuse of 
the exclusive rights under a patent, it shall be taken that patents for new 
inventions are granted not only to encourage invention” — 


so that is one incentive to encourage invention—“but to secure that new inven- 
tions shall so far as possible be worked on a commercial scale in Canada without 
undue delay.’—or as an incentive to investment for productive purposes in 
Canada. 


A patent not only encourages invention through research but constitutes an 
incentive to production of the subject matter of the invention in Canada. In the 
absence of a temporary monopoly granted by a patent, there is no incentive to 
make large-scale investments in this country to produce. Any diminution of the 
' patent right diminishes the incentive to invest in the establishment of a produc- 
ing entity in this country. The abolition of patents would lead to the Canadian 
market becoming dependent upon foreign producers and with the risks that the 
necessary drugs might become unavailable in times of great need and consequent 
scarcity. 


Section 41(1) of the Canadian Patent Act deprives an innovator of a new 
drug produced by chemical process of any protection unless there is invention 
in the process. Section 41(3) as presently interpreted by the Commissioner of 
Patents and the Courts has resulted in a grant of compulsory licences almost as 
of right with a minimal payment that does not cover the necessary costs to the 
extent that drug patents on major breakthroughs have lost any real significance 
in this country. 

It is submitted that by including in Subsection 41(3) the concept that a 
licence should not be granted where the Commissioner sees good reason to the 
contrary that is the brake that now appears in the subsection, which has been 
judicially, in my submission, interpreted out of the section—the legislature did 
not comtemplate a licence as of right. What we are urging here is that that 
concept be now made effective. 


However, it is difficult to find a situation today where the Commissioner will 
see good reason to the contrary. The difficulties with the compulsory licence 
provisions as they now appear are as follows: 

(1) There is no objective standard against which a patentee can protect 
himself. 

(2) The Commissioner and the Courts do not consider the economic 
problem from an economic standpoint but tend to look at the matter 
legalistically. 
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(3). Licences have been granted where there is no oral presentation or 
cross-examination of the statement made by an applicant. 


(4) The most recent licence has been granted where the patentee pro- 
duced the product in Canada, carried out research in Canada, sup- 
plied an export market from Canada and is prepared to justify its 
Canadian price in relation to its costs. 


In the light of that situation, nonetheless, without a hearing—that is a 
formal oral hearing—a compulsory licence was granted this year. That is in the 
case of Micro Chemical versus Smith, Kline, and French for Stelazine, the de- 
tails of which have been given to the Committee earlier. 


The Pharmaceutical Manufacturers Association of Canada urges that Section 
41(3) in its present form be abolished and that a tribunal be created which will 
examine the question of compulsory licence having regard to fixed objective 
standards which would include elements of price and safety; that the composi- 
tion of any tribunal to investigate compulsory licences relating to food and drugs 
should include persons with an economic background, as we submit that this is 
an economic question which should be determined by a tribunal that is trained in 
economics. 

The royalty in respect of any licence should be of such a magnitude as will 
enable a patentee to recover real costs in relation to the real functions, which 
that tribunal will determine. 

Section 41(1) is so restrictive in relation to the protection which a drug 
patentee can obtain that companies which consider they may not meet the 
stringent conditions of the Hilliard Committee recommendations will avoid 
pursuing a compulsory licence under Section 41(3) and seek to invalidate a 
patent under Section 41(1). Since the courts are reluctant to grant interlocutory 
injunctions in relation to patent matters, the small Canadian company will run 
the risk of producing and selling the patented drug until the patent action has 
been finally determined. Therefore, in effect, they take their own compulsory 
licence. f 

It is submitted that Section 41(1) should be abolished. The abolition of this 
subsection was recommended by the Ilsley Commission which studied patents a 
few years ago in Canada. It was abolished in England following a simila 
recommendation by the Swan Committee in that country. 


It is difficult to consider what the Commissioner of Patents will find to fall 
within the phrase “good reason to the contrary” against a grant of a compulsory 
licence; but I can say this to you, and it is said in our brief, that the matter of 
safety goes by default. The Commissioner is not obliged to consider the matter 
of safety, and the courts have so stated. As recently as last year, in a case in the 
Exchequer Court, the Court held as follows: In particular, there is no statutory 
requirement that he—being the applicant—prove that he is competent. There 
is no requirement that the applicant prove that he is competent to produce the 
food or medicine, or that he is possessed of the equipment, know-how and 
resources to do so. Then the Court went on to say that the Commissioner may 
consider this; but he is not obliged to. In other words, there are no objective 
standards against which the Commissioner may make a determination of a 
compulsory licence. : 

The Commissioner is, in effect, almost free to legislate, and.the courts, 
although appeal has been provided, will not second-guess, if you will, the 
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Commissioner. They will not reconsider the matter of what should be considered 
within the phrase ‘good reason to the contrary’. The result is that the Com- 
missioner, who is well trained in chemical matters and in the administration of 
the Patent Office, determines an economic question legalistically without any 
standards at all, and the courts accept what he has done without any reconsider- 
ation. The result is that at the moment licences are being granted without an oral 
presentation, without cross-examination of the applicant’s statement, in the 
circumstances that I have outlined and with a royalty that I suggest to the 
Committee bears no real relation to the costs which must be borne by an 
innovator company. 


It is in the light of that background that we urge that section 41 be 
eliminated and that there be enacted a section which would enable a realistic 
determination to be made by an economic tribunal which would consider both 
price and safety. 


The CHAIRMAN: Thank you, Mr. Henderson. 


Mr. Mackasey: Mr. Chairman, I have one observation to make. Since I have 
come in late, for which I apologize—I am on another committee across the 
hall—I have been handed five additional pieces of information. I do not have the 
mental capacity to absorb them at a sitting such as this one. I admit my 
weaknesses in this respect. I am honest, which is more than some of the briefs 
are! 
| Mr. Chairman, the point is that much of the information in most of these 

additional documents is very pertinent to what is before us. The information 
contained is in addition to the original briefs which Mr. Dan was kind enough to 
forward and which P.M.A.C. forwarded some time ago. How are we expected to 
do justice to these particular supplementary briefs that have just been placed at 
our disposal without having some time to study them? 


The CHAIRMAN: I am not sure what five documents you are really referring 
to, but most of them were copies of statements that have just been made orally. 


Mr. MAcKASEyY: That is right; they have just been made now, the point is 
that nobody in this room has absorbed all these statements, or is capable of 
absorbing them all, and the gentlemen have been kind enough to give us written 
copies of what they have said. We have not had an opportunity to study them or 
look at them 

It may be funny to some of the members, Mr. Chairman, but it is serious to 
me, because I treat this Committee seriously. I have things to do other than to 
look at the statements. I have not had an opportunity to examine these state- 
ments from the point of view of my own interpretation of what was said, and 
based on my own conclusions of what the witnesses have said. This is what I am 
objecting to. 

You asked me what are the five. There is the opening statement of Dr. 
Wigle; there is a statement of Dr. Stewart; there is the ““Academic and Industrial 
Contributions to Research” by a gentleman named Chain; there is certainly a 
very strong submission by Mr. Dan, which supplements his brief and which 
introduces completely new areas which need to be substantiated or clarified, 
because I appreciate many of the points and he has answered many of the 
questions that I wanted answered. This is just an observation. 
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The CHAIRMAN: Your observation is well taken. I agree that forty minutes of 
our time this morning was spent on what was perhaps new material that has 
not been before the Committee for study, but under the circumstances there is 
no way that we can proceed other than with any questions that might occur 
to us. 

Mr. Howe (Hamilton South): Mr. Chairman, I am sure that the rest of the 
members of this Committee also take it seriously. Secondly, while we are on the 
matter of not receiving briefs soon enough, I think that many of the briefs arrive 
even too late for proper study before we have a meeting. Some of them arrive 
the day before, and this does not give adequate chance for study, with all the 
other work that has to be done in other Committees that many members are on. 

I think we should receive our briefs far enough ahead that we have time to 
properly study them and organize a series of questions that are going to be 
useful, rather than spontaneously, at the time that they are given out, or the 
morning after, to try to organize something that is going to teach us anyhing. I 
think that we get them too late to be able to accomplish this, and I agree with 
Mr. Mackasey. 


The CHAIRMAN: Yes. It was the hope of the Committee that they would be 
here at least one week prior to their presentation, but this has not always been 
so, unfortunately. 


Mr. HowE (Hamilton South): Yes; the bigger they are, the later they come. 


The CHAIRMAN: It takes them longer to do, I suppose. I would remind you 
that it is quite possible that there will be an afternoon session, if anybody wants 
to study at lunch time. 


The meeting is open for questioning. 


(Transtation ) 

Mr. ISABELLE: Mr. Chairman, I would like to make a comment. There is 
nothing new about being flooded with all kinds of briefs in this Committee. With 
all this scientific evidence before us, we really should be able to reduce the price 
of drugs one of these days. Those are our terms of reference. This morning I was 
reading in a magazine, that drug costs are shrinking, according to U.S. Manu- 
facturers and the U. S. Pharmaceutical Manufacturers Association says that drug 
costs may take a smaller part of the health care dollar than ever before, and, of 
every dollar spent on medical care, only 14 cents goes to retail outlets for drugs 
compared to 17.5 cents in 1946; and prescription drugs account for 9.8 cents of 
the medical dollar. I hope that you are going to follow the United States in this 
regard and that the price would go down in this country. 


Could I ask questions? Mr. Dan, last July when you came here, you talked 
about the standards of your new Association. Have these standards now been 
laid down? 

(English) 

Mr. Dan: Dr. Isabelle, they have been laid down and copies have been 
handed over to the chairman, so that it is probable that he will distribute them. 

Mr. ISABELLE: They have been established. 
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Mr. DAN: That is right. Of course, standards always have to be revised and 
they will be tightened up. 


The CHAIRMAN: There are a few copies available. 
Do you have some more questions, Dr. Isabelle? 


Mr. ISABELLE: No, not at this time. 


Mr. Rynarp: Mr. Chairman, I certainly agree with my friend, Bryce 
Mackasey, in what he had to say about our not having had too much time to 
study this brief. 


There is a question I would like to ask Mr. Dan. If I understood him 
correctly, he said that they propose that they were going to bring in more and 
more of the smaller companies and form a great big company, and were going to 
have public subscription on it. I am wondering how he is going to have public 
subscription if this figure of 93 per cent is correct on his return before taxes. 
What was the return after taxes and where is he going to get public subscription 
for that? 


Mr. Dan: Dr. Rynard, I indicated in my brief that there was a very strong 
tendency on the part of the smaller firms, shall I say, first, to co-operate, second, 
to merge in certain activities, and third, to merge structurally. I am not an 
expert in financing but my understanding is that before you float a company you 
have to have certain sales which I would consider to be about $1.5 million to $2 
million; you have to have a certain profit picture, either immediately or in the 
-near future; and you have to have an expanding phase in the industry, which 
happens to be in the pharmaceuticals, and one of my points which I brought out 
to you during the previous hearings is that we see something unprecedented in 
the pharmaceutical industry—a termendous expansion. This is something that 
surprised people in the industry. 

Just a couple of weeks ago there was an article in the Financial Post on the 
Swedish pharmaceutical industry and it explained to the public that the industry 
in a period of ten years expanded about three times. Since the industry is 
expanding, in my judgment that is the right move. I am not making any secret 
of it; and this is not at all new. I can go back thirty years, when in 1930 I 
understand economic conditions were worse. Today, we are in the affluent: 
society, but at that time there was a severe depression, and if I understand 
correctly, in those years several firms in Britain merged and formed a company 
called British Drug Houses, out of necessity, not out of convenience. Today they 
are one of the largest companies. That is the trend. We have to do that, because if 
we do not follow the pattern, interpret economic trends and act accordingly, then 
I would say we will amount to nothing. 

That is what I was referring to, and my prediction, if I understand the 
trends correctly, is that mergers of this kind must take place. I have cited two 
examples that already have taken place. This particular company, Sogena, has a 
public record. It is available to anyone. I deposited the record with your 
Chairman. You can go over it. I respectfully submit that in the near future there 
will be other similar types of mergers. 


Mr. RyNARD: Mr. Chairman, I would just like to pursue that a little further. 


This, of course, is in the hypothetical stage, whether you do go on with this 
or not. The proposals are not very definite but one of the things that we are 
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dependent on—and I think I would like to point this out to Mr. Dan—is research, 
and we Canadians, today, are far behind in research spending. When you 
consider that we spend less than one tenth per capita of what United States does 
surely there is a great field that must be filled by private enterprise doing some 
of this research that we need so badly and which is not being done in Canada. In 
other words, you are not going to keep the trained people in Canada unless you 
do this research. Therefore, this research has to be protected, and I am concerned 
when you say. “‘Well, we will protect this for a few years,” because how are you 
going to know and who is going to decide, when that time comes, or when you 
set an arbitrary scale of five to six, or four or five years of protection, or 
whatever the case may be, how are you going to know that that research cost has 
been fully recovered? I could name a lot of drugs on which they have not re- 
covered it in that period of time. Not only that, how are they going to carry on 
the other research that is being carried on, when out of many, many research 
experiments only one comes through? 

I think we have to be fair about this, and I do not think we are fair when we 
say that we can make a cut-off in four or five years. This is begging the point. 
We cannot do it; you do not know how long it is going to take to recover it. You 
are going to have people not going into research, and manufacturing a lot of very 
useful drugs for which there is not a big demand. 


Mr. Dan: Dr. Rynard, I share your sentiments about research. Nevertheless I 
would like to point out respectfully to you that for some reason or other research 
has been a little bit over-emphasized. 


You have to look at the hard facts of life. The facts of life are that the major 
companies do not do research in Canada, and they intimated during the hear- 
ings—and it is in Hansard—that they are not prepared to do it, with a very few 
exceptions. Therefore, immediately we have to differentiate between those of the 
57 companies who are prepared to do research—and I can mention only six or 
seven at the most—and the ones who are not prepared to do research, and have 
said so, except berhaps too clinical research which today is almost mandatory 
under the present laws. I believe the very few who are prepared to do research 
should be helped. How? Perhaps by special rates of taxation, or perhaps by 
special grants. There are ways and means whereby these companies could be 
helped. ‘ 

I fully agree with you that I do not like to see my classmates going to the 
United States or any other country, because they have more position there— 
and I do not mean that as derogatory of other countries. But you have to look at 
the facts of life, and you cannot make a judgement without first under- 
standing the structure of the particular industry which in this case is phar- 
maceuticals. That is what I have tried to do in my written and oral submissions 
—to put that industry into the economic fabric of our country. The fact is that 
today, as I pointed out in the brief, we are a secondary market. 

I respectfully submit to you, sir, that you may have to re-examine the entire 
industry in four of five years, to see just what these companies have done in four 
or five years. If you find five years hence that out of the 57 companies you 
have 25 doing research, and in major areas, then I would say, sir, that you are 
absolutely right, and that these companies have to be protected; but the facts are 
that today they are not doing it, so why should they deserve special cansidera- 
tion—I am thinking of the 50 companies—for things they do not do? That is why 
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I pointed out that in England the situation is entirely different, where they do 
considerably greater research, and I feel that they are entitled to protection. 


Mr. RYNARD: Well, Mr. Chairman, I agree in part with what Mr. Dan has 
said, that we have a small infant, but are we going to starve this infant and make 
Canada a completely secondary country in the buying of those goods? What we 
hope to do is keep on building up this research industry. We have a lot to do, I 
agree. Perhaps drug-research should be given more incentive in Canada than it 
is getting; but, for goodness’ sake, this does not substantiate your argument that 
we forget all about it. Surely we should encourage the research that we have so 
that things will go on and build up, rather than destroy what we have? 


Mr. Dan: With all due respect, I do not believe I said that we should forget 
about it. I merely said that we should interpret it realistically, which means 
support the ones who want to do research, and give them every opportunity and 
every chance. But I do not see why 50 other companies, which state quite clearly 
that they do not have any intention of doing any basic research over and above 
what is mandatory today by law, should benefit from the activities of the other 
seven. That is why I say that you may have to convene again in four or five 
years to re-examine and adjust your laws accordingly; but, today, with the 
conditions as they exist, I feel that our interpretation is realistic. 


Mr. Mackasey: Mr. Chairman, would Dr. Rynard permit me to ask a 
supplementary question? I might just forget it later on. 


Mr. Dan, what you are saying, as I understand it, is that in five years’ time 
' we could sit down and pick out those companies who are deserving of some form 
of protection, or bonus, if you want to put it that way, because they have proven 
over this five year period between now and, we will say, 1971 that they have 
done research in Canada. Is that what you are saying? You recognize the 
principle that there is a correlation between research and patent protection. 


Mr. DAN: Absolutely; and also the other activities. 


Mr. Mackasey: All right. I am not trying to harass you. I want to get this 
clear in my mind. 


What is your attitude towards those firms in Canada who can prove conclu- 
sively that they are doing research at the moment? 


Mr. Dan: They should be supported. In fact, if I have read the reports 
correctly, some of the principals who have appeared on behalf of companies have 
admitted that one of the reasons why they came to Canada was because the 
government created a favourable atmosphere, with such things as grants and 
incentives. This was the main reason. 


Mr. MAcKASEyY: I want to be fair to Dr. Rynard. 


The point I am making is that you mentioned earlier—and I think it is an 
excellent suggestion—that we sit down after a five-year period and see what has 
been the increase in research facilities. This is the point that I have been 
stressing all the time on the Committee. Your principle is that those firms 
which, as good Canadian corporate citizens, are doing research in Canada should 
be rewarded in some tangible fashion, and you are suggesting that this take the 
form of increased patent protection. Therefore, we are simply going to recognize 
the universal principle that they should have the right to the fruits of their 
labour. But what about the firms that we were speaking of, that are spending the: 
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$12 million in Canada today? Why should they have to wait five years for this 
type of reward—and not in the form of cash grants, but in the form of suitable 
patent protection? 


Mr. Dan: Mr. Mackasey, can you name a product which was discovered by 
these firms in the last two or three years? Between now and five years hence, 
there will be some products. Can you add the name of one original product that 
was discovered in the last two or three years? 


Mr. MAcKASEY: Do you mind, Dr. Rynard, if I follow this up? 
Mr. RYNARD: Go ahead. 


Mr. MAckAsEy: Mr. Dan, from what little knowledge I have of the phar- 
maceutical industry—and what I have is just from working at it—proof of 
research dollars spent in research is not necessarily reflected in what you have 
discovered, because, unfortunately, from what I can gather from scientists and 
chemists and people working in lonely attics, they can work for 20 years on 
research and never have the good fortune of recovering—if they want to recover 
it—the expense of their research in discovering a drug. You cannot, in all 
fairness, say that you can gauge what research is being done by whether or not a 
substance is discovered. The one discovery that I have noted is Joe Green’s 
well-publicized discovery, in the Department of Agriculture, which may have 
been the result of somebody removing a manure heap; I do not know. The point I 
am geiting at is this: If you are going to use that criterion, then the Department 
of Agriculture is spending time and money and effort in research on a firm that 
may have been working for ten years and been unfortunate enough not to have 
discovered something. 


Mr. DAN: Mr. Mackasey, the point is that today research is not the general 
rule; it is the exception. 
Mr. MAcKASEY: Yes. I am agreeing with you. 


Mr. Dan: Therefore, the government should find ways and means to assist 
those who wish to do research. 


Mr. MackaAseEy: I apologize to Dr. Rynard. We will pursue this little debate 
later when my turn comes up. Thank you, Dr. Rynard. 


Mr. RyNarD: Mr. Chairman, there is just one conclusion that can be reached 
after this long conversation and it is simply this—and I think Mr. Dan would 
agree with this—that more research should be done in Canada by the drug firms, 
and more incentives should be granted to encourage them to carry on this 
research and to build our industry and to protect it. 


Mr. Dan: I agree with you, Dr. Rynard. 


The CHAIRMAN: Dr. Howe, have you any comments you would like to make 
on this? 

Mr. Howe (Hamilton South): I have a couple of questions, because I have to 
leave in a few moments. I am in the unfortunate position of knowing the name of 
everybody here except that of the gentleman I want to ask the question of. 


The CHAIRMAN: Mr. Henderson. 
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Mr. HowE (Hamilton South): Mr. Henderson, do you think that it takes 17 
years of monopoly sales to accomplish the return of investment or the research 
done to discover this drug. 


Mr. HENDERSON: There is no magic in numbers. One cannot categorically say 
that it takes two years, three years, or seventeen years. In my view, it depends 
entirely on the particular product. It may in some instances be 17 years; it may 
in some instances be four or five. 

What I am urging is that there be an opportunity to establish what the right 
number of years may be in relation to a particular drug. In other words, I think 
that is a matter which the tribunal may well consider. One cannot be arbitrary, 
that it will be five or that it will be three or that it will be seven. 


Mr. Howe (Hamilton South): Apparently the law has been arbitrary in the 
selection of this length of time. 


Mr. HENDERSON: Yes, there must be a cut-off at some point, and it has been 
17 for a long number of years in a large number of countries. This has been the 
history. But I have to say to you that that is dependent upon the particular 
product that is being considered and is a matter that ought to be considered by 
the tribunal in determining any application made to it for a license. 


Mr. Howe (Hamilton South): So that the cost of a drug that has been 
discovered is determined largely, then, by the amount of research that has gone 
into it, and the return of this investment being sufficient to get this research 
. money back and, of course, to acquire more money for more research in the hope 
that another break-through will eventually come. 


Mr. HENDERSON: I want to make it clear that research, in our view, is only 
one of the elements of cost that must be recovered; but the answer to your 
question, in terms of research as an element of cost, is yes. 


Mr. Howe (Hamilton South): Well, you have the work that is done that 
is researched, or proved to the Food and Drug Administration to be safe and 
efficient and that it will do what is claimed, and so on. Therefore, you have this 
expense, as well, that is involved in any new drug that comes on the market. 


Mr. HENDERSON: That is correct. And, Dr. Howe, I am sure I do not have to 
tell you that medical information knows no period of time. This is a continuing 
thing, because the indications of any particular drug may enlarge or narrow, 
depending upon usage over a long period of time in a particular person, or in a 
given number of people, and medical information is a cost and it is a continuing 
cost. It is another cost that has to be taken into consideration. 


Mr. Howe (Hamilton South): I was leading up to this question: What about 
a drug that is imported from the United States as a new drug in Canada, that 
comes up with all the research information, that comes up with all its quality 
control, that is sufficient in itself to pass on to the Food and Drug administration 
for being granted a licence or permission to be sold in Canada, that is free of 
costs in Canada, and yet will sell at the same price as though it had been 
discovered in Canada, or at the same price at which it is being sold in the States? 


Mr. HENDERSON: With respect, I would suggest to you that one cannot isolate 
costs to a country. The cost must be related to the world-wide activity of the 
sale, because an invention knows no territorial boundary. A drug knows no 
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territorial boundary. A patent does know a territorial boundary, but not an 
invention. The costs relating to that particular invention, that particular drug, 
must be related to the world-wide activities of the particular company selling 
the drug. So I would suggest to you that any consideration of cost isolated 
particularly to a particular country is an academic exercise, not a real one. 


Mr. Howe (Hamilton South): But does this not really put the Canadian 
subsidiary company in the same position as any other copying company? 

Mr. HENDERSON: The destination of the funds of the Canadian subsidiary is 
part of the innovator company; whereas the destination of the funds of the 
copier is in a very different place. It does not put it in the same position, because 
it is a part of a world-wide organization. 


Mr. HowE (Hamilton South): In other words, the profit on these drugs, then, 
returns to the States, to the parent company, to help pay for this research cost 
that was incurred? 


Mr. HENDERSON: Which will result in a new drug, to the betterment of the 
health of the Canadian people. 


Mr. HowE (Hamilton South): Yes; but is this profit sent down there to 
compensate for the research costs, or is simply a royalty paid for the licence that 
is granted to manufacture the drug in Canada? 


Mr. HENDERSON: I am sorry, I missed your point. I did not quite follow. 


Mr. Howe (Hamilton South): My point is that if a drug is discovered in the 
States by a parent company and is later manufactured here in Canada or 
distributed, or bottled, labelled and distributed in Canada by a subsidiary 
company, how is this compensated for by the parent company? Does it receive a 
profit to compensate for the research work that the parent company has done, or 
is a royalty paid, such as any copying company would do when they got a 
compulsory licence to manufacture this drug? 


Mr. HENDERSON: It may be paid in several ways but two logical ways would 
be by way of a component of royalty or by way of dividend. It could be paid 
either way, but the effect of the patent is to encourage that company to produce 
that drug in Canada. 


Mr. Howe (Hamilton South): Even though it has not discovered this drug 
through its own research. 


Mr. HENDERSON: I do not care where it is discovered, but the patent laws are 
designed to encourage the production of that drug in this country, and our laws 
do provide protection; apart from section 41 of the Canadian Patent Act, which is 
the burden of our submission here, we have protection in this country to ensure 
that there is an incentive to produce the drug in Canada. That is what our patent 
laws are designed to do. Now, we are not seeking to avoid that obligation. 


Mr. Howe (Hamilton South): This is not the actual company that discovered 
the drug so, therefore, any company could manufacture that drug under a 
compulsory licence or a voluntary licence and accomplish the same end. 


Mr. HENDERSON: Well, perhaps I do not see the end you are seeking to 
accomplish. 
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Mr. Howe (Hamilton South): You say the patent laws are to protect the sale 
and distribution of this drug by that company. You know that this particular 


subsidiary company did not actually acquire the patent originally by discovering 
the drug. 


Mr. HENDERSON: I do not recall saying that. 
Mr. Howe (Hamilton South): I perhaps misunderstood you. 


Mr. HENDERSON: I think we are talking at cross purposes because that is not 
what I intended to say. What I intend to say is this. That the patent laws 
encourage; they first create the incentive against which people will innovate. 
That is incentive number one. Incentive to innovate. But besides that it gives you 
a climate in which you are prepared to invest. I suggest to you that there would 
not have been a plant in Kingston producing terylene if there had not been a 
patent which ensured them, the company that built the plant, the opportunity of 
recovering its costs over a given period of time. 


Now, the same thing applies in drugs. The patent encourages the production 
in this country. It enables the company to obtain its return over a given period of 
time. It can make that recovery of its costs incident to that investment either by 
way of the price which it charges if it pursues the monopoly position that it has 
under the Patent Act, or it may choose to obtain that recovery through a licence. 
But whichever route it chooses it must obtain sufficient funds to enable the 
recovery to be made. 


Mr. Howe (Hamilton South): What recovery does this Canadian company 
have to make if they are simply a distributor of an American invented drug? 


Mr. HENDERSON: Well, it must make some recovery relating to the over-all 
cost of the parent company. It must bear its proportion of relationship. 


Mr. HoweE (Hamilton South): But some of these companies do not research 
and do not do actual manufacturing within this country, and yet they are 
protected by this patent law when they are not actually partaking in this 
research. 


Mr. HENDERSON: With respect, there is another provision which we are not 
asking to be changed which comes then into play, and they then are not 
protected by the patent law. That is the point I am making. Section 67 of the 
Canadian Patent Act enables any company, any interested person, to make an 
application for compulsory licence if there is not manufacture of the subject 
matter of the patent in this country. That is independent completely of section 
41, so that there is protection in our patent laws to prevent the abuse that you 
speak of, and what we are urging is the abolition of section 41 (3) which is the 
granting of a compulsory licence as of right, apart from abuse. We are not urging 
that we be excepted from the general principle of compulsory licence where 
there would be abuse and failure to manufacture in this country. 


Mr. Howe (Hamilton South): This is of any class of kind, is it not? 


Mr. HeNnpERSON: No, it is any product at all. Any product. This is not of any 
class or kind. Class or kind has no relationship to the patent laws. Class or kind 
is purely an incident of 74 per cent duty as opposed to 224 under the Cus- 
toms Act. It has nothing to do with the Patent Act. 


Mr. HowE (Hamilton South): I see. 
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Dr. W. W. WIGLE (President, Pharmaceutical Manufacturers Association of 
Canada): Mr. Chairman, may I suggest that on the first part of Dr. Howe’s 
question, where he related the cost of the specific drug to the research for that 
drug, Dr. Brian Stewart, with your permission, might have something to say. 


The CHAIRMAN: Would you like to say something, Dr. Stewart? 


Dr. STEWART: I think that what Dr. Howe was getting at is that the total 
research operation of the company has to be considered when you are talking of 
recovering research costs. We submitted in our brief under Professor Briant’s 
heading the actual rayalties paid to drug companies outside Canada. I would 
like to make two points. One, that it is our experience, on the average, in asking 
around that it is seven to ten years after the discovery of a new drug by research 
laboratories before it starts to be marketed to earn money. So whatever length of 
protection we get under the Patent Act is not operative in drugs at the present 
time for at least seven to ten years after the patent is applied for. 

Secondly, coming down to research in Canada, research is a long-term 
investment and I would like to underline this. You cannot suddenly have a 
research department tomorrow because qualified people are not available. It is a 
question of training them and getting them to work together and it is a 
specialized field compared to university. Everything has small beginnings. We 
hear now that research is the exception. Let me respectfully submit that five 
years ago it was an even greater exception. The growth of research in Canada 
in the last five years has, in my opinion, been spectacular. We are in the phase 
now when we are getting the people. When do we get the results? This is a very 
useful question you are asking. 


Well, Mr. Mackasey’s point here is well taken. We cannot guarantee results 
here. The more people there are working on it, the more likely we are to get 
results in Canada and contribute then to the international pharmaceutical drug 
field. So I think that it is not meaningful to me as a scientist to try and say we 
will give this to this country and that to this country. I am looking at itasa 
total effort. I have tried to outline in the brief that different countries are 
doing different tasks of research necessary to discover a new drug, and I am 
proud to feel Canada is doing more and more as time goes by, and I just 
respectfully ask that this be encouraged in the deliberations of this Committee. 


Dr. WiIGLE: Mr. Chairman, I had hoped that what Dr. Brian Stewart was 
going to point out was that it is my understanding that in a continuing research 
operation a single discovery has not likely been cost accounted day by day 
throughout the years so that that particular pill can then be said to have cost 
exactly that much in the operation and therefore, when it has made that much 
we can write it off and start to look for a new one. The whole operation goes 
ahead, and probably expands because of the process. 


Mr. Howe (Hamilton South): One simply applies the research to the over- 
all cost of that company’s total operation. 


Mr. ENNS: Well, after the discussion on research and following up Mr. Dan’s 
brief for the relaxation of patent laws although I do have sympathy for the 
breakdown of market as Mr. Dan spelled it out in his brief, the first, second and 
tertiary market, putting Canada in the secondary position where not enough 
research is done, I am wondering whether the aim can be best achieved by tax 
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incentives or bonus or subsidies to companies rather than on patents. I have a 
real quarrel in my own mind here with the position that has been posed to us 
this morning and at earlier hearings. I have an inclination to believe that the 
patent system might be the more equitable system because we might get into the 
position of doing research for the sake of research or just for the sake of the 
subsidy, and this, of course, would only add to the cost of drugs. If is fine to say 
we must have more research but if this means duplicating research in other 
countries, I question again the validity of this aim as an end in itself. I wonder if 
I might not take issue with Mr. Dan even though I say to him I feel strongly that 
Canada should not probably be in the primary position where research is not 
really done to the extent that it might be. I am just bringing this thought to the 
Committee because I feel we are in this position. We have to decide between 
these two approaches respecting giving incentive to research. 


Mr. DAN: I believe the kernel of the entire analysis is timing. It is our 
contention that today, at this particular stage, as the industry is today, the 
answer is patent relaxation, because they do not do the research that they should 
do, although they faithfully promise that they will, and I have reason to believe 
they might. They do not do any export at all, very little to speak of. They 
discourage export, in fact. They do not make the raw materials. They have a 
minimum input with a maximum take out. The few who express the willingness 
to do research I think really should be encouraged. At the same time, we have 50 
other companies who are riding on their coat tails while the public is paying the 
high cost of medicines. Perhaps in five years, or at a certain time when you see 
that these activities are carried out in a full-line fashion, then the answer per- 
haps will be a greater patent protection. I have examined all the records; I 
have examined the industry, and the economy and I came to: the conclusion 
that today that is the right answer. 


Mr. ENNs: Well, in which way, Mr. Dan, do the 50 other companies ride on 
the coat tails of the others? 


Mr. DAN: Well, you see it very clearly that they are not doing any research. 
They do not intend to locate their research centres here. They do not intend to 
carry out the other activities. 


Mr. ENNs: Well, are you suggesting that the price of their manufactured 
product is as if they were doing this research? 


Mr. Dan: Yes, exactly. That is the point. You have to look at the parent 
company. The parent companies are doing quite well. I do not think that anyone 
would get the impression that the drug industry is depressed. It certainly is not. 
It is probably one of the healthiest industries if not the healthiest industry, and 
the parent companies are no doubt deriving the benefits which is good business. I 
am not against this. But I wish to interpret the conditions and activities that 
exist here in Canada and make recommendations accordingly. That is why I am 
firmly of the opinion and our association is of the opinion too, that today the 
answer is to relax. Tomorrow it might be tightening I do not know. We have to 
live until tomorrow. 

The CHAIRMAN: Gentlemen, first of all, I apologize to the Committee and 


also to the gentleman who is also here as witness, the Chair had misplaced his 
brief. But as you all know, when Dr. Wright was before us he said he would 
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return to talk about Canadian drug patents. You already have his brief and I 
think it has been in your hands for perhaps a week. Dr. Wright, would you like 
to make a comment on patents. 


Mr. MAcKASEyY: There are a lot of questions I want to ask Mr. Dan. Is this 
the opportune time? 


The CHAIRMAN: Well, perhaps to be fair to Dr. Wright, he might comment 
on patents and then we will carry on with the questioning. I have Dr. Brand next 
and then Mr. Mackasey. 


Mr. GrorcE F. Wricut (Counsel, Canadian Drug Manufacturers): Thank 
you, Mr. Chairman. The brief that I am submitting as of today is in a sense 
supplementary to the brief that I submitted last July 8, in which I tried to 
consider pharmaceutical research from the standpoint of the patent situation. 

Of course, as I have expressed it in these briefs, I do not look at research 
with the same awe perhaps that some others do here. Research seems to take on 
the sanctity of the famous sacred cow. Well, I have been milking this research 
cow for about 30 years and I can tell you I do not think she is sacred. 


An hon. Memper: Is she still giving milk? 


Mr. WRIGHT: She is still giving milk. As I pointed out in my earlier brief, the 
term research, sacred or not, covers a lot of divisions which none of us, even Dr. 
Chain, has successfully classified. We are still trying to classify it. For at least we 
can roughly consider the division between pure and development research. There 
is very little pure research that I have found that is done by the pharmaceutical 
companies. This is perhaps proper that it should be divided as it is divided. For 
the most part they do the developmental work and while this developmental 
work needs to be done, it needs to be supported and promoted for the future. It 
does not deserve the high support in so far as it is self-supporting that it would if 
it were a pure search into the unknown, and in a sense it is its own reward. I 
have seen very little research, as I think I mentioned here once before, that 
somehow or other, whether or not the project is successful in its original aim, 
does not result in some profits. 

I think of a fiber that appeared on the market that was in prospect a few 
years ago, and a lot of money, many millions of dollars, went into this fibre, and 
it turned out to be a failure simply because it would not stand up in shop 
windows. That would seem to be a complete loss, but out of that, one year later, 
with the technology that had been developed, there came a fibre which has been 
inherently successful. I think this is typical; that you cannot pick up your hand 
to do research without giving some benefit both to the world and to yourself. 


On the other hand, looking at it from the other point of view, I think that 
research is being used in this attitude as a promotional device, as a way of 
advancing the product, which has no relationship to its actual significance. In 
part of this I agree entirely with Mr. Henderson, that section 41(1) is inadequate 
to give us a proper future in the pharmaceutical patent field. It ties the require- 
ment to a process which almost always is school boy chemistry and has no 
originality and which explains the fact that many times another process can be 
worked out. I would quite agree that section 41(1) should be revised in this 
respect. 
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The only thing that I would suggest is that if one revises it in this respect, 
one must not leave a vacuum. One must patent that which ought to be patented, 
that is to say, the new drug. But this means, and this is a very vexing situation 
indeed, that this drug must be examined with respect to its usefulness. It is not 
enough to put the drug out, to use the expressions being used in the States 
recently, as a sort of hunting license, to find a use for it. This patent should be 
granted for an authenticated use and if this were the way in which the law was 
written I would fully approve of it. 

With respect to section 41(3), I feel that in this case, too, although I think 
that the Commissioner has interpreted the law very carefully and very closely, 
even in respect of the section requiring—how does it read, Mr. Henderson? 


Mr. HENDERSON: “The reasons to the contrary”’. 


Mr. WRIGHT: ‘‘The reasons to the contrary”. I think that this has been done 
in most cases, but I too, would think that it would be wise to subject this to a 
tribunal which would have more ability to readjust than exists now. 

I think this is all I care to say on it. I have covered the points I have made in 
here, except to point out, as I did in the latter part of this report, that many of 
the non-patented drugs sold in Canada seem to be riding on the coat tails of the 
patented drugs, and I mentioned one incident here in the case of the drug 
penta-erythritol tetranitrate which enjoys a large pricing differential between 
one class of company versus the other but it is completely unpatentable. Thank 
you, Mr. Chairman. 

The CHAIRMAN: Thank you, Dr. Wright. 

Mr. Branp: I must join the chorus of voices who talked about being 
overcome by the paper work we have before us. However, I would like to ask 
Mr. Dan a few questions. 

On page 10 of his brief he says that little or no original pharmaceutical] 
research is done in Canada, presently amounting to about 3 per cent based on 
sales. I wonder if he could enlarge on that a little bit. We have had a lot of 
evidence before us on the amount of research which is done in this country and 
the figures seem to be a little different from those Mr. Dan is proposing. 


Mr. Dawn: Dr. Brand, it is conceivable that you have more up to date figures 
than the ones I have. I merely had to go by what I had in my possession, that was 
the P.M.A.C. submission which is lengthy but I think it is a very exhaustive and 
informative submission. I believe that the research dollars spent in Canada was 
about $6 million, or in that vicinity. I am not concerned with research dollars 
which have been taken out of the country—what do you call it—royalty, 
increased profits, call it anything you wish. Assuming that the Canadian market 
is 3 to 5 per cent of the total international market; in all fairness, the 3 or 5 per 
cent will not influence their research activities in the primary market at their 
major base. If they sell products in the tertiary market they could not care 
less today, I say, whether or not they will recoup any funds of research. 


Mr. BRAND: You are basing this on manufacturing sales, are you, in your 
statement here? 


Mr. DAN: That is right. 
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Mr. Branp: It is low then, according to the figures we have, both in the 
P.M.A.C. brief and I was thinking particularly of Ayerst, McKenna and Harrison, 
which was somewhere around 9 per cent. That is quite a different figure. 


Mr. DAN: Yes, Ayerst, McKenna and Harrison is a unique situation in 
Canada. I personally would like to see many companies with similar operations, 
and I would say that if we had many companies like theirs, our entire orientation 
would be different. 


Mr. Branp: You have quoted extensively in your brief from the Hall 
Commission report and others. At page 12 in the Appendix you quote from page 
708 of the Royal Commission on Health Services: 

The main Canadian research contributions have come from non-commer- 
cial activities of organizations like the Connaught Laboratories. Patents 
therefore cannot be a sine qua non of major advances in the drug field. 


That is part of it. Do you subscribe to this completely? 


Mr. DAN: Bear in mind that this was written in 1964, presumably, on studies 
done prior to the date. 


Mr. Branp: I think the intent of that, would you not agree, is that since the 
Connaught Laboratories is a non-commercial laboratory, you might say, they do 
not have patents. Is that not the impression you get from that? 


Mr. Dan: I would say so. 


Mr. Branp: I go back to an article that appeared in the magazine Applied 
Therapeutics in May of 1963, written by Dr. A. M. Fisher, Assistant Director of 
the Connaught Medical Research Laboratories. In this article, and I will read 
just part of it, he says, referring to insulin from the Connaught Laboratories. 


The licenses provided for the payment of royalty to the university. 


So royalties were indeed paid. I continue: 

In the case of licenses under patents in countries other than Canada 
and the United States the university assigned the patents without fee to 
the local national committees. Since the University of Toronto could not 
render testing and control services effectively over the great distances 
involved, it was considered that in so far as the University was concerned, 
royalties would be waived. However, in the case of licenses in the United 
States, testing and other services were continued and royalties were paid 
by the licensees... Although the royalty rate was reduced from time to 
time, substantial sums were paid to the insulin committee. These funds 
provided the costs of the insulin committee in maintaining the testing 
laboratory but all of the remainder—and I think this is most important— 
the major portion of the total sum received—was designated for medical 
research in four Canadian universities. 


It goes on in the same vein which would seem to be at variance with the 
statement made in the Hall Commission report, would you not agree? 


Mr. DAN: There are two considerations here. First, Connaught Laboratories 
readily issued licenses almost to any bona fide applicant; and second, the royal- 
ties were very small. Of course, if you have royalties you use it for research and 
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my understanding is that Connaught is very substantially research oriented. 
Bear one point in mind, that the prices charged today by Connaught are very 
modest and they have no resemblance at all to the prices charged by the major 
houses. In short, I am not disputing the fact that you need funds to carry out 
research. I merely say that you take toll at both gates when you take toll at 
research and also at the price of the medicine. 


Mr. Branp: I think you are missing the point, Mr. Dan, are you not? The 
point here was that royalties were very useful to the so-called non-commercial 
activities of this company, and therefore, it mitigates against the argument you 
have advanced in your brief that it is perhaps not royalties in some ways. This 
confuses me a bit when, on one hand, you say that patents are terrible things 
and, on the other hand, you say they are necessary. I find this difficult to equate. 
But I could read on a little bit. You say it is a small amount of moneys and what 
Dr. Fisher said and I quote: 

It will be appreciated that money as a direct result of the patenting of 
insulin and subsequent modifications thereof, provided at a time when 
research did not receive the support accorded to it today by government— 


And it is pretty small I might add, by government. 


—was of great value in establishing and supporting in a major way 
medical research in some Canadian universities. In the case of insulin 
Canadian patents whether owned in Canada or abroad had had a favoura- 
ble affect upon research and the distribution of insulin in Canada. The 
Patent Act in Canada and in various other countries has provided freedom 
for the governors of the university to conclude agreements relating to the 
exchange of information and technical know-how. New insulin prepara- 
tions, themselves the subject of patents, have been developed and these 
have been made available in Canada. Quality has been improved and 
maintained through frequent discussion of research development. 


All as a result, I would presume, of the patents which were granted for the 
original insulin when it was discovered. Would you agree that this is a fair 
statement? 


Mr. DAN: I would say so. 


Mr. BRAND: So this supports, I would think, and I would trust you agree, 
then the idea that patents are useful in promoting research. 


Mr. Dan: Provided you do research but, bear in mind, you must examine the 
impact of patents on (a) the research and (b) the cost of drugs. Up until now we 
have been concentrating on the question of research and we made certain 
comments which are pretty clear. The second aspect is the impact of patents on 
the cost of drugs, and there is probably room for arguing and there probably I 
may have my session with Mr. Mackasey or with some others. Patents have a 
very definite affect upon the cost of drugs. 

Mr. BRAND: How do you equate these two positions we have here today. I 
think, you state on page 3 that inventors should be given complete protection for 
a period of about from 3 to 5 years from the drug notification date. We have had 
a statement today by Dr. Stewart, I believe, that from the time they notify or 
apply for the patent it is sometimes from seven to eight years. Is that correct? 
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Mr. Dan: There is a point of information here. Drug notification, if I 
understand it correctly, means that whenever you release a product for sale, 
within a month you have to file a notification. In short, regardless of when you 
discovered it, if you do not sell it, it has no commercial value but if you sell it 
today from the notification date on you are engaged in the sale of the product. As 
to the 3 years protection, whether our laws can be changed to reflect this point, I 
am not certain. I merely wish to give recognition to the fact that if there is an 
original product, a new product, it should receive protection for a period of time, 
because five years or four years are long enough to become established in the 
market for the major supplier or call it the innovator— 


Mr. BRAND: You are referring to one particular drug; how about these many 
other drugs for which money is paid out and there is never any commercial 
benefit. How would you equate the cost of these? 


Mr. Dan: The drugs that are not sold on the market have no value as a 
patent. 


Mr. BRAND: But they cost money to produce, though, do they not? 


Mr. DAN: That is the reason why the so-called winners should pay for the 
losers and in a period of five years the innovator has enough time to become 
established in the market and to pay the research costs. Now what is happening 
when you examine the cost aspect of the patents? When the so-called in- 
novator,—lI put this in parenthesis,—has a patent, he will definitely not lower the 
price until he is forced to do so although he recouped his investment, although 
he can operate profitably he will make no concession at all until he reaches a 
particular point. This is a matter of economics and this is the way they just 
seem to land on their feet. 


Mr. BRAND: The whole business is a matter of economics, is it not? 


Mr. DAN: That is true. That is my point. In economics you have to have 
balance, and the entire consideration of the effect, or the impact of patents on 
costs, is based on balance. Our government is based on balance, you have 
opposing sides, as opposed to having just one political party. For the proper 
functioning of our economy you need competition. You must have several types 
of suppliers because if there is only a particular firm, or two, or three firms sup- 
plying all at the same price, and they are all supplying at practically the same 
price, there is a tendency, because of human nature, that they will follow a 
particular path which benefits only them and will not benefit the rest of the 
people. 


Mr. BRAND: You are suggesting, if I can summarize something you said, that 
the one price of the one drug that is patented should be so high as to pay for all 
these other developments; is this correct? 


Mr. DAN: This is what is happening. It not only pays but it pays over again. 
You need only to look at the operating statements. 


Mr. Branp: Are you not in favour of this? 


Mr. DAN: I am in favour of it but my point is that without competition the 
price of drugs will not come down by themselves. 


Mr. BRAND: That is evading the issue a little bit. You are going on to another 
feature which may be valid but I do not think it is valid for what we are talking 


Nov. 24, 1966 DRUG COSTS AND PRICES 1401 


about. What I am trying to get out of you is how do you propose that you recover 
the other costs of research for drugs which do not give a commercial return, 
when they turn out to be “dead wood” in the industry, or whatever you want to 
call it. 


Mr. Dan: I assume that you have done research in Canada, or shall I assume 
that the research was done elsewhere? 


Mr. BRAND: Regardless of where it is done. The fact remains that research is 
an international affair. There is an interchange. I think we explained that even 
with the Connaught Laboratory, which was in the statement by Dr. Fisher, that 
the moneys allowed interchange of ideas in the international field which has 
benefited people all over the world. To go back to what Dr. Howe was pointing 
out when he was referring to what happens to the drugs that are in the United 
States and coming into Canada, it is a two-way street. What about insulin which 
was developed in Canada and has gone to other countries. Surely this has 
benefited other countries and we in Canada are receiving the benefit from this, 
and from the royalties in other countries. 


Mr. Dan: That is why I made the point—that there should be sufficient 
protection for them to become established and recover their expenses, but not for 
17 years,—five years I feel are sufficient. Even under compulsory licensing, the 
so-called innovator still has the major share of the market. As pointed out 
before, when there is no patent protection the innovator still has a major share 
of the market because of the superiority of his marketing organization. 


Mr. BRAND: But you would agree that despite the fact that you would like to 
see this compulsory licensing loosened considerably,—that is correct? 


Mr. Dan: Beyond a certain time, not in the beginning; beyond a certain 
time. 


Mr. BRaAnp: And it is also true, is it not, that if the Commissioner of Patents 
allows a compulsory license, despite the fact that the person from whom you are 
obtaining this license may disagree with you and may take it to the court, but all 
the time while the litigation is going on, for the several years that this may go 
on, you are still producing this drug. Is this not correct? 


Mr. Dan: On what grounds the Commissioner of Patents allows a license is 
something which is within his jurisdiction. 


Mr. Branp: That is not the point. The point is that you can produce, 
manufacture and sell this drug while all this litigation is going on. There are no 
interlocutory decrees which prevent the manufacture of this drug while ltiga- 
tion is going on. Is this not correct? 


Mr. Dan: Apparently that is the case in Canada. 


Mr. BRAND: I am being confused by facts here again but I notice you left out 
the Ilsley Commission report on page 1 of your brief. I wonder why you did not 
mention that. You mentioned the Director of Investigation and Research in 1961, 
I have it before me. I have the report of the Restrictive Trade Practices 
Commission before me as well. I have not got number three. I have not found it 
yet, but you did leave out the report of the Ilsley Commission. I wonder why? 


Mr. Dan: The Ilsley Commission report was dealt with I believe—the Royal 
Commission report. It is right here. It should have been added, I admit. However 
it was covered by the Royal Commission report. 
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Mr. Branp: Could you summarize for me what you believe the Ilsley 
Commission proposes? 


Mr. Dan: If I understand correctly, the Ilsley Commission proposed cr’) 
patents on substance, (2) it proposed a greater ease in getting compulsory 
licensing and also proposed, (3) to speed up the proceedings under compulsory 
licensing. 


Mr. BRAND: But you do agree that they did say on page 95 of their report 
that royalties from the standpoint of the patentee were to be fixed with reference 
to reasonable advantage to the patentee instead of due reward for research. 


Mr. Dan: That is what he said, but I am not an authority on that. 


Mr. Branp: He did propose a patent protection by permitting product 
patents on substance intended for food or medicine. That is right, is it not? 


Mr. Dan: That was his proposition. 


Mr. Branp: Why did you leave that out of page 1? That seems to be in 
contradistinction to some of the others. 


Mr. Dan: It was covered by the Royal Commission report but as I said 
before, it should be added. 


Mr. Mackasry: Mr. Chairman, in all fairness to Mr. Dan, it is not right to 
imply that he left it out purposely. I am sure that is not the case. 


Mr. BRAND: I thought he had. That was the question. 
Mr. MacxkaseEy: Did you leave it out on purpose, Mr Dan? 


Mr. Dan: No. I might add I did not mention the report of your own province, 
Dr. Brand. I believe that the province of Saskatchewan has done a survey on the 
cost of drugs. I did notice it later. I should have added it, too. In short, you have 
to draw a line. There are so many reports to enclose but in view of the fact that 
you come from Saskatoon I think I should have it enclosed it, too. 


Mr. BRAND: I did not know they had. Are you referring to the one that was 
done in 1946 or 1948? 


Mr. DAN: I think it was mentioned in the provision and distribution costs of 
drugs. There was a report prepared by the Saskatchewan government. There has 
to be a line drawn in enclosing reports. 


Mr. Branp: I must say we are learning lots of things here today. I did not 
know that Joe Green had made a discovery. I am indebted to Mr. Mackasey. 
While we are mentioning Saskatchewan may I point out— 


Mr. MAcKasEy: You missed Mr. Greene’s publicity. 


Mr. BRAND: I just wanted to get it on the record that the drug to which Mr. 
Mackasey was referring was done in the University of Saskatchewan School of 
Agriculture, not by Joe Greene, of course. 


Mr. Mackasgy: I was only referring to Mr. Greene’s press releases. I 
presume they are authentic. 


Mr. Branp: I do not read them, you see. 


The CHAIRMAN: I think the free advertising should cease and we should 
come back to the meeting. 
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Mr. BRAND: Well, I think it is very important, Mr. Chairman, to mention that 
this was brought out in university research, that one drug. Universities, of 
course, are not under the control of the federal government, yet. 


Mr. Dawn: I think this was the point made by Dr. Wright. There is considera- 
ble research that comes from the university. 


Mr. Branp: Just before I let somebody else go on I want to say one brief 
thing. The Drug Institute for Canada as proposed by Dr. Wright seems to have a 
great deal of merit, I might add, as I look through it. I would like to study it a bit 
more but I think the idea behind it is a very good one. We will go into that later, 
if somebody else would like to speak now. 


Mr. MacKaseEy: Mr. Chairman, I must congratulate you on the format of the 
meeting. A lot of people were apprehensive yesterday about the format. 


The CHAIRMAN: Well, the Committee members are conservative, Mr. 
Mackasey. 


Mr. MAcKASEY: Well, I mean witnesses were a little apprehensive. What 
struck me in listening to the very pertinent and I think objective questions that 
have been asked today and the answers of all witnesses, without exception is, 
Mr. Chairman, that there seems to be a greater area of agreement in the answers 
than I had anticipated from getting these briefs separately. I want you to 
understand, Mr. Dan, in case.some of my questions may create an opposite 
_impression, that I believe there is a place in the Canadian economic system for 
generic firms. I think it is time we stopped trying to create the impression 
beyond a justifiable degree that generic drugs are necessarily unfair and unsafe. 
From the questions and the answers I have been getting from you and other 
briefs my opinion is that you people do have to live up to the standards outlined 
by the Food and Drug Directorate. Am I right in that statement? 


Mr. Dan: Absolutely. 


Mr. MAcKASEyY: So, basically therefore, you do have a place and you are 
regulated by Canadian laws just like anybody else. Now, Mr. Dan, to tick you off 
a little and I intended to tick the P.M.A.C. off perhaps in what I said, because: 
they are equally guilty in using this as an unfair weapon. The only part that I 
perhaps take issue with you for is in trying to segregate yourselves from the 
industry in general. I think you are part of the Canadian pharmaceutical 
industry in Canada and when you start in the first part of your brief and 
underline quite heavily that you are Canadian-owned companies, then again, I 
suggest that this is an appeal to emotionalism that has no place in this type of 
proceedings because we are interested in the hard facts, for the moment. Earlier 
in your brief you mention that you will be working in very close co-operation 
with other firms. I would like to find this so I will not be quoting incorrectly. I 
am sure you could help me out and show me just where it is. What I really 
wanted to ask you was, were these other firms international or were they 
American or European? 


Mr. Dan: This refers probably to the medium-sized companies located 
abroad. 
Mr. MacKasEy: What page is that, Mr. Dan? 


Mr. Dan: I think it is in our oral submission, page 2. 
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Mr. MackaseEy: Well, I feel better because obviously it is one of the 
areas—on page 2. In other words, your great emphasis on the fact that you are 
Canadian-owned does not prevent you from entering into healthy business 
relationships with firms outside of Canada. 


Mr. Dawn: Yes, that is true. Let me make my point very clear. I did not 
underline it per se because I wish to stress the fact that we are still around. Do 
not lose hopes. I underline it, more or less, because some parts of our brief are 
instinctively underlined, not because I like to take what you might say is undue 
advantage; far be it from that. If I am to express my views, you must have a 
certain balance. 


Mr. Mackasky: The point I am really trying to get at, Mr. Dan, is that I hope 
that one of the side effects—you see I am already brainwashed by your indus- 
try—I was going to say, by-products, of the Committee hearings is that we come 
to the realization that you are all part of a pharmaceutical industry. Instead of 
being at each others throats through the medium of your brief, there should be a 
greater degree of co-operation between the generic firms, or as you call them, 
Canadian-owned firms, and the members of the P.M.A.C. I think my feeling is 
strengthened today by the fact, as I mentioned, that your opinions are not 
diametrically opposed but the differences seem to be in a matter of degrees. 

For instance, Dr. Wright in his very excellent opening remarks, and I am 
wandering around here a little because I am trying to remember them, stated I 
think that it is ridiculous any longer to issue patents on processes but it is time 
that we start issuing patents on the substance. Am I right in that statement, Dr. 
Wright? 


Mr. WricHt: That is correct. 


Mr. Mackasey: It seems to me that this is an argument that the P.M.A.C. 
firms have also advanced periodically. Am I right in that, Dr. Stewart? 


Mr. STEWART: Yes. 


Mr. Macxkasey: So there is one major area that we may have presumed 
before today’s hearing that you would be diametrically opposed, but you are not. 


Mr. HENDERSON: Before you go further, I would like a chance to answer 
fully. The answer is not quite the way you put it because you put it negatively 
in terms of process. And certainly, if you invent a process you should not be 
deprived of that invention, and I do not think Dr. Wright would disagree with 
me when I say that. But what he has said is that the way the act now reads it 
must be a process before you can get any protection at all. This is unreal. 


Mr. MacKaseEy: But, Mr. Henderson, you would agree that almost every day 
the possibility of finding new methods is diminishing. Would you not agree? I 
think I read that in one of the reports of the P.M.A.C. 


Mr. HENDERSON: I find new ones all the time. I must say that I would not 
eliminate them. All Iam saying is that I would not eliminate the likelihood of an 
inventive process. I did not want to put it any higher than that, but I think with 
that reservation I would agree with what you said. 


Mr. Mackasey: As I understand from your remarks today, Mr. Dan, you are 
not in favour of abolishing patents? 


Mr. DAN: Correct. 
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Mr. MAcKAsEy: Correct, that you are or you are not? 


Mr. DAN: We are not in favour of abolishing patents. We are in favour of the 
patent system but we have to modify it to the particular economy and position 
that exists here today. 


Mr. MAckasey: In other words, everybody is agreed that we should not 
eliminate patents. This is fine. 

Earlier, in answer to Dr. Rynard, you did suggest that the individual firms 
who are doing research in Canada are entitled to some reward. 


Mr. Dan: They are entitled to reward and consideration. 


Mr. MAcKASEY: For the work they are doing. You mentioned tax incentives 
but Iam sure you are familiar with the fact that there has been great progress in 
that respect, for instance, 150 per cent write off. 


Mr. DAN: There are ways in which the government can reward each sector if 
they decide to. 
Mr. MaAckasey: Are there any circumstances you would care to enumerate 


which would in your opinion justify strengthening the patent laws? Are there 
any set of circumstances that you could suggest that would justify this? 


Mr. Dan: I think I mentioned in my brief very clearly that if we would find 
in Canada among the 57 companies, 24 have research centres here, their exports 
would be 50 per cent, as it is in England. 


Mr. MackKaseEy: Excuse me a moment. I want to put this down—24 firms out 
of 50—about half of them. 


Mr. Dan: About half of them would have research centres. Secondly, at least 
half of our production would be exported, or we might say 50 per cent of the 
home consumption market. 


Mr. MacKasey: And 50 per cent for exports. 


Mr. Dan: And I suggest our raw material industry would be anywhere from 
40 to 50 per cent. In short, a great many lives and jobs are dependent on the 
proper functioning of the industry. 


Mr. MacKAsey: Now, you set down three criteria which you would suggest, 
if met, would justify strengthening of the patent laws. 


Mr. Dan: That is right. 


Mr. Mackasety: Actually the percentage is something that—I am being 
unfair to you—you have had to pick out of your experience but you perhaps 
could modify, even in price— 


Mr. DAN: It would have to be a large enough percentage— 


Mr. MAcKASEY: Basically, what you are saying is that, if the pharmaceutical 
industry in Canada, and I do not make the distinction between your firm and 
Smith, Kline & French, to me you are all part of the Canadian pharmaceutical 
industry, if sufficient numbers of these firms are doing a satisfactory amount of 
research in Canada, by whatever standard we decide, the Department of In- 
dustry, shall we say, might use as a yardstick, whether it is dollars or results— 


Mr. Dan: That is right. 
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Mr. Mackasrey: —secondly, that it can be shown substantially that this 
research is leading to increased exports— 


Mr. DAN: That is right. 


Mr. Mackasry: —and thirdly, that it would warrant the manufacture in 
Canada of the raw materials, such as I think Merck tried in Valleyfield, and this 
would justify an increase in patent protection. 


Mr. Dan: Yes. 


Mr. Mackasgy: This, Mr. Chairman is the point I have been trying to make 
for two years, and I agree wholeheartedly with you, Mr. Dan, on exactly what 
you are saying. This is exactly the challenge I throw out perhaps to Dr. Wigle, to 
Dr. Stewart or to Mr. Henderson. Why can we not expect this from your firms, 
particularly in view of the fact that you have constantly justified on the stand 
the cost of drugs because you are doing research in Canada? Therefore, you 
should be able to meet the first criteria, and secondly, certain members of 
P.M.A.C. are doing substantial amounts of export. Why should you not be able to 
meet these three criteria, Mr. Dan, and then let us find ways and means of 
strengthening the Patent Act. 


Mr. HENDERSON: Let me suggest to you that research, and I am not denigrat- 
ing it at all, is perhaps not the basic criterion. I suggest to you that the basic 
criterion is production in this country. You have to walk before you run. Let us 
concentrate, I suggest to you, on encouraging production in this country. Re- 
search will follow. 


May I also suggest to you that if you adopt a policy of research in every 
country in which a patent is held you are not going to decrease prices. I merely 
say to you that I recommend you focus your attention on what the Patent Act 
now focuses attention upon and that is, an incentive to produce in Canada. If we 
do not produce in Canada, then a compulsory licence under the ordinary laws can 
be obtained. We accept that. Research is being done on an increasing scale in 
this country. It will follow, I suggest, as production increases. The incentive is to 
production and we are not saying we will not do research. On the contrary, we 
said to you that $2,500,000 in 1959 went to $6,500,000 in 1964 and went to 
$9,500,000 in 1965. We are meeting this. 


Mr. Mackasey: Mr. Henderson, excuse me for interrupting you because we 
are always working against the clock. Once again, it is a question of semantics 
because obviously we are all agreeing, Mr. Dan, myself and Mr. Henderson. Mr. 
Drury will be very pleased to find out that the industry hopes to increase 
production in this country because, again, this is the reason for his existence and 
the Department of Industry. 


A question that either one of you gentlemen might like to answer and maybe 
I would ask you first, Mr. Dan, is this. Do you not think it is a question here of 
the chicken and the egg? What you are saying is that the industry, first of all, has 
to increase research; secondly, increase exports; thirdly, start producing raw 
material and as Mr. Henderson mentioned, start increasing production. Do you 
not think that to accomplish these four laudable objectives, perhaps we could 
first of all start with an increase in the patent protection for the industry in 
general, with perhaps a stipulation that these four criteria be met over a period 
of three, five or ten years, and if they are not met, then we reverse the trend. 
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Mr. Daw: Mr. Mackasey, they had about 50 years up until now to get into 
these areas and they have been not concentrating their efforts in the direction 
up to this date when you ask for them. 


Mr. MacKAsgEy: Mr. Dan, I appreciate your answer but at the same time, not 
your pessimism, because this country that you and I happen to appreciate has 
taken 99 years to recognize the French fact but it is not preventing us from 
finally doing something about it. Perhaps the government had to take a hand and 
try and introduce tolerance through legislation. All Iam saying is that perhaps 
here the government has finally got to step in, stop the warring factions within 
the generics and the P.M.A.C. boys and through imaginative legislation bring 
about what we want, namely, more research, more production, more exports, and 
more jobs for Canadians and help our balance of payments. When you say that 
went on for 50 years, obviously you are 100 per cent right, and you will adopt 
the same bad habits as the big firms when your generic firm grows as I am sure it 
will. You will then become respectable and you will be admitted to the club. In 
the meantime, Mr. Dan, I am interested in finding more jobs for Canadians and 
stimulating research and I am just asking you bluntly why would you not go 
along with my suggestion that we turn around and make the patent laws more 
conducive to the growth of the pharmaceutical industry in Canada and put a 
time limit on when these four desirable effects must be met, or it must be shown 
that we are working to these objectives at which time we could reverse the 
trend and abolish patents completely. 


Mr. DAN: I wonder, Mr. Mackasey, are you prepared in the meantime to pay 
the price, meaning that if you have very strong patent laws it is beyond doubt 
the price of drugs is higher. 


Mr. MacKAseEy: Mr. Dan, are you willing to pay the price? Are you willing, 
as a generic firm, to try to find other ways and means of making something to 
sell until you can take advantage of the legislation? Are you willing to pay the 
price? Are you willing to make it even more difficult for your own particular 
firm to—I use pirate—to steal their ideas or borrow their ideas through clauses 
in the Patent Act, in return for what— 


Mr. Dawn: I will give you two answers, the second will be a point of 
clarification. 

The first answer is that whatever legislation you recommend it should be 
such that in all fairness it favours both sides. 

Mr. MACKASEY: Exactly. 


Mr. Dan: If it favours only P.M.A.C., shall I say, and overlooks the Canadian 
sector, I do not think it is fair legislation. 


Mr. MacKAsEey: No, exactly. 


Mr. DAN: Or conversely, if it favours us but depresses their activities which 
they promised to get into, I do not think it is right either. 


On the point of clarification, I might say this. The clarification is this that 
for some reason or other you get the impression that the firms which are en- 
gaged here are generic firms. Most of them are not, and I wish to point out that 
practically all the firms in Quebec are not generic firms. Perhaps they might be 
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called copy houses but when you use the term copy houses, I am completely at 
a loss because copying is quite prevalent in our industry where you see major 
houses marketing products which were developed by other companies. The 
minute you do not develop that particular product you are not an innovater. 
Today, meprobaramate, a very well known product is sold by three of four 
major houses. They have not developed meprobaramate. They are not innova- 
tors, to me they are copy houses but shall I say they are more polished. They are 
accepted in a better fashion. I feel that this term should be clarified. 


Mr. MACKASEY: Were you going to ask me something, Mr. Chairman? 
The CHAIRMAN: No, I was going to tell you something. 


Mr. DAN: My other point is that finally, the compulsory licensing is sought 
not by our members at the present time. But I respectfully submit that with the 
so-called medium size firms and some of them may just find themselves in the 
very association that represents them here today, there is a far greater chance 
that with a strong or stronger marketing arm, they will take a hit at a large 
company than shall I say the smaller firms which are still as you said in their 
infancy or at the walking stage. 


The CHAIRMAN: A moment or so ago, there was an implication in your 
remarks that I am sure was not intended, and I just say in clarification that I do 
not think respectability has any relationship to size. 


Mr. MAcKASEy: Of course, not. I was probably being facetious. The point I 
am getting at, Mr. Chairman, is that I just happen to think that for the good of 
the industry in Canada, the industry itself should not segregate themselves into 
the “in” boys and the “out” boys. They, more than anybody else, should remem- 
ber their own formative days when they were not so big and they operated out 
of a bathtub and made cough syrup. I am not generalizing. 


Dr. WIGLE: Mr. Chairman, on a point of privilege— 
Mr. MAcKASEry: I should have said good cough syrup. 


Dr. WIGLE: I might, however, Mr. Chairman, just toss in one comment here 
relative to this bantering about of the word Canadian, on which I feel very 
strongly, having seven generations behind me. I would just like to have it on the 
record that not long ago the members of our association were highly commended 
by some representatives of the government for demonstrating their good corpo- 
rate Canadian citizenship in the fact that they are participating in Expo ’67. 
Thank you. 


Mr. MAckKasEy: I am sure you did not get any inference from my remarks 
that you are not good corporate citizens. I am sure Bob Winters has sent you one 
of his scrolls. The point I am trying to get at, Mr. Chairman, is that I do not see 
any distinction, or there should not be any distinction, we should all be trying to 
make the Canadian climate more conducive to the four objectives, the fourth one 
being added by Mr. Henderson. 


Mr. Dan, I am just going through your brief. I know that Mr. Laidlaw has 
some good questions. I am not particularly struck by your argument on page 6, 
section 5 about the tribunal and the fact that it is reminiscent of the troika 
system which the Russians proposed in order to replace the head of the United 
Nations. Here you are using a false syllogism if I may say so. The idea of the 
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tribunal, as I understood it, was that the three people on the committee would 
have different areas of jurisdiction. One would represent the Food and Drug 
committee, making certain that the recommendations of the Hilliard committee 
are one of the criteria. The second would be one from the field of economics who 
would make certain that royalty was fair. I think you mentioned earlier that you 
think this is logical that royalties should be fair. The third, of course, would be 
a representative of the patent commission or the Patent Commissioner. 


Mr. Dan: There are two reasons for that. First, as the patent law stands we 
have a Patent Commissioner. Why is the pharmaceutical industry different from 
the metallurgical industry? Why do we have three advisers and they do not have 
ten? 


Mr. MAcKASEy: For the same reason—Oh, I am sorry, I thought you were 
asking me a question. 


Mr. DAn: This may be a point of law. I am not a lawyer, but it was 
explained to me. Therefore, you cannot have different commissions or different 
tribunals for every industry because every industry is a special industry. Right 
across the room we have the food industry having a session. You have to have 
one man who has the power. Now this man in turn has to use judgment and 
judiciousness, to use the proper advisers. I know a little about the Commissioner 
of Patents and how he works and my understanding is that he is continually 
consulting, and if the Food and Drug directorate would make a contrary recom- 
mendation he probably would heed it. I am not against the idea of him consult- 

ing two or three or four groups of people but I am against the idea of making a 
law out of this. He may consult whatever people he feels he should and if from 
the three people, two say, no, and one says, yes, then let him use his own judg- 
ment. After all, we entrust him with the office. We entrust the Prime Minister 
with an office. 


Mr. MackaseEy: What you are saying is that the Patent Commissioner should 
certainly consult the Food and Drug committee as recommended by the Hilliard 
report: 


Mr. DAN: Yes, but it is not part of the law. The difference is a big thing. 


Mr. MackKaseEy: All right, leave it out of the law, but you agree that there is 
a principle involved. 


Mr. Dan: He is doing it already. 


Mr. Mackasrey: On page 7, scetion 3, you rather contradict some of the 
statements you made about cartels, or some of the implications; you have some 
rather strong implications. You ask questions but do not supply answers, which 
always infuriates me. In section 3, you go on to mention about the P.M.A.C. 
speaking on behalf of 57 pharmaceutical manufacturers who submitted a lengthy 
proposal—again, requesting stronger patent protection and less compulsory li- 
censing. Now, all the way through your brief, this has been the implication of 
this cartel, the closed corporation, and the closed club, but then you go on 
to say; 

We do no quarrel with the views, but like to point out to them that 
some of their own members just finished patent fights against each other, 
or are still involved in them. 
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This rather contradicts the general presumption that is being created in the 
press and in the Committee that there is no difference of opinion among the 57 
members; that they sit around and help each other. 


Mr. Dan: My impression is that there is in some instances a difference of 
opinion because you can go through the patent cases, some of them are just 
finished, and you find a second strata of the so-called copy house within their 
group. It is just bound to happen. 


Mr. MacKAsey: But in other words, there is healthy competition and differ- 
ence of opinion within their industry. 


Mr. Dan: To a degree, but to a lesser degree. 
Mr. Mackasey: To a degree which is what I said earlier. 
Mr. DAN: To a degree, there is always in business. 


Mr. MackasrEy: Now, you have asked a lot of questions at the bottom of page 
8 which I think you should answer since you have asked the questions. Would 
you like to read it and answer it yourself, or would you just care to leave it as it 
is? 

Mr. DAN: Perhaps it is better if you ask the questions and I will answer. 


Mr. MackaseEy: Well, I will read it anyway. You go on to say, and I will 
start with paragraph 5: 


If one company, however, was admitted to the “Club” and obtained a 
“voluntary” license, suddenly the tarnish of a “copy house” disap- 
peared—although the company did not invent the medication, merely 
acquired it by a private arrangement. Now the erstwhile “copy house’”’ 
becomes and “inventor” and the entire play has a “happy ending”’. 

Not quite—for strangely enough—to the amazement of most of 
us—the “licensed” house rarely, if ever, undersells his benefactor. . .why? 


Mr. Dan: I wonder myself, why. 
Mr. MAcKASEY: You do not know why they do not undersell? 


Mr. Dan: I do not know. I have not seen the arrangement or agreement that 
they have made with each other. Let me ask the question. Why is that today 
tolbutamides still sit very firmly at the high level? 


Mr. MackasEy: Do you not think, Mr. Dan, as one who is representing the 
industry, or part of an industry, that you are leaving a lot of unfair implications 
here if you do not know. 


Mr. Dan: They are not unfair implications. I am observing just as a 
journalist observes a phenomenon without knowing the exact answer. To know 
the exact answer I would have to see the contract arrangements— 


Mr. MaAcKASEy: You are not prepared— 


Mr. Dan: I have not seen them but I find it very strange that certain 
products catalogue a price and they do not move, and there are reasons why they 
should move. They should go down for some reason, yet they stand very firm, 
and this is precisely what I wish to point out that strong patents do affect the 
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price and eventually our government will pay the price. The very first thing they 
will throw at you is, how can it be so high? Here are the very reasons that they 
are high because of certain protective measures. 


Mr. MAcKASEY: Well, there is nothing I can do with that, Mr. Chairman. 


Let us go back to your other brief which I have tried to read. On page 5—I 
have forgotten why I have underlined it—you talk about some consultation you 
had in Europe, and you say: 


What surprised me during the discussion with the European attorney 
was that the same, or similar patent clauses have different interpretations 
in various countries. For example, in Germany, where no pharmaceutical 
patent laws exist on substance, only on process—as in Canada—yet the 
courts interpret the process laws so strictly as if laws on substance did 
exist. 


Do you think this is desirable or undesirable? 


Mr. Dan: In Germany, yes, because they have a very strong pharmaceutical 
industry and chemical industry. 


Mr. MAcKASEyY: But you do not think it is desirable in Canada? 


Mr. DAN: Not yet, because we do not have the chemical industry, the raw 
material industry does not exist here. 


Mr. MaAcKASEyY: Now, primary markets, secondary markets, and tertiary 
markets, and you have been kind enough to consider Canada a secondary market 
and not a tertiary market, so we are not quite that weak as yet. 


Mr. DAN: I am not criticizing but this is the fact that exists today. I am 
observing it. Today we are not a major power in the military world. We accept it 
as a fact. We do not try to be what we are not. The idea of our entire existence is 
to be what you are not to be what you are not. 


Mr. MAcKASEY: Well, Mr. Dan, I am not much of a philosopher but you do 
admit on page 6 that if you are fortunate enough to get into the number one 
bracket, then it justifies—you say, “pharmaceutical manufacturers are certainly 
entitled to a great protection because they carry on full-line activities”. 


Mr. DAN: I agree. 


Mr. MacKasEy: Which comes back to my whole original premise here that 
the pharmaceutical industry in Canada should meet these four criteria; where 
you and I may differ is whether they should meet them first before they get 
patent protection or second, whether a revision of our patent laws could bring 
about these effects faster. Perhaps Dr. Wigle might answer that. 


Mr. Dan: Excuse me for a moment. You and I fully agree on this point but 
as I mentioned before the kernel of my entire argument is timing. In short, today 
you need a little relaxation on one hand, yet you give them support on the other 
hand if they wish to develop. In four of five years you have to take a closer look 
at it. 


Mr. MacKAsey: But relaxation to help whom? To help the copiers? 


Mr. Dan: No, no, competition. If you have very strong patent laws, for 
instance, and for 10 or 15 years there is no competitor on the market you pay the 
price. 
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Mr. Mackasgy: Yes, Mr. Dan, but could I not get an opposite interpretation 
by re-reading your article tomorrow or your testimony, if I was not here. 
Suppose I am someone in Vancouver, I might say this Mr. Dan is a very good 
advocate of his association. What he is saying, in effect, is let us loosen the laws 
of the land for five years and during those five years, they will then have an 
opportunity to get well settled and then tighten them up so nobody can come 
along and do what Mr. Dan did during that five-year period. 


Mr. Dan: Let me point out that the patent laws as they are today are 
fundamentally sound with a few minor adjustments. That is my point. 


Mr. Mackasey: What minor adjustments would you recommend? 


Mr. Dan: I have already recommended the relaxation of compulsory license; 
that you can get a compulsory license more readily. Secondly, the tribunal 
should be set up in such a fashion that you still back the authority of the one 
man but he is not obliged, however he is well advised, to listen to the recommen- 
dation of the so-called tribunal; and thirdly, you must meet competition in the 
industry by the two sectors. I would say the most unfortunate thing that could 
happen to so-called large companies is that they have no competitors because 
then really the entire economy stands in their way. 


Let me give a simple example. In Toronto, on the corner of Queen and 
Yonge streets there are two major department stores, Eaton’s and Simpson’s 
both thrive together. Whenever a major shopping centre opens up you rarely see 
one department store going in, always a second. That is fundamental to our 
economy. You have to have balancing forces. Now they already have 90 per cent 
of the market. I do not think they can ask for any more. They virtually have the 
market, yet they thrive better if there is competition. 


Mr. Mackasey: Mr. Dan, I do not think we are getting anywhere because 
there are 57 companies, at least, plus many others outside the 57. You showed us 
a ‘brochure here of certain well established firms that I am familiar with in 
Quebec, so you cannot say there is no competition. 


Mr. DAN: Iam not going to argue. 


Mr. Mackasey: But there is competition, and legitimate competition in the 
pharmaceutical industry. There might not be the degree that you seem to think 
is necessary and perhaps I think is necessary but there is competition, so your 
analogy of the department store is not accurate. There is a point I had in mind to 
make when I came over here this morning and you keep harping about the high 
cost of drugs, we will say, because of monopoly and lack of competition, and yet 
it has been brought out here quite forcibly that there are in Canada substitutes 
for the brand name in certain areas that are well accepted, have been proven to 
be safe, and fit well within the Food and Drug Directorate restrictions, and so 
forth. They still justify being sold at this high price despite the availability of 
the lower priced. Are you going to blame the manufacturer for that or are you 
going to blame the doctor for that? 


Mr. DAN: The reason is obvious, because we have a greater and better 
marketing organization but you as John Q. Public or, shall I say, the prescribing 
doctor, has an opportunity of choosing, if he wishes to choose and buy their 
brand products, fine, I have no objection whatsoever, but if he should choose 


Nov. 24, 1966 DRUG COSTS AND PRICES 1413 


from another one again, there is no objection whatsoever, but he has an oppor- 
tunity to choose. On the other hand, if there are only two or three houses mar- 
keting a particular drug for a long period of time and there is no other company 
getting into the field the doctor has no alternative. 


Mr. MackAsEy: But I feel there is an alternative, Mr. Dan, because there is 
at least one generic equivalent to the brand name. He does have— 


Mr. Dan: As long as there is, yes. But if the laws are very tight, then there 
may not be. 


Mr. MackasEy: But I know of dozens of cases where there are. Why? I 
discuss it with brand companies and they say our price is $20 for so many tablets 
because according to our books when we add the cost of research and we add the 
cost of marketing and we add our safety factors beyond the law and we add the 
cost of our detailman and our reference library and our 24 hour a day facilities 
for side effects, etc, this is the price we have to sell our product for and make it 
worth while selling. You have to admire them for that and then in the next 
breath they will tell you “yes, it is available on the market under a generic name 
at $7. We understand it. The generic firm can sell it at $7 because they do not 
have all these additional frills including the cost of research which”, is a debata- 
ble area. Why then do not the doctors prescribe the $7 item? 


The CHAIRMAN: You cannot ask Mr. Dan to answer for the medical 
profession. 


Mr. MacKAsEy: No, but it must concern him. He must have analyzed it. 


Mr. Dan: My point is this. As long as both products are available on the 
market, and as long as doctors have the free choice to take and pick whatever 
they wish or reject, your present system is satisfactory; but if the patent laws 
are tightened to that extent that there is no new product coming in, or shall I 
say, if you use the word generic product or if you use the words less expensive 
brand products, then the system is not good. You should always maintain a flow 
of both types of products. Let the doctors prescribe whatever they wish. 


Mr. MaAckAsEy: I am sorry I am concentrating on you, Mr. Dan, but I am 
trying to get information. What you are saying is that the present system is 
satisfactory provided there is no tightening up of the patent law. This is not what 
you said in your first trip. On your first trip here you found a lot wrong. 


Mr. Dan: Minor adjustments; there have been a few minor tightenings. 
Well, if firms intend to do research here, they should be given concessions, but 
that belongs to the pharmaceutical industry and should be handled at industry 
level and not at patent law level. 


Mr. MackasrEy: Now, Mr. Dan, when you were first here you made a very 
strong and I thought impressive pitch, if I may use that word, for the—perhaps it 
was Dr. Wright, I apologize,—for the increased use of generic terminology in 
prescriptions. Am I right in that? 


Mr. DAN: Yes. 


Mr. MaAcKASEy: Yet, when I look through the products from one of your 
member firms— 


Mr. Dan: It is not our member. It belongs to the A.F.Q.P.P. Mr. Mackasey. 
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Mr. MackKaseEy: Well, you have used them in the brief as an ideal example of 
what can— 


Mr. DAN: They are not one of our members but I mentioned them. 


Mr. MAcKASEyY: But you used them as an ideal example of what you would 
like to accomplish in the area outside of the province of Quebec. You are 
patterning yourselves after them according to your brief. Yet, looking at their 
lables, just about every label I read is a brand label. There is not a generic label 
on any of these. 


Mr. Dan: They choose to sell under a brand name but their products are less 
expensive. 


Mr. Mackasey: Ah! But not because they are selling under a generic label. 
That is all for the moment, Mr. Chairman. 


Mr. ISABELLE: Mr. Chairman, I think I begin to see why the prices of drugs 
are so high in Canada. 


Mr. Dan, I have a few questions but they will be very short. I know that you 
are a great believer in the ciystal ball because you have been making many 
predictions this morning. You say that most of what we call Canadian compa- 
nies are American-owned companies; am I right? 


Mr. DAN: That the companies which were previously owned by Canadians, 
today have fallen into shall I say, other hands. This is what has happened. 


Mr. ISABELLE: Yes. They are the only ones who are doing research or 
practically the only ones. They are practically the only ones who are doing 
research along patent lines? Am I right? 


Mr. DAN: Yes. 


Mr. ISABELLE: And the Canadian-owned companies are not doing any re- 
search or practically no research at all? 


Mr. DAN: Not yet. You see, not yet. 


Mr. ISABELLE: So, who is going to do the research eventually, if the 
American-owned companies in Canada decide not to do any research, and the 
Canadian-owned companies decide to do no research, because they are not doing 
any? Who is going to do the research? 


Mr. Dan: Dr. Isabelle, without looking into the crystal ball I can tell you 
that at the first stage you will get new products by the linking up of medium 
sized good firms abroad. There are a few excellent companies and you work 
under arrangements whereby they agree to market their good and successful 
products in the Canadian market. I can mention examples. This happened when 
Elliott-Marion took on one of the products which was marketed in Sweden, and 
this trend will take place. This would be the first step. 

The second step is that the company will grow. The companies merge. ye 
get public money. Sooner or later they have to and then they outline research 
programs. 


Mr. ISABELLE: Well, that is the crystal ball. It is not a fact yet. It is 
something that is going to be. 


Mr. DAN: The fact is that you link up with large houses. This is something 
that is happening today at this very moment and in two to five years, there will 
be something coming out perhaps from our own group. 
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Mr. ISABELLE: It seems to me, knowing all those facts, that the problem 
today with the drug industry is, even P.M.A.C. and you, the generic companies, 
that you are interested only in profit because it is not an industry. It is run as an 
ordinary business, and it is not an ordinary business because it deals with the 
health of the people. I am very sure that if on the balance sheet at the end of the 
year a company does not show an increase in profit, they will tough it for a year 
but they will not tough it for three or four years so what is going to happen. 
Hither they increase the price of drugs or they fire the whole executive. It should 
not be, in my view, I do not know, but it appears to me as if you are dealing with 
an industry which does not belong to this industrial field. It is a special business 
and something should be done. I do not know exactly what should be done but it 
should not be run as a soap company, and as a matter of fact today it is run asa 
soap company because it is dealing with the health of the Canadian people. This 
is a right. Health is a right. 


Mr. Dan: Dr. Isabelle, I am absolutely delighted to see that you are sub- 
scribing to one of our main beliefs that is so amply pointed out in the Royal 
Commission and I read from page 2: 


Although we accept that the manufacture and distribution of drugs in 
this country is a private enterprise venture, we have no hesitation in 
stating that public interest is dominant— 


I would like to underline the word “dominant”. Of course, if you are in business 
you have to have a healthy organization, you have to produce profits, you have to 
expand. That is normal and no one questions it, but then there are considera- 
tions, whether it furthers your own company or furthers the public, then I would 
say you should first look at the public and second at your own company. Now the 
opposite could perhaps be the cosmetic industry where the men do not have to 
buy the makeup if they do not desire to buy, or they do not choose to buy. You 
are a hundred per cent correct, sir. 


Mr. ISABELLE: I am coming to what you said, Mr. Dan. This is why I said 
previously that 50 per cent of all the small companies should not exist. There is 
no place for them in Canada. Why is it that they have all come into existence in 
the last ten years? Is it because they were health conscious or because they want 
to—I imagine it was for a bit of profit. 


Mr. Daw: Dr. Isabelle, as long as you live in a country where free enterprise 
is practised, such as in Canada as opposed to a totalitarian country, you cannot 
stop people from getting into any business, regardless of what it is. Inevitably, a 
small percentage of them will get into every business, including the phar- 
maceutical business, which I agree with you should not perhaps be because 
sooner or later these people will disappear and I will tell you why. These people 
cause more trouble for all of us than it is worth. However, you will find, if you 
temporarily overlook these few companies or firms or individuals, that the rest 
of the people wish to go take a certain line of action, and I am very glad that Mr. 
Mackasey pointed out that there are some similarities, although differences, too, 
between our group and, shall I say, the larger firms. Yet, we do not wish to go 
on this certain way and fulfil our economic function, because if we do not fulfil 
our economic function we have no justification to exist. 
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Mr. ISABELLE: That is why you should join P.M.A.C. Thank you. 


Mr. Mackasry: Mr. Dan, coming out of your answers to Dr. Isabelle, there 
are not just two categories now, there are three categories. There is P.M.A.C. 
and you referred to people who caused trouble. What category do they fit in? 


Mr. Dan: I will not name them but you will find that in every— 


Mr. MAcKASEY: I do not want to know names but you are stating that there 
are others. 


Mr. Dawn: Perhaps operators, opportunists, people who today you find in one 
business, tomorrow they go out and operate hot dog stands or car lots. You will 
find these people in our economy and sometimes they are successful in a 
particular phase. I am not criticizing them I just recognize that these people are 
there. 


Mr. A. M. LatpLaw (Counsel): Are you continuing this afternoon, Mr. 
Chairman? 


The CHAIRMAN: It is up to the Committee. 


Mr. HENDERSON: In view of what Mr. Mackasey has said and some comments 
that have been made, I would like to make this further comment, if I may, Mr. 
Mackasey, before Mr. Laidlaw gets into specific patent matters, and that is, as 
you have pointed out, a patent does not give any therapeutic monopoly. There 
are several medicines to treat heart disease. A patent relates to a specific process 
to produce a specific drug, and the Patent Act should be designed in our 
submission to encourage improvement, not to encourage the copier, and that if 
you are looking to criteria, the criteria should be safety, price, production; 
research will follow. 


Mr. Mackasty: Yes, but I would like to see research follow because of 
legislation and not because of good will because good will has not worked out as 
much as we want. I keep coming back to that point, and I do not understand the 
resistance and the stubbornness of the P.M.A.C. witnesses, not to come out and 
say, yes, if you do this and this and this, we will spend so much in research and 
we will expand research and instead of spending $5 million in 1969 in Australia 
or Timbuktu we will spend it in Canada. This is what I am hoping one day 
someone on the staff of P.M.A.C. is going to say before it is too late and 
legislation will tell them what to do. That is the point I have been trying to make 
for three weeks. 


Mr. Branp: I think in all fairness, the point was made, Mr. Chairman, one 
day when Mr. Mackasey was not here. 


Mr. MAcKASEY: By whom, Dr. Brand? 


Mr. BRAND: I have forgotten offhand, but I know I asked that specific 
question and it was answered. 


Mr. Dan: On a point of privilege, I wish to point out that I can well 
understand the sympathies and the feelings of Mr. Henderson. But I do feel that 
the system should be left as is because there is need for, shall I use the word, 
regulated copy houses, although I am completely at a loss to know what the term 
copy house means. In my paper I explained the whole term of copy houses as 
completely farcical because after all there is only one innovator, but for some 
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strange reason there are ten copy houses of which half are legitimate or half are 
illegitimate, call it any way you wish, because if you give strong support to one 
factor invariably the economy will pay the price. 


The CHAIRMAN: Do you wish the Committee to carry on and try to conclude? 


Mr. BRanpD: May I say, Mr. Chairman, that I stopped some of my questions 
early to allow others to have an opportunity. I am sure there are quite a few 
more questions. We have not much of a quorum, I may point out. 


The CHAIRMAN: No. I would suggest that the meeting adjourn. I know that 
the witnesses all came with the understanding that it would probably go into the 
afternoon and I suggest we adjourn now and reconvene after Orders of the Day 
which will probably be about 3.30 p.m. 


Mr. BRAND: You are an optimist. 


The CHAIRMAN: The meeting is adjourned. 


AFTERNOON SITTING 


The CHAIRMAN: Gentlemen, I think we might carry on with the meeting. Dr. 
Brand, do you wish to carry on with your questioning? 


Mr. BRAND: Since we were exposed to pharmaceutical philosophy for a few 
hours this morning I wonder if we could keep the answers as brief as possible in 
order to shorten the hearing. I am referring, particularly to some of the state- 
ments that were made this morning. They were very good but, as Mr. Mackasey 
pointed out, philosophy is not my forte, and certainly most of the briefs I have 
been teading are replete with it. 

I would like 'to go back to your brief, Mr. Dan and to what I Peterred to this 
morning. You seem to be presenting two different views here. The reason I say 
that is that on page 1 you refer to these five different reports, to whose answers 
you subscribe, according to your brief. Is that correct? 


Mr. DAN: Yes. 


Mr. Branp: I looked up one of these, the (Director of Investigation and 
Research) 1961, and I note that under Part VI of the recommendations, if I may 
quote, it says: 

The Commission recommends that patents with respect to drugs be 
abolished. 


This hardly seems in keeping with the rest of the brief which seems to point out 
on page 3 that inventors should be given complete protection. 


Mr. Dan: I think you raised a good point. I do not believe that any of my 
papers or my previous discussions indicated that patents should be abolished. I 
referred to these four or five papers, which were prepared after considerable 
studies by learned people, all of whom came to the same conclusions, in essence, 
and I quote: 


It is the conclusion of this Commission that the control over drugs 
exercised through patents in Canada is disadvantageous to the users of 
drugs in this country by enabling the suppliers of such drugs to charge 
such high prices in relation to the cost of production and distribution of 
medicine. 
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Mr. BRAND: So, in effect, you support some of the views expressed by them, 
not as you Say on page 3: 


Our Association therefore endorses the views expressed in the above 
list of reports and refers the reader to them for details. 


I took your advice; I went to them for details, and that is why I found these 
other things. 


Mr. DAN: May I just answer my question fully. I have not completed it. 
Mr. BRAND: Certainly. 


Mr. Dan: All these books do not cover one another one hundred per cent. If 
they did, there would be no purpose of issuing another report. Therefore, the 
subsequent report usually corrected or modified the observations of the first 
report. Let me make my point clear. The Royal Commission report which came 
out in 1964 came after the Restrictive Trade Practices Commission report. They 
dealt with patents in two fashions: (1) the first and second editions, to abolish 
patents, and (2) not to abolish patents but to have compulsory licensing, and to 
make compulsory licenses more easily available. If I remember correctly, they 
felt that at that time the better course of action would be to make compulsory 
licenses more readily available rather than abolish patents. I further strengthen 
their recommendations for patent protection. We are not in favour of abolishing 
patents. 


Mr. BRAND: You held up a copy there I believe, of Volume I of the Royal 
Commission on Health Services. I trust you are aware of the obvious discrepan- 
cies in this report with regard to some of the findings. I would refer you to the 
Minutes of Proceedings on page 12587 in which Mr. Justice Hall, the chairman of 
this Commission, referring to drug patents, compulsory license and other fea- 
tures in the Patent Act, pointed out, and I quote: 


These are matters of extreme importance, as we know, but there is 
this situation that the field has already been canvassed by one royal 
commission. It has made its report. Parliament has not acted upon that 
report, and we could not upon our terms of reference, broad as they are, 
ever assume the right to sit and review on another royal commission. 


And then they proceed to go right ahead and sit and review on another royal 
commission, which seems to me to be somewhat at conflict with some of the 
views expressed by the chairman. I just wanted the Committee to be aware of 
this. 


Mr. Dan: I would say that you will detect minor differences but, in es- 
sence— 


Mr. BRAND: This is a rather major discrepancy in my view, Mr. Dan. I would 
like you to summarize the feelings of the Canadian drug manufacturers as to 
what they would like to see done. Could you summarize those in a few brief 
terms. 


Mr. DAN: Yes. I would like to see patent protection for a period of, say, three 
to five years. 


Mr. BRAND: To clarify that one point, do you mean after the drug has been 
put on the market for commercial value? 
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Mr. DAN: I believe the inventor should be given a chance to become estab- 
lished, a chance to be first in the market. To be the first in business means a 
great deal. 


Mr. Branp: I understand from your brief that you want to give him com- 
plete and total protection with no compulsory licensing. 


Mr. Dan: None at all. 
Mr. Branp: Would this not mitigate against your group? 


Mr. Dan: I do not believe so. I discussed this point and they agreed that the 
inventor is entitled to a degree of protection. 


Mr. BRAND: Would you feel, the way section 41(3) of the Patent Act reads 
now, on compulsory licensing, that shortly after it is on the market you could 
immediately apply for a compulsory license? 


Mr. Dawn: In theory, yes; in practice, some time may elapse. In short, I am in 
favour of retaining the law as is. 


Mr. Branp: That is what I wanted to know. You do not want to change the 
act at all. 


Mr. Dan: Fundamentally, no. 


Mr. BRAND: You would disagree with the brief presented by the Patents and 
Trade Mark Institute of Canada at our last meeting? 


Mr. Dan: I was not here. I could not get an airplane flight. I wanted to be 
here. 


Mr. BRAND: That seems to be a problem that has been overcome. 


Mr. DAN: It was announced about half an hour ago in the house of commons 
that the air strike is over. You can make reservations for next week. 


Mr. BRAND: You are an optimist. Basically, this is what you would like to 
see. Tell me one other thing. I get the distinct impression you are being so nice to 
everybody in your brief, sort of in favour of motherhood. I notice you mentioned 
that the Hoffman-LaRoche brief was a magnificent presentation or words to that 
effect, and then you go on to say that you support their views but—and then, of 
course, you do not support all their views. Would you like to see your group as 
members of the P.M.A.C. group eventually? 


Mr. Dawn: I can speak only on my behalf but as it was pointed out before, the 
larger our group becomes the less will be the differentiation. Probably it will be 
very much the same. 


Mr. Brann: I believe in your brief you pointed out that some in your group 
already have consolidated or grown. 


Mr. Daw: Well, let us go back ten years. I dare say that ten years ago half of 
the members who today are in P.M.A.C., were not in. I am sure it is only 
evolution which allows firms to become larger, to develop standards and to 
practise certain habits. 


Mr. BRAND: You would not object, if you got an invitation from the 
P.M.A.C., to join them? 


Mr. Dan: I presume they are not inviting me at this moment. 
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Mr. BRAND: Iam not a member of the P.M.A.C. I do not know how they feel. 


Mr. Dan: We probably have a lot of things in common but we may have 
certain opinions in which we differ. 


Mr. Branp: I know there is one major one with which you differ. One is that 
you call yourselves the Canadian Drug Manufacturers, referring to the fact that 
you are totally Canadian-owned, and the P.M.A.C. are not. This would not 
interfere with any desire that you may have in the future through the process of 
evolution to join such a group? 


Mr. Dan: It is not necessarily “join” but practise the manufacturing profes- 
sion in very much the same fashion as they are doing. 


The CHAIRMAN: I think, Dr. Brand, there perhaps are some misconceptions 
of P.M.A.C. 


Dr. WIGLE: Mr. Chairman, on a point of privilege, and I do not mean to be 
touchy, I would like to make it clear that P.M.A.C. is not a private club, as has 
been intimated in some presentations to this Committee. The P.M.A.C. is an 
organization, as I have tried to represent it, of responsible manufacturers, 
research-oriented largely, trying to present to the Canadian people high quality, 
safe and effective pharmaceuticals. To imply that this is some organization to 
which one has to be invited to join is absolutely incorrect. We have rules and 
regulations, codes and a membership application which is available to any 
company which wishes to make application to join the Pharmaceutical Manu- 
facturers Association of Canada. There are requirements that have to be lived up 
to, and amongst those there may be an inspection by what we believe are 
competent people in operations, marketing, ethics of pharmaceuticals and so on. 
They may inspect that plant and then decide whether that person or corporate 
body is acceptable to the membership. I repeat what we mentioned this morning, 
that we apparently have been accepted as responsible and respectable corporate 
citizens of Canada. 


Mr. Howe (Hamilton South): Dr. Wigle, when you say this is made up of 
responsible drug manufacturing companies, are you intimating that other re- 
presentatives here are irresponsible? 


Dr. WIGLE: I apologize for that, if there was such an inference, Mr. Chair- 
man. It is the same sort of use of terms that Mr. Mackasey had trouble with this 
morning, and I am very sorry. No, I do not imply that. I was referring to our 
membership. We try to prove that we are responsible. We have no knowledge 
whatsoever of people who are not members of our Association. The communica- 
tions with such organizations are such that the doors are open; we can communi- 
cate with them any day of the week, and they are able to communicate with us. 


Mr. BRAND: Thank you very much for your comments, Dr. Wigle. You have 
had your invitation, Mr. Dan. I was merely attempting to heal what appeared to 
be some divisions in the pharmaceutical industry. Divisions are something about 
which I have had a passing familiarity in the past few weeks. 


Dr. WIGLE: Mr. Chairman, if I might say one more word. There was an 
implication, perhaps an inference, that the Quebec group of manufacturers were 
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a separate body from this organization. I would just like to have it known that 
one of the companies which is a member of the Quebec group of manufacturers 
is also. a member of the P.M.AC. In fact, I believe the head man of the company 
which is a member of P.M.A.C. is the president of the Quebec group. 


Mr. BRAND: I would like to ask the P.M.A.C a question or two now, if I 
might. They referred to their tribunal I would like them to enlarge on this a 
little bit and say if it is the same kind of tribunal, if I may use that term since 
they did, which is used in Great Britain at the present time? 


Mr. HENDERSON: No, not quite. The tribunal that is used in Great Britain is a 
court. As you know the Patent Appeal Tribunal sits in Great Britain as a single 
judge. Again, it is legalistic. I am sorry; initially it is the Comptroller of Patents, 
equivalent to our Commissioner of Patents, and then it proceeds to the Patent 
Appeal Tribunal, a court. But again, similar to the existing system in Canada. 


What we are suggesting here is that this is an economic problem, a problem 
depending upon prices and, as a result of that, there should be a tribunal 
consisting of at least one member who is in a position to examine costs, to 
examine prices in relation to those costs, to determine if in that aspect of it, the 
public interest is being met in relation to prices, a matter with which this 
Committee is concerned. Second, it is a committee that should have regard to 
safety. So we contemplate that the tribunal would have as a member someone 
who would be concerned with that aspect of the matter. I am not unconscious of 
' the fact that legal problems may be involved, so we would consider that the 
third member should have a legal background. It is that kind of a tribunal that 
we have in mind. 


There is a grave tendency for a purely legal tribunal to think in purely legal 
terms and not look at the matter economically. A court tends to disregard the 
economic; it tends to examine the matter by way of precedent only and to 
develop stereotypes. We think this is what has happened. There is no real 
examination of the economic factors. I have here an example of the manner in 
which the Commissioner deals with this matter now. He said to one of the 
investigating bodies that has been referred to by Mr. Dan: reasons to the 
contrary—and this is against granting a compulsory licence—being such as a 
patentee already manufacturing in Canada, public demand being fully supplied, 
prices being reasonable, the applicant intending to produce only the bulk mate- 
rial, leaving to others the tableting, and so on. All those matters are disregarded 
by the tribunal as it is presently constituted. We do not think that is in the public 
interest. We think there should be a real enquiry, where the statements made are 
subject to cross-examination. No one should be in the position of making a 
statement that he is not prepared to support on cross-examination before a 
tribunal that will look at the matter economically and legalistically as well. So 
we do not envisage the Commissioner of Patents being a tribunal equivalent to 
the Comptroller of Patents in England. 


Mr. BRAND: So you feel that right now the compulsory licensing is loaded 
heavily in favour of the applicant. 


Mr. HENDERSON: It is not a matter of feeling, sir; it is a matter of experience. 
I can assure you that that is so. 
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As a matter of fact, the section of the act reads that a compulsory licence 
shall be granted unless the Commissioner of Patents sees good reason to the 
contrary. One may be pardoned for trying to find what is good reason to the 
contrary today because none of these reasons are. I read to you earler this 
morning that safety is not. As a matter of fact, the situation today is that 
compulsory licences are being granted as a matter of right, except in only one 
situation where a licence has not yet been granted to import. Apart from that one 
exception, licences as a practical matter, are being granted today. Let us take 
Stelazine by way of an example, where the company was prepared to justify its 
price. It was manufacturing in Canada; it was exporting from Canada; it was 
doing research in Canada. The compulsory licence was granted automatically 
without a hearing by the Commissioner of Patents. That is the context in which 
we are making our submission. 


Mr. Howe (Hamilton South): How long after the inception of this drug was 
this compulsory licence granted? 


Mr. HENDERSON: Very shortly after. I know I am not giving you a number of 
years, but perhaps that can be furnished by one of the members of the company 
who is here. As you are aware, a compulsory licence application under section 41 
can be granted the day after the patent issues. Contrary to what Mr. Dan has 
suggested, I have had experience where it has been applied for immediately after 
the patent is issued. There is no period of delay as the law reads today. 


Mr. Howe (Hamilton South): Do you mean to say a compulsory licence on 
any drug is automatically given on application at any time? 


Mr. HENDERSON: Your question is susceptible of interpretation in this way. 
The application can be made immediately the patent issues. So one day after the 
patent issues, the application can be made. There is a period of time when 
documentation may pass between the Commissioner and the applicant, the 
patentee and the Commissioner, where their respective points of view are put on 
paper. Once that is done, within a period of months, a licence can be granted. So 
within months of the issuance of the patent a licence can be granted as the law 
stands today. 


Mr. Howe (Hamilton South): Can be, or is, as a rule? 


Mr. HENDERSON: As a matter or practice, they tend to get involved in a lot of 
paper work between the Commissioner and the applicant and the patentee and 
the Commissioner of Patents. I would say, as a practical matter, six months is not 
an unreasonable period to find yourself with a licence. It may be longer but it 
could be shorter. This, as the law stands today, is not an impractical situation. 


Mr. Howe (Hamilton South): I wanted to ask this question of both parties 
concerned. What would you think of allowing compulsory licensing for imported 
drugs? What effect do you think that would have? 


Mr. HENDERSON: Let me say that it is contracy to the entire spirit of the act. 
That is the first point I make. I have mentioned section 67 subsection (3) of the 
Canadian Patent Act as being a statement of the philosophy behind the granting 
of patents, that philosophy being that there be production in Canada. If you 
permit importation, then that is a disincentive toward manufacture in Canada. If 
that is done, you do it with that risk. Also you put the Canadian purchasing 
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public in the hands of the United States producer. It is very difficult to control 
from here the drugs that are going ‘to be imported. I would think that you would 
create a situation where there would be no incentive to invest in Canada; there 
would be no incentive to research here. There would then be an incentive to 
centralize your research in the United States and sell from that location. So you 
have created a disincentive for the very things, I would submit to you, that are 
in the interest of the Canadian public. 


An hon. MEMBER: Why the United States? 


Mr. HENDERSON: Or whatever country you centralize in. I gave the United 
States as an example because it is just across the border. In other words, I think 
that it would be a grave step backwards in developing an effective phar- 
maceutical industry in Canada. I think there would be a flight of capital. 


Mr. Howe (Hamilton South): By the same token this would tend to lower 
the price of drugs from parent companies to the subsidiary companies here. 


Mr. HENDERSON: I would think that there would be an immediate effect. I 
mean in the short run this would likely happen. Whether it would happen in the 
long run I am not sure because experience has not been altogether that way be- 
cause you find that it tends to control in the country of export. Cases have been 
indicated to me where in the long run it has been found that the control 
ultimately ends in the hands of the exporter in the United States and prices 
ultimately do not come down. In the short run, I agree; I think that there might 
-be an immediate lowering of prices which would tend to climb up. 


Mr. Howe (Hamilton South): You know from where my Seay came? 
The source of my question was the Hall Commission report. 


Mr. HENDERSON: Yes, the Hall Commission report. I agree. I appreciate that 
this has been proposed. 

Mr. HoweE (Hamilton South): That is why I asked the question. It was not a 
suggestion of mine. 


Mr. HENDERSON: I think one must also look at the other side of the coin, the 
risks that are inherent in that proposal. In my view, it would very much weaken 
the incentives that arise from the issuances of patents. 


Mr. Howe (Hamilton South): Do you mind, Mr. Chairman, if I just repeat 
that same question to Mr. Dan? What effect do you think it would have? 


Mr. DAN: Could you rephrase it because I could not follow it? 

Mr. Howe (Hamilton South): What do you think the effect would be of 
allowing compulsory licensing on imported drugs? 

Mr. Dan: By imported drugs, you imply— 

Mr. Howe (Hamilton South): I imply that a compulsory licensing now is 


only granted on drugs that are manufactured in Canada and not allowed on 
imported drugs. My question to you was, what do you think the effect would be? 


Mr. HENDERSON: The way I interpreted your question—because, it may help 
Mr. Dan—a compulsory license is granted in Canada to permit the importation of 
drugs. That is the way I interpreted your question. 


Mr. Howe (Hamilton South): Yes, you are quite right. 
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Mr. DAN: If my understanding is correct, even at the present time when the 
laws are a little tighter you can apply for a compulsory licence for imported 
drugs. That is to say, you have a basic manufacturer in Canada, including in 
Britain, you could have a compulsory license and you yourself could import any 
medication. ; 


Mr. Howe (Hamilton South): Yes, but my question still stands. What effect 
do you think this would have on Canadian drug prices, and what effect would it 
have on your group if this were allowed, as the Hall Commission report recom- 
mends. 


Mr. Dan: I think the prices would go down. 
Mr. Howe (Hamilton South): Would this help your cause? 


Mr. DAN: I believe we are all here to find ways and means to lower the cost 
of drugs. This is one of the ways and means. 


Mr. Howe (Hamilton South): Do you think that this would destroy incen- 
tive in Canada, as the other group believes. 


Mr. DAN: As I have pointed out before, we have to make a differentiation 
among these so-called larger firms between those who wish to carry out more 
research, exportation and raw material production and the ones who do not. The 
ones who wish to do more in this country should be given preferential treatment, 
whereas the others who do not do research, who do not export, who do not take 
raw materials should not get the maximum protection and the maximum ben- 
efits, in my opinion. 


Mr. Howe (Hamilton South): If one of your companies was working under 
the protection of a patent, yourself for instance, how would you feel then about 
compulsory licensing on this imported drug? 


Mr. DAN: I still would feel that in the first two years you could become 
established in the market, and you would be half way there. 


Mr. Howe (Hamilton South): Even if this new drug came in at a much 
lower price, which it likely would? 


Mr. Dan: When you say new drug, do you mean new drug, therapeutically? 


Mr. Howe (Hamilton South): No, I am sorry I worded it wrongly. I mean if 
this same drug came in at a much lower price. If you were manufacturing a drug 
under your own patent and a compulsory licence was granted to an importer to 
Canada who was able to sell at a much lower price than you were selling at, how 
would you then feel about it yourself? 


Mr. DAN: I would probably have to face facts and I would have to make sure 
that my own drug sold at such a price that the incoming drug would not throw 
me out of the market. 


Mr. Howe (Hamilton South): So consequently, you would lower your price. 
Mr. DAN: I would have to. 


Mr. HENDERSON: Mr. Chairman, in response to what Mr. Dan has said, in one 
connection, as to the law, it is true that there has been an interpretation of the 
English section to say that the law does permit the Controller to allow a licence 
to import, but no case has yet arisen where such a permission has been granted. 
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The CHAIRMAN: Mr. Laidlaw, I believe you brought to the attention of the 
Committee one day some correspondence that you had had with the Patent 
Commissioner in Canada. Have you any knowledge of how many compulsory 
licences have actually been applied for, how many passed, and how many 
actually were turned down? 


Mr. LaIpLAw: Yes, Mr. Chairman. I have the letter here from the Com- 
missioner of Patents. Supplementary to what Mr. Henderson has said, this 
letter is dated September 22nd, this year. I am advised that up to 1949 no 
applications had been made at all. Since 1949, 34 applications for licences on 
drugs have been made. Since 1949, 14 were granted, 13 were abandoned or 
withdrawn, 1 was refused, and 6 still are pending. Of these 6, negotiation toward 
settlement between the parties is taking place in four cases. Now, in respect to 
the time that Mr. Henderson suggested—and the Commissioner is replying to a 
question of mine—he said the time necessary to process an application is very 
difficult to determine. It varies considerably with different cases. According to 
the established practice of the office, it would take six months provided there are 
no delays. This checks with Mr. Henderson’s statement. The delays are usually 
occasioned by the parties requesting extensions of time to do certain things that 
they are required to do, mostly requests by the patentees to extend the time for 
filing a counter statement, or by the applicant to file a reply. When oral hearings 
before the Commissioner are required the time is extended considerably. Of the 
14 cases listed—these are the ones granted—the shortest period was five and a 
half months and the longest two and a half years. 


The CHAIRMAN: Thank you, Mr. Laidlaw. 


Mr. DAN: I want to make one very important point clear. Even though you 
have a compulsory licence, it does not mean that you can sell the drug right 
away. You have another hurdle to pass, the “New Drug” application, and you 
may not receive the “‘Notice of Compliance” from the Food and Drug Directorate 
for one, two or three years, depending on the drug. Therefore, if I have a 
compulsory licence today in my pocket, I cannot sell the drug for perhaps 
another two or three years. 


Mr. BRAND: The Commissioner of Patents said that six months was the 
shortest time? 


Mr. LarpLaw: Dr. Brand, the course of prosecution for the application 
extends from five and a half months to two and a half years. 


Mr. BRAND: I was just wondering because before the Hall Commission I 
think he said from seven to eight months was the minimum time. He has 
expedited his procedure here. That is on page 702 of the Hall Commission report. 

I would like Dr. Wright and Mr. Dan to clarify this for me. Since Dr. Wright 
is referred to as the counsel on patents for the Canadian Drug Manufacturers, I 
will ask him first. Do you favour patenting the substance or do you not? I think 
if I understood Dr. Wright correctly, he was in favour of patenting the substance 
as well as the process, and Mr. Dan was opposed to that. 


Mr. Dan: I pointed out in my brief that today we are opposed because today 
issuing a patent on a substance would be strengthening the patent laws which, in 
our opinion today, is not the right time. However, it is conceivable that in three, 
four or five years, if certain promises come to fulfilment, if we see the emergence 
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of an industry here which has been sadly lacking perhaps at that time, the 
answer will be to tighten the patent laws. I merely look at the economy as is; I 
look at the industry as is, and I draw my own conclusions based on the 
performance. 


Mr. BRAND: You mean if a member of your group finds a new drug. 


Mr. DAN: It is not our group. You see, there are more people involved than 
just our group. 


Mr. BRAND: I wonder, Mr. Chairman, if we could have Dr. Wright’s views. I 
would like to hear him. 


Mr. George F. WRIGHT (Counsel for Canadian Drug Manufacturers): I 
would point out, Dr. Brand, that a counsel is a man who gives advice. He does 
not always expect that it will be accepted. 


Mr. BRAND: We have all had that experience. I wonder if you could give 
your views again, Dr. Wright, on this. Do you believe that the substance should 
be patented as well as the process? 


Mr. WRIGHT: I think that one should be able to patent the substance if it can 
be demonstrated to be patentable because it is useful. Of course, “useful” here, 
means not only safety but also efficacy. I also was corrected by Mr. Henderson, 
or he supplemented my remarks and I endorse them, that there also should be 
process patents, but that one should not be tied to the other as it is at present. 


Mr. Dawn: If I might add, further, that if he had a patented substance, the 
cost, or should I say the price of medicines, would increase. My understanding is 
that you are looking for ways to reduce the cost, and this would be another way 
of reducing the cost of medicines. 


Mr. BRAND: Would you not agree that if you patented substance you would 
give more incentive to an industry in Canada, the industry that you would like 
as you have just said to see developed, to produce such substances? 


Mr. DAN: But are they producing the substances? It appears to me that they 
are not yet. 

Mr. BRAND: No, but you said you would like to see it. I believe I am correct 
in saying that. 

Mr. Dan: I believe we should give protection to those firms which are doing 
it, but there are 50 firms that are not doing this. 

Mr. Branp: But you have confused the picture again a little bit, Mr. Dan. 

Mr. Dan: You have here perhaps six or seven firms which are engaged in 
full line pharmaceutical activities, and I feel these firms should be given greater 
support than the majority because at the present time they are not engaged in 
full line pharmaceutical manufacturing activities. 

Mr. BRAND: But then if they came up with a substance that was patentable 
and, let us say, that the patent was changed, would you be in favour of this, if it 
was a useful and efficacious drug, or whatever words Dr. Wright used? 

Mr. Dawn: If they would make greater research contributions, yes. 


Mr. BRAND: But do you not think that by allowing the patenting of sub- 
stances you would then encourage this sort of thing. 
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Mr. DAN: At the present time the major consideration is the cost. That is 
more important than the new material at the present time. 


Mr. BRAND: I do not agree with this. I do not agree with you at all. 


Mr. Dan: For instance, if I see another ten firms opening up research 
laboratories and engaging in greater activities, at that time, we should have a 
look at our patent laws. 


Mr. BRAND: But how are you going to encourage them if you do not give 
them the incentive? That is the point. 


Mr. Dan: There are several ways of giving incentives. 
Mr. BRAND: Well, tell me. What are these ways? I want to hear them. 


Mr. Dan: Not at the level of legislation but, rather, at the level of industrial 
incentives. The Department of Industry could give incentives. There are several 
ways whereby government can give incentives to each particular industry—but 
not by legislation; that is the whole point of my presentation. 


Mr. BRAND: Can you give me some specific examples in the drug industry? 
How could the Minister of Industry help? I am sure he would welcome any 
advice. He seems to me to be amenable. You can strike that political comment 
from the record, Mr. Chairman. 


Mr. DAN: It was said that one of the reasons a certain company located a 
research centre in Canada was the incentives he received. So there is a perfect 
example of where the government is coming up with an incentive, and this 
encourages companies to engage in activities which they have not engaged in in 
the past. This is the type of incentive I had in mind. Now, what exactly should 
be done, I do not know, because I am not in the Department of Industry. 


Mr. BRAND: You see, we have this problem. We are in the situation where 
we have this group here now. You say they are not doing enough of this al- 
though obviously, they have had these incentives. Do you not think it is time to 
add a few more incentives to try and have more manufacturing done in our 
country since obviously these have not been efficacious in producing the type of 
research you would like to see. 


Mr. DAN: From the Department of Industry but not at the legislative level. 
Mr. BRAND: What have you got against the legislative level? 
The CHAIRMAN: You mean not at the patent level. 


Mr. DAN: By strengthenening the patent laws at the present time, you give 
an opportunity to the majority of the present firms, specific firms, to derive bene- 
fits which in my opinion today they are not entitled to. If they change their 
activities in three or five years, they perform more research in Canada at that 
time than I think they are entitled to. I refer to the pharmaceutical industry in 
Britain. There you have an industry which exports 50 per cent of their manu- 
fuctures. I am sure there are a great number of working in plants, not for their 
own home market but for the export markets. You have major research centres. 
They make the raw materials and I feel that there they are entitled to greater 
protection. 
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Mr. Branp: Now, that you have talked about them, let us talk about your 
group. What is your group doing now to encourage research among your mem- 
bers? What incentives have you found that have encouraged your group to go 
into research and new drugs? 


Mr. Dan: As I pointed out in the beginning of my brief, at this stage we 
have to undergo a reorganization, become larger, and then probably go public. 


Mr. BRAND: But is it you intention to get into the research field? 


Mr. Dan: And when you go into the research field, in the beginning you 
co-operate with the larger houses; you bring in good quality medicines which are 
made by medium sized firms, say, in France, England or Germany—there are 
some firms that have to establish their contracts—and you market their product. 
For example, Elliott-Marion is a medium sized firm in Sweden and they market 
in Canada salazopyrin—and I am not saying that salazopyrin is the greatest 
medication ever discovered. 


Mr. BRAND: You mentioned Elliott-Marion. In your brief, I believe you 
referred to them as a subsidiary of American Home Products which was the 
parent company of Ayerst, McKenna and Harrison. 


Mr. DAN: That was before they were sold out. 


Mr. BRAND: Oh, I see. 
In other words, another ‘217’. 


Mr. DAN: It is mentioned as an example. I know of several products which 
could be brought into Canada and sold, and I think they will be. That is the first 
step. The second step is to enlarge and eventually develop a research department 
at the same time. 


Mr. BRAND: Can I be speculative for a moment, then, and perhaps put you on 
the spot a bit? Let us say that you form this large group; you come up with a 
new drug, which you get a patent for under the patent laws as they are now. 
What would be your reaction if, let us say, Hoffman-LaRoche came and asked for 
a compulsory licence to manufacture it? 


Mr. Dawn: I think I answered that very question when Dr. Howe asked a 
question. I pointed out that I would use the first few years to become established. 


Mr. BRAND: In other words, you would resist. 
Mr. Dan: I beg your pardon. 


Mr. BRAND: You would resist giving them a compulsory licence. You said 
you did not want the act changed, so presumably it would be the same. 


Mr. Dan: According to the recommendation, for the first few years there 
should be aid to assist these companies to become established. Then I would have 
to compete with them. 


Mr. BRAnpD: I think you missed the point of my question. I said you have 
already recommended that you do not want the patent laws changed. Let us. 
assume that it is not changed. They can, therefore, apply for one within the five 
and a half months to two and a half years, whatever the Commissioner of 
Patents said. They could apply right away. What would be your reaction to this? 
Do you think it would be fair? In other words, I am putting you in their shoes 
just temporarily. 
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Mr. Dan: I am putting myself into their shoes in thinking out this problem, 
if it is there, because everyone has equal opportunity. 


Mr. BraAnpD: Fine. There is one question I would like to ask Dr. Wright on the 
basis of his brief, if I can find it amongst this welter of paper. He mentioned 
something about 150 per cent tax benefit, and I question that very much. It is in 
one the briefs if I can find it. 


Mr. WricuHT: I do not have that brief with me right now, Mr. Chairman, but 
the 150 per cent is based on the tax relief that we can get for research. 


Mr. BRAND: At the present time. 


Mr. WRIGHT: Yes. This has been altered somewhat recently. That was at the 
time I was working this out, but now I think they withhold some of it from us 
until later. 


Dr. WIGLE: Mr. Chairman, I believe that there was a section which was 
brought to our attention—I have not this document here either—that implied 
that 150 per cent of all moneys spent in research areas were deductible for tax 
purposes. I am not by any means an expert in this area but my understanding 
from the people who commented on it was that this was not so; this is somewhat 
related to capital expenditures and not a processing and development expendi- 
ture. These have to be expenditures which are in the establishment of capital 
—well for that matter, bricks and mortar—for research purposes, or something 
to that effect. I am not positive but perhaps there is somebody here who can 
clarify it. 


Mr. BRAND: The only reason I ask is that I have in front of me section 72 (a) 
(1) of the Income Tax Act which says, after the preamble, that a company or a 
corporation, may deduct in computing its income for ‘the year, 50 per cent of the 
amount. I would say the aggregate of all expenses of a current nature, all 
expenses of a capital nature, and so on. That is why I questioned that. 

The CHAIRMAN: What is the date on that, Dr. Brand? 

Mr. BraAnpD: I cannot find it. I do not know. 


The CHAIRMAN: I think it is 150 per cent that has been mentioned on capital 
costs. 

Dr. WIGLE: Mr. Beauchemin has just advised me that his understanding of it 
was to the effect that it is 150 per cent of the increase on expenditures in 
research over the past three years, or something to that extent. 


An hon. MEMBER: You have to show that you have had expenditures of a 
certain nature previously, that you have increased those, and on the increase you 
get 150 per cent. 

Mr. WRIGHT: Yes, Mr. Chairman. Obviously we are talking about new 
research. 

The CHAIRMAN: Over a base line that is established at the time the rule 
came in. 

Dr. STEWART: Mr. Chairman, that ends this year too. It was for a period of 
five years which has now expired. 

Mr. BRAND: Is that one of the incentives we were talking about? 
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Dr. STEWART: Yes. That is right. 
Mr. BRAND: Legislative, I might add. 


Mr. Howe (Hamilton South): Mr. Chairman, are we dealing with just 
patents today, or do duties come into this at all? 


The CHAIRMAN: Duties? 
Mr. Howe (Hamilton South): Duties. 
The CHAIRMAN: No, just patents and research. 


Mr. Howe (Hamilton South): I will save my question then for a more 
appropriate occasion. 


Dr. WIGLE: Mr. Chairman, might I just add further to the record because 
there are some bits of evidence that come to mind as we go along. We have not 
everything in our brief, especially current efforts. As you are aware from the 
remarks that Mr. Mackasey has made, he has been very concerned that the 
industry somehow gives some indicaticn of what its intentions are relative to 
research, increased production and expansion in Canada, if patent protection is 
strengthened in Canada. I have nothing that I can document with facts and 
figures. I can only say that our Association is making a current effort, which I 
just give to you off the cuff because, as I «say, there is nothing official yet. 
Meetings are going on to try to find out exactly an answer to that question. We 
are very hopeful at the moment. Some of our membership have gone to 
top-level consultations regarding this. At the moment there is a good indication 
that our membership feel that there is a great possibility of increasing produc- 
tion and research in Canada if there is strong patent protection. Mr. Mackasey 
has raised this issue several times; I am sure you are aware of it. I just thought 
that we might acquaint you with the fact that we are not ignoring his question. 
We are doing our best to try to find an answer, but you do not get these 
overnight. 


The CHAIRMAN: Have you any questions, Mr. Laidlaw? 


Mr. LarpLaw: There are one or two, Mr. Chairman. I would like to present 
some kind of a neutral picture on the words, which have come up repeatedly 
here, “‘innovators”’ and “‘copiers’’. 


It seems to me, if I might be permitted to make a comment, that both sides 
in this argument should abandon their piety in this respect and admit to the 
truth of the situation. As I understand it from what we learned today an 
innovator, as used throughout the evidence by P.M.A.C., includes their parent 
companies. Am I correct in that remark? 


Mr. HENDERSON: An innovator is a person who has, by research, discovered a 
chemical that has ultimately been proved to have pharmaceutical use by an 
extensive program of development. It has then undertaken a marketing program 
which will enable that drug to be commercial. It has gone through the series of 
steps to ensure that that which is used by the individual is safe. It has performed 
many functions. I suggest to you that whatever term or label you use—and these 
have developed—‘innovator’” as against “copier”, one side performs several 
functions not performed by the other. 


Mr. LAIDLAW: I suggest to you, Mr. Henderson, that the word “innovator” 
has a respectable connotation whereas the word copier has not. 


| 
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Mr. HENDERSON: I did not choose the words. I just picked them up as they 
have been developed. 


Mr. LAIDLAW: But these words have been used repeatedly. I think the 
Committee should be made aware of the truth. I think that when the word 
“Innovator” is used—please correct me if I am wrong—the members of P.M.A.C. 
are by themselves innovators or are innovators through their parent company. 


Mr. HENDERSON: The word “innovator” is used by me to designate someone 
who has performed the given functions that I have outlined. Those functions 
may be performed within a family of companies, if you will, parent and subsidi- 
ary. This may well be true, but the functions are performed by the parent 
and/or subsidiary throughout the world. That group performs functions, on the 
one hand, and that is what I have designated as innovator. The other group, on 
the other hand, in my submission do not perform those functions. Somebody has 
put on the label “copyist”. Any other label could be used. As I say, there is no 
magic in the name, but I do think there is magic in knowing what functions are 
being performed by which group. 


Mr. LAIDLAW: But a large number of the members of P.M.A.C., as I under- 
stand it, are under licence from their parent companies, and in so far as the 
active ingredient of the drugs are concerned this know-how is given to them or 
the drug itself imported by them. It seems to me that it is not too long a step 
away from the compulsory licensing system whereby the so-called copier now 
obtains through a government agency a compulsory licence also to be supplied 
by his licensor the same active ingredients. I just want to stress this because I 
feel that there has been an unfair comparison in the use of Se two words 
which have been bandied about. 


Dr. Wigle, how many voluntary licenses have been granted by one of your 
members to another of your members? 


Dr. WIGLE: I would ask Mr. Henderson to answer. 


Mr. HENDERSON: Mr. Laidlaw, we cannot give you numbers but we can say to 
you that Smith, Kline, French gave evidence as to one situation of this kind. You 
will recall that in that licence there were provisions for control which would 
enable safety precautions to be practised by the licencee. When a licence is 
granted by the Commissioner of Patents, there is no know-how that goes with it. 
I suggest to you that it is not fair to equate what you have equated, the status of 
a subsidiary company that acquires the know-how and the ability to control 
and to ensure that that drug is going to be used safely, with—I will not use the 
word “copyist”, substitute any word you like—the compulsory licencee who has 
no knowledge relating to it and is dependent merely on producing it without that 
background. 


Mr. LAIDLAW: But you will admit that the Food and Drug Directorate have 
control over how that licencee produces that drug. 


Mr. HENDERSON: Within certain limits. I think you will agree with me Mr. 
Laidlaw, that they do not ensure public safety. They are not in a position to 
ensure that every batch of that product that is produced by the compulsory 
licencee is safe. It is just not fair to expect them to do that. I do not think that 
they assert that they do. They do take precautions and they check the matter but 
I do not think we should have the feeling that the Food and Drug Directorate is 
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guaranteeing the safety of the public in relation to drugs that are produced. This 
would be a misconception. 


Mr. LamLaw: Surely, Mr. Henderson, the Food and Drug Directorate also 
cannot check all the batches of drugs produced by any member of the P.M.A.C. 


Mr. HENDERSON: Quite right. 


Mr. LAIDLAW: It seems to me that if the Food and Drug Directorate could be 
strengthened—and I just throw this out as a suggestion then your argument 
would not be quite as strong. Am I not correct? 


Mr. HENDERSON: As somebody put it earlier this morning, I do not have a 
crystal ball; I do not know what the situation would be with a stronger Food and 
Drug Directorate. I am dealing with the facts as I see them. Certainly as of now, 
the experience that the patentee companies have had in relation to the drugs that 
have been marketed by the compulsory licencee, I do not think has been a good 
one. 


Mr. LAIDLAW: From your experience, Mr. Henderson, do you know of the 
approximate number of so-called copiers in the P.M.A.C. group who get by 
voluntary licence from other members of the same group, the right to manufac- 
ture particular drugs? 


Mr. HENDERSON: I have given you one example. I heard it in evidence, the 
Smith, Kline, French license. 


Mr. LAIDLAW: From your own experience. 


Mr. HENDERSON: That is one within my experience because I was involved in 
that subject matter. There are others that I am aware of where the licences have 
been granted. Again, not using labels, ‘innovator’ or “‘copier’’, there have been 
licences that have been granted. The licences of such a nature are such the 
licensor, through his experience, can control the quality, and the licence will be 
cancelled if that quality is not maintained to the standard prescribed by the 
licensor. In the voluntary licences, provision is made by the licensor to enable 
the know-how that he has to be passed on to the voluntary licencee. 


Mr. LAIDLAW: What concerns me, Mr. Henderson, is this. Does the voluntary 
licensor in this instance control the price? 


Mr. HENDERSON: No. 


Mr. LAIpLaAw: Would the group you are representing, let the Committee 
know whether the prices of the drug sold by the licencees under voluntary 
licence are less than the prices for the same drug sold by the licensor? I think 
that is very important. 


Mr. HENDERSON: Let me say this. Mr. Henry is here. I would never say, in 
any event, that we would enter into an agreement where the licensor required 
the licencee to maintain a fixed price. There are two licences that come to my 
mind in which I have had personal experience. One of those happens to be the 
licence Mr. Dan has referred to on tolbutamide. There was no provision in that 
agreement whereby the licencee would maintain the price of the licensor. This 
may relieve his mind. I know of no licence that I have entered into or have had 
occasion to advise on in respect of which the parties have entered into where 
there has been such a control of price. Mind you, it would be most dangerous for 
anyone to do that, having regard to section 30 and 31 of the Combines Act. 
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Mr. LAIDLAW: I understand perfectly, Mr. Henderson, but what are the 
actual facts? Can P.M.A.C. give to this Committee certain cases where voluntary 
licences have been given between members of the same organization and the 
prices of the drug sold by the licensor and the licencee after the license was in 
effect? Is this possible? 


Mr. HENDERSON: Is it possible the price would be the same? 


Mr. LAIDLAW: Are the licencee charges to the retailer less by the licencee 
than by the licensor. 


Mr. HENDERSON: I cannot comment on prices, Mr. Laidlaw. I do not know. As 
you know, my function is ended when the licence has been entered into. Then 
the parties will deal with the matter on the open market. So I have no experi- 
ence as to what the prices are ultimately going to be on the market. I cannot 
answer your question. 


Mr. LaipLaw: The reason I brought it up, Mr. Henderson, as Dr. Wigle has 
Said, there is some indication in Mr. Dan’s brief that in the voluntary licensing 
situation the end price does not go down, and I just wanted to know whether 
you had any different view. 


Dr. WIGLE: Mr. Chairman, just for the sake of the record, I believe that Mr. 
Laidlaw said something about the granting of licences between members of our 
organization. I would like to make it clear that the organization that I represent 
is the P.M.A.C. and, as far as I know this organization, and I am quite positive of 
this, has nothing to do with the granting of licences between members or any 
such agreement whatsoever. Our Association is concerned with ensuring the 
provision of high quality, safe and effective pharmaceuticals and that is it. 


Mr. LAIDLAW: You are not in a position to find out from your members this 
information, Dr. Wigle? It is not part of the terms of reference. 


Dr. WIGLE: No, this is not within the scope of the activities of our Associa- 
tion. 


Mr. HENDERSON: Of course, this may bear no real relation to the price to the 
consumer because there are many intermediaries between the price the manu- 
facturer sells at and the consumer. 


Mr. LaipLAw: Apart from those remarks, Mr. Chairman, might I turn to page 
4 of Dr. Wigle’s initial statement this morning, because I think this is rather 
important, in which he quoted the prescription drug index compiled by the 
Dominion Bureau of Statistics. In the second paragraph he indicates that an 
actual decline in the drug price index occurred during a time when the general 
cost of living index for all items rose substantially, and the index for total health 
and personal care also rose substantially during the same period. I wonder if Dr. 
Wigle can inform the Committee how many drugs were taken into consideration 
by the Bureau of Statistics when they came to this rather remarkable conclu- 
sion? 


Dr. WicLE: No, I am not certain, Mr. Chairman, I am happy that Mr. 
Laidlaw questioned this because we ourselves have queried this for some time. It 
was just too good to believe. But we were happy to find that when we ques- 
tioned this in a meeting recently with the Dominion Bureau of Statistics people, 
they supported this and they did not indicate to us that they had any reason to 
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feel that this index was any less justifiably correct than any of the other indices 
they were using. This is the only thing I can say about it. The details exactly at 
the moment escape me; I do not know how many it was, whether five, ten, fifteen 
or how many drugs. Maybe Mr. Laidlaw does know. But I do know that we took 
it to the Dominion Bureau of Statistics and they felt that this was a justified 
index and we felt that as it was a Dominion government figure we were quite 
justified as Canadians in using it. 


Mr. LarpLaw: To ease your mind, Dr. Wigle, I was told that this index was 
based on five drugs. They were all generic drugs. In view of the fact that the 
average prescription price in Canada has gone up 200 per cent in the last few 
years, it would seem to indicate that the Bureau of Statistics should revise its 
method of tabulation. 


Dr. WIGLE: This was the reason you raised the question, Mr. Chairman. 


Mr. LaipLAw: The third question I would like to put, Mr. Chairman—and 
again we get into the will-o’-the-wisp named research—deals with a statement 
in Dr. Stewart’s presentation this morning on page 1 in which, about ten or 
eleven lines from the top of the page, he says that: 


It does not make sense to grade pharmaceutical research into first, 
second or third class or to divide it into fundamental, basic or applied. 

Now, this Committee, Dr. Stewart, has been endeavouring for some time to 
ascertain just how much—we have been talking about it most of the day—basic 
and fundamental research is done by the drug companies in this country. This is 
research that will lead, or possibly lead, to invention. We all know that with the 
tremendous amount of valuable clinical research, of necessity it has to be carried 
out by the companies. But how much, when you talk about research, as a 
percentage is devoted by the companies in research that leads, or could lead to 
patents? 


Dr. STEWART: Mr. Chairman, making that statement was not meant to hide 
what Mr. Laidlaw wants; that is, I take it, the laboratory costs of research as 
opposed to clinical investigations. This figure is available, and if you look in our 
statistics you will see that clinical investigations are itemized separately. I think 
they are close to $2 million. Taking the figures that we quoted in our brief, $64 
million went for other forms of research. Mr. Laidlaw, if you want these figures, 
they are available, but they have no bearing on what I am saying. What I am 
trying to say is that we look at research as an industrial scientist in toto, as it 
continues, from the beginning until we achieve our objective. I feel personally 
that to get off at this level outside of economics, to discuss what is worth doing 
and what is not worth doing, what is first class, what is applied and what is pure, 
is not in the interests, of industrial research, that is to achieve the aim of pro- 
ducing an effective new medication. 


Mr. LAIDLAW: But you will appreciate, Dr. Stewart, that this Committee has 
a duty that goes beyond that. We are now talking about the patent situation. We 
are talking about whether the patent situation relating to drugs should be 
tightened or given some relaxation. This can only be done if we know, or the 
‘Committee knows, the facts relating to the basic fundamental research that is 
practised by the drug companies. 


Dr. STEWART: Well, you know it. It is already available, Mr. Laidlaw. 
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Mr. LAIDLAW: Could we have the figures some time at your convenience, Dr. 
Stewart? 


Dr. STEWART: By all means. 


Mr. LaIpLaw: Thank you, Dr. Stewart. Mr. Chairman, if I might pursue 
another subject, at the bottom of page 4 of Mr. Dan’s brief he says that it is 
fallacious to believe that compulsory licensing will destroy the pharmaceutical 
industry. Many drug industries have appeared before this Committee which have 
taken the position that if compulsory licensing is not removed from the Patent 
Act as it now stands, there is a great danger—and the words have been used to 
an extreme degree—of bankruptcy setting in. One witness said: ‘You will not 
see me in five years.” I think was his expression. I feel that these comments that 
have been made have been extravagant. I would like to know whether P.M.A.C. 
considers that these remarks are extravagant and also, after Dr. Wigle has 
expressed a view on this, whether Mr. Dan might also make a statement on this. 


Mr. HENDERSON: Well, Mr. Laidlaw, may I interject for Dr. Wigle the 
experience of Hoffmann-La Roche that has been outlined to this Committee in 
terms of the royalty that was granted to that company in the compulsory licence 
grant to Delmar Corporation and the compulsory license grant to Bell-Craig. I 
know that you are aware that the amount of the royalty as fixed by the 
Commissioner of Patents was 15 per cent of the bulk chemical which worked out 
to be somewhere in the neighbourhood of $52 on that which was going to be sold 
by the compulsory licencee at $3,600 or, to put it another way, $52 to cover 
costs which Hoffmann-La Roche established, in my view, to the Commissioner of 
Patents in the neighbourhood of $3,000 per kilo. One does not have to be an 
accountant to realize that Librium ceases to be an instrument whereby Hoff- 
mann-La Roche is going to be able to pay for those necessary costs. One does not 
have to be an economist to realize that you cannot carry on business much longer 
on that type of operation. So if compulsory licences are going to be giveaways, 
and this is what we have come to, the companies must take another look at this 
country in terms of what they are going to produce here. I do not think it was 
extravagant. Certainly my experience in the Hoffmann-La Roche case was such 
that if I were asked I would have to say they should take another look at Canada 
in terms of what recompense they are getting for their patents. 


Mr. Howe (Hamilton South): Is Bell-Craig a member of P.M.A.C.? 


Mr. HENDERSON: No. I may say that Bell-Craig has been purchased since that 
application was made. Bell-Craig was owned by a Mr. L. D. Craig at the time of 
the hearing. During the course of the litigation that ensued, Bell-Craig was 
purchased by the Denver Chemicals Corporation, and the purchasing company is 
not a member of P.M.A.C. 


Mr. LarpLAw: Mr. Henderson, as you are aware, under the United King- 
dom’s new statute in 1949 there are also compulsory licensing provisions similar 
to ours—in fact, even more stringent than ours; and that is seventeen years ago. 
This is a primary area, as Mr. Dan pointed out using one of his terms. In spite of 
that the industry is apparently doing extremely well; it is exporting 50 per cent 
over and above its domestic market. In your knowledge has the industry in the 
United Kingdom taken the same stand as the industry here and would like to see 
those compulsory licensing provisions removed? 
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Mr. HENDERSON: Very definitely. As you know, the Sainsbury Commission, a 
commission somewhat similar to this is sitting in England; representations have 
been made to it that section 41(3) be recast and re-examined because it has been 
recommended that it is not in the public interest. Very strong recommendations 
have been made in this regard, even in a situation much less serious to the 
industry than we face. The compulsory licence grant, as you know, in the Geigy 
case in England was much more realistic than that which prevails here in that 
the comptroller and the court in that case gave a payment which ended at 18 per 
cent of the drug in dosage form, which was a much more realistic payment to the 
patentee. Notwithstanding the more realistic situation, representations are 
being made to the Sainsbury Commission that section 41(3) be re-examined 
with a view to the setting out of an objective standard or objective criteria 
against which the industry knows it can act freely, because at the moment we 
have not such an objective criteria. This is being urged in England today, 
notwithstanding the much more favourable legislation and the much more 
favourable interpretation given to that legislation in England. 


Mr. LamLaw: Have you any idea, Mr. Henderson, when that commission 
will report? 


Mr. HENDERSON: I have no idea. 
Mr. LAIDLAW: Thank you. 
Mr. Branp: I think it was 19 per cent in the Geigy case. 


Mr. HENDERSON: The comptroller gave a payment of 16 per cent and in the 
case of the Court, it was 18 per cent. This is at page 412 of the judgment. 


Mr. LarmpLaw: I have one final question, Mr. Chairman, to direct to Mr. 
Henderson because of his experience in this field. Are many of these voluntary 
licences between the industry granted because they are afraid of the validity of 
their patents being tested in the courts? 


Mr. HENDERSON: That has not been my experience in the licences that I am 
familiar with. The licences that I have been familiar with within the P.M.A.C. 
have been carefully considered. There are occasions when one must assess the 
risks inherent in a lawsuit, having regard to what Dr. Wright has quite 
properly said, the minimal protection you get under section 41(1), and that it is 
better to enter into a licence agreement than get nothing because the protection 
is so narrow under section 41(1) that it is sometimes better to enter into a 
licence agreement. I do not want to give you the impression that no licences have 
been granted because of the risks inherent to litigation. I am convinced some 
have. I think this is true. But again, this is because the protection is so tenuous 
having regard to the limitations or the type of claim that you must make in this 
deal. 


Mr. LAIDLAW: Section 41(3) does not come into this. 
Mr. HENDERSON: No, section 41(1). 
Mr. LAIDLAW: I am talking about voluntary licences. 


Mr. HENDERSON: I said section 41(1). Because of the fact a patent on a drug 
is vulnerable under section 41(1)—take the Boehringer case, the Winthrop 
chemical case—companies have been impelled to grant licences. I think that has. 
happened. 
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Mr. LaIpLAw: This is no reflection on patent attorneys. 

Mr. HENDERSON: No; I hope it is a reflection on section 41(1). 

Mr. LaIpLAw: Thank you, Mr. Henderson. That is all, Mr. Chairman. 
The CHAIRMAN: Thank you, Mr. Laidlaw. Are there any other questions? 


Dr. WIGLE: Mr. Chairman, I think what I have to say is pertinent to this 
particular discussion that we are having at this moment. It is my impression that 
the manufacturer who has a patent is reluctant to fight and defend that patent in 
court, even if there is someone imitating it in Canada, because he realizes that at 
the present time, in addition to perhaps losing the fight in court, he also loses 
because the imitator could then apply for a compulsory licence. So the defensive 
patent is limited by this weakness. Perhaps Mr. Henderson would care to com- 
ment. 


Mr. HENDERSON: I think that what you have said is quite true because you 
are facing two disabilities: first, the validity of the patent and, secondly, if the 
patent is found valid and infringed, then you face a compulsory licence applica- 
tion afterwards. So you face two disabilities, the risk inherent in the minimal 
protection you get under section 41(1), and then the risk of compulsory licence 
even if you do sustain your patent. 


Mr. DAN: I believe it was mentioned a minute ago that it was the desire to 
question both sides, but nobody has questioned me. 


The CHAIRMAN: I'am sorry, Mr. Dan. 


Mr. Dawn: This particular section on compulsory licences is a very important 
one because it allows a valuable flow of products shall I say, from more than one 
supplier, in other words, compulsory licensing allows other suppliers to enter 
into the market who, in turn, compete with each other and the prices go down. I 
also explained that it is completely fallacious to dream that if compulsory 
licensing is working as it should the original inventor, if such exists—and I put 
original in parentheses—would be squeezed out. The facts are to the contrary; I 
have examined cases where there was no protection at all. Obviously, if there is 
no patent protection, you cannot say that he buys and sells his medications 
because he has patent protection. We do not have patent protection on all the 
medicines and I picked a few items such as phenylbutazone, tolbutamides, 
phenetrazine, and pentaerythral tetranitrate to illustrate my case—and I could 
have picked other ones too. In spite of the fact that there is no protection at all 
the major houses still have the major share of the market, and I have no doubt 
whatsoever in my mind that as long as they have a more superior market 
organization, a better image or shall I say, greater resources, they will have the 
major share of the market, will do quite well, and will be able to expand as the 
market expands. However, after a while we have to revise the prices. If the 
pharmaceutical industry were overly concerned about compulsory licensing I 
would be inclined to accept their argument if they came here and showed that 
they are on the verge of bankruptcy, like the dairy industry. The dairy industry 
has a very serious problem, many firms are going out of business because they 
simply cannot exist. But for the pharmaceuticals the picture is exactly the 
opposite; they are doing quite well, and I am glad they do because I like to see 
the industry healthy. The doctor may visit a sick person but he likes healthy 
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people the best. I like to see a healthy industry but I do not think relaxing 
compulsory licensing will in any way attack the overall health position of the 
industry because facts are to the contrary. In the last forty years only a few 
licences were issued. I do think the industry suffered greatly. Of course, it had to 
adjust itself as every industry has to adjust itself to meet the challenge of 
competitors. 


Mr. WricHT: Mr. Chairman, I would just like to make a point, if I may. 


The CHAIRMAN: I think it would be reasonable at this point, as most of the 
questioning has ceased, to ask each of the people who have come before us today 
to say a few remarks in conclusion. Perhaps you will begin Dr. Wright. 


Mr. WricHT: Thank you, Mr. Chairman. I take great exception to two points 
that Mr. Henderson has made. The first one is the point with respect to guarantee 
of safety by a patentee who has granted a voluntary licence. I submit that no 
patentee or anybody else can guarantee safety in a drug. Related to this point is 
his apparent denigration of the Food and Drug Directorate as a body capable of 
controlling the situation of safety and efficacy in this country. I submit that if 
there is any weakness at present we should strengthen it through the Food and 
Drug Directorate rather than by making the patent law more stringent. Thank 
you. 

Dr. WIGLE: I have nothing further to add, Mr. Chairman, but perhaps Mr. 
Henderson has a remark or two. 


Mr. HENDERSON: I have only this to say. Dr. Wright, if my remarks struck 
you as being critical of the Food and Drug Directorate, let me hasten to say I was 
not intending to be critical. I was merely trying to prevent a false assurance of 
their function and capabilities, having regard to the staff that is available to 
them, and the function assigned to them under the act. There are limitations. We 
must face reality and realize the existence of those limitations. That was my 
intent, not to in any way say that the functions that have been assigned to them 
are not being performed satisfactorily. I did not intend that at all. 


The only other comment I would make is that we have urged that there be 
criteria against which we would be able to tell whether we are complying with 
the public interest. If there are criteria established and a tribunal created which 
will enable those criteria to be investigated, all we ask for is the opportunity to 
satisfy that tribunal that we are operating in the public interest as the legislature 
has defined it and we suggest that that criteria should not include a licence to 
import. We do not think that is in the public interest. It creates an industry here. 
We think that the incentive to production is the proper criteria and that there 
should be an incentive to produce the drug in Canada. We think research will 
then follow. We are quite prepared to satisfy the tribunal as to our price. We are 
prepared to satisfy them on the safety steps that we take. We ask that a-realistic 
opportunity be given to us to establish that we are operating in the public 
interest. We do not think that opportunity exists now. We also ask that section 
41(1), which creates an impediment against true protection to drug patents, be 
abolished as recommended by the Ilsley Commission. I think that is the burden 
of our submission relating to patents. 


Dr. STEWART: I have no comments. 


Mr. DAN: In summing up, I would submit to you that in essence we should 
leave our patent laws as they are with a few minor adjustments; allow competi- 
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tion to enter into this field which, in turn would regulate the price and bring it 
down. I believe the function of this Committee is to recommend ways and means 
while, on the other hand, maintain an environment which is also conducive for 
the larger houses to exist having due regard to the particular economic condi- 
tions that we have in Canada and to the secondary nature of the market. 


The CHAIRMAN: Thank you. Are there no other questions? It is now 5.15. Mr. 
Henry from the Restrictive Trade Practices Commission has been here, and I 
know that he would like to speak to the Committee. His remarks would probably 
take half an hour. I think in all justification to Mr. Henry, because of the 
questioning that will follow, it would be better to have Mr. Henry back on a 
separate occasion. We will invite him to come back on January 31st, at 9.30 a.m. 

We would like to thank the witnesses for appearing before us today. A very 
co-operative spirit existed. Next Tuesday we will have before us the Canadian 
Society of Hospital Pharmacists. The following Thursday we will have the 
government people who are conversant with and experienced in the government 
purchase of drugs. 


The meeting is adjourned. 


25291—63 


1440 DRUG COSTS AND PRICES Nov. 24, 1966 


APPENDIX “A” 
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to 
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on 
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by the 
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Representing the Views of the Canadian-Owned Companies 
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I. A Brief Background on Pharmaceutical Patents in Canada 


Our Association considered the question of Pharmaceutical Patents in 
Canada and could not arrive at any new and startling observations over and 
above those which have already been described lucidly and very accurately in 
the following detailed Reports: 

Green Book (Director of Investigation & Research) 1961 
. Restrictive Trade Practices Commission (1963) 
Select Committee of Ontario Legislation 
Royal Commission of Health Services (Vol. 1—1964) (probably the 
most important of all the Reports) 
5. Royal Commission of Health Services— 

Provision, Distribution and Cost of Drugs in Canada— 

prepared by Department of National Health & Welfare 1964. 

It is of great significance that ALL of the above reports, prepared after 
thorough and exhaustive studies by learned people, arrived at the SAME CON- 
CLUSIONS in essence, with regard to Patents, namely “It is the conclusion of 
this Commission that the control over drugs exercised through Patents in Canada 
is disadvantageous to the users of drugs in this country, by enabling the 
suppliers of such drugs to charge such high prices in relation to the cost of 
production and distribution of medicines” p. 709 Royal Commission Report, and 
p. 523 Restrictive Trade Practices Commission. 

No amount of persuasion, pleading, arguments and indignations by the large 
international pharmaceutical houses are strong enough to overshadow or to 
minimize the powerful indictment against the original patent holders by the 
above reports, or alter significantly their accurate and detailed analysis of the 
pharmaceutical manufacturing industry in Canada. 

Our Association therefore strongly urges the Members of this Committee to 
familiarize themselves thoroughly with the relevant sections of the above Re- 
ports for their better understanding of the Patent Issue. We are certain that they 
are fully aware of the heavy responsibilities in their mandate and will discharge 
them dutifully. 

Our Association firmly believes that in our everyday Commerce the fun- 
damental laws of the Free Enterprise System prevail. Our system is based on 
COMPETITION, since ultimately this should move to the Consumer the largest 
quantity of goods at the lowest prices. 

Patent protection however stifles competition and serves the interest of the 
few only, since it creates a virtual market control with a tendency of higher 
commodity prices. Patent protection also allows the inventor to amortize his 
research costs several times and earn beyond his due reward. This certainly 
was not the intention of our Patent Laws. 


We also fully endorse the statement made by the Royal Commission that 
“Although we accept that the manufacture and distribution of drugs in this 
country is a private enterprise venture, we have no hesitation in stating that the 
public interest is dominant.” p. 40 Royal Commission of Health Services Report, 
Vol. 1. The very same principle has been embodied in Section 41 (3) in the Patent 
Act of Canada. It is our impression that this shall remain the guiding principle 
on pharmaceuticals in Canada for many years to come. 


Be wre 
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Our Association therefore endorses the views expressed in the above listed 
Reports and refers the reader to them for details. (See Appendix I for some 
excerpts). . 


Il. The Attitude and Views of Canadian Drug Manufacturers regarding Phar- 
maceutical Patents in Canada 

Our attitude concerning pharmaceutical patents is “REALISTIC” and is 
based on the particular Canadian economic environment in which we live. 

Our Association is prepared to acknowledge pharmaceutical patents and to 
give a reward to the inventor which should serve as an incentive for future 
inventions. It is our opinion that— 

1. Inventors should be given COMPLETE PROTECTION for about a 
period of 3-5 years (from the Drug Notification date) in order to 
amortize the research investment costs and to become first established 
in the market; 

2. In the next 3-5 years Royalties should be paid to the inventor as 
established by our courts or agreed among the parties on a voluntary 
basis; 

3. After 8-10 years all patent protection on pharmaceuticals should 
cease, since the manufacturer has amortized his expenses likely more 
than once. 

Our views differ markedly from those of the large pharmaceutical houses 
. who demonstrated until now great intransigence and lack of flexibility regarding 
licensing and yielded only upon court order. The members of our Association are 
not averse to appear before the courts to get a compulsory license, however we 
do prefer to receive licensing on a voluntary basis, which should be more 
advantageous to both parties. Furthermore, in the future our Association will 
likely meet as a group and deal in a united manner when Patents are involved. 


Ill. Fundamental Fallacies in the Beliefs of the “Inventors” 

In the arguments presented by the original inventors, there are a number of 
fundamental fallacies which our Association wishes to make clear to the mem- 
bers of this Committee: 

1. It is fallacious to believe that the inventor of pharmaceuticals will reduce 
his price by his own volition in order to ‘‘keep it fair and reasonable’. The facts 
are to the contrary. The inventor will maintain his price as long as he can, and 
will make substantial reduction only when competition steps in and forces him to 
do so; 


2. It is fallacious to believe that compulsory licensing will destroy the 
pharmaceutical industry. The facts are to the contrary. There are several phar- 
maceutical products on the market today without any patent protection, such as 
Phenylbutazone, Tolbutamide, Phenmetrazine, Pentaerythrol Tetranitrate and so 
on. Despite the lack of Patent protection, the original inventor STILL HAS THE 
MAJOR SHARE of the market and the so-called copy houses could not seriously 
affect the market position of the original inventor. In short, under strong patent 
protection the inventor has 100% of the market and he usually sells at a higher 
price, whereas under competition he has only about 60% of the market, however 
now he has to reduce prices to a more realistic level; 


Nov. 24, 1966 DRUG COSTS AND PRICES 1443 


3. It is fallacious to believe that ONLY the original inventor is capable of 
making the pharmaceutical properly. The fact is to the contrary. Any phar- 
maceutical company can have access to the necessary resources to manufacture 
properly if the firm takes the trouble; 

4, It is fallacious to believe that the large pharmaceutical firms are in need 
of “greater protection”, so that they may reap greater benefits at public expense. 
The facts are to the contrary. The large manufacturers already hold about 90% 
of the Canadian market, their parent companies had a sales increase in the year 
of 1965 of about 15% (and their shares also increased about 15%. They are quite 
capable of looking after themselves. If the government wishes to offer help to the 
pharmaceutical manufacturers then this should be directed to the medium-sized 
Canadian-owned companies such as the members of Canadian Drug Manufac- 
turers and the A.F.Q.P.P. (L’Association Des Fabricants du Quebec de Produits 
Pharmaceutiques), in order to balance the influence of the large houses and 
bring down the costs of drugs; 

5. It is fallacious to believe that a “tribunal” as proposed in the PMAC Brief 
should handle compulsory licenses. The facts are to the contrary. Effective 
organizations existed under the leadership of one dominant person who em- 
ployed judiciously a group of highly qualified advisers. The PMAC suggestion is 
reminiscent of the Troyka system which the Russians proposed in order to 
replace the Head of the United Nations, and thereby scuttle the entire United 
Nations Organization. Their plan fortunately did not succeed because a tribunal 
system, vesting the power in several individuals, is not the most effective way of 
getting things done, besides, in case of Patents, according to our Canadian Laws, 
it is also unconstitutional and ultra vires. 


IV. Incredible ABSURDITIES in our Patent Situation 

Absurdities in our Pharmaceutical Industry would cause an “outsider” to be 
left in wonder and amazement. Here are just some of the instances: 

1. Who is the real inventor of a patent?—according to our laws only the 
original inventor can patent an invention. We know of at least one case—as we 
learned from the court records—that the “‘so-called” inventor under whose name 
the patent was filed, was not the original inventor, but some one else. 

2. The President of Ayerst, McKenna & Harrison Ltd., a very fine and 
sincere gentleman descending from a long line of proud Canadian pharmacists, 
made a statement pleading for a greater patent protection and a lesser compulso- 
ry licensing. We have no quarrels with his views, he is entitled to them. His 
Parent Company, American Home Products Inc., the largest American phar- 
maceutical company, however also owns Elliott-Marion Company, which “copy 
house”—as called by Roche Ltd.—just received a compulsory license on 
Chlorodiazopoxide—a product of Roche. One might get the impression that 
American Home Products plays the game at both ends. 

3. P.M.A.C., speaking on behalf of some 57 pharmaceutical manufacturers 
submits a lengthy proposal also requesting stronger patent protection and less 
compulsory licensing. Again, we do not quarrel with their views, but like to 
point out to them that some of their own members just finished Patent fights 
against each other, or are still involved in them. 


4. Patent conflicts among companies have been described as the fight be- 
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tween the “copy houses” and the “innovator”. In our opinion this is an OVER- 
SIMPLIFICATION. 


We studied the Patent fights of the last ten years which took place in Canada 
and learned that, according to the above nomenclature, the following companies 
at one time could be considered as “‘copy houses’”—Charles E. Frosst, Delmar 
Chemicals, Fine Chemicals. 

All of these companies have “aspired” after the fruits and labours of the 
“innovator”’. 


We wonder whether the above companies, consider themselves as “copy 
houses” as conveniently described by the “‘innovators’’. 


5. If one company, however, was admitted to the “Club” and obtained a 
“voluntary’’ license, suddently the tarnish of a “copy house” disappeared—al- 
though the company did not invent the medication, merely acquired it by a 
private arangement. Now the erstwhile “copy house” becomes an “inventor” and 
the entire play has a “happy ending’”’. 


Not quite... For strangely enough—to the amazement of most of us—the 
“licensed” house rarely, if ever, UNDERSELLS his benefactor. Now we may 
justly wonder why? We may also express surprise why the price of Tolbutamide 
sold under the two well-known brand names, Orinase and Mobenol, sell 
EXACTLY at the same price, while the public pays the piper. The fact that other 
companies sell Tolbutamide at considerably lower prices and raw material 
production costs have been decreased, have no influence at all on the selling price 
of Tolbutamide by the inventor and his ‘licensee’. The additional funds they 
earn are used partially to prepare scientific papers to discredit their “‘com- 
petitors’’. 


Far be it from us to criticise the various companies mentioned, they are all 
led by conscientious and able businessmen with a long record of success in the 
business world: 


We cannot help but observe these ABSURDITIES which have the perfect 
setting for a ludicrous TRAGI-COMEDY. Here the giants battle the giants, then 
they battle the midgets, then they batle each other. 


It is our impression that even under the best patent system these absurd 
situations will still persist, because they are inherent in the drug industry, where 
companies fight for ‘‘special privileges” and a ‘“‘place in the sun”. 


V. The “Secondary” Position of the Pharmaceutical Manufacturing Industry in 
Canada 


The views and the attitude of our organization, like those of the various 
investigating commissions, are based upon the economic environment of the 
pharmaceutical industry in Canada. 


It is our opinion that Canada offers to the International Pharmaceutical 
House a “SECONDARY MARKET”, for the following reasons: 


1. The entire Canadian market likely represents to most International Drug 
Houses about 3-5 per cent of their total world-wide volume, therefore it is a 
minor market only; 


2. Major policy decisions by the large international phamaceutical houses 
will be influenced by conditions prevailing on the “Primary” market, rather than 
on the “Secondary” market; 
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3. Little or no original pharmaceutical research is done in Canada, presently 
amounting to about 3 per cent based on sales; 

4. Most pharmaceutical basic raw materials (about 80 per cent) are import- 
ed into Canada by all manufacturers, large and small alike; 

5. Subsidiaries engage in pharmaceutical export in a half-hearted manner, 
since total exports amount to only about 6 per cent based on sales, (of which 3 
per cent—about six million—is done by one company only). 

6. It does not appear to be likely that the above conditions will change in the 
immediate future. 


WHY SHOULD THE LARGE INTERNATIONAL HOUSES 
RECEIVE MAXIMUM PATENT PROTECTION 
FOR A MINIMUM INPUT? 
VI. Recommendations 

Having reviewed the particular economic conditions which exist in Canada 
and considering the international nature of our industry, our Association would 
like to make the following recommendations: 

1. Our law makers and judiciary should continue with the interpretation of 
our patent laws by following the principles which have guided them in the past; 

2. Our Canadian Patent Laws should be further relaxed by making compul- 
sory licensing more effective and more quickly obtainable; 

3. Patents on pharmaceutical products or on SUBSTANCE should not be 
issued, because this would be inconsistent with the general patent relaxation 
trend; 

4, Pharmaceutical patents in Canada should be terminated after 8-10 years 
since by this time the original inventor has already amortized his research cost 
probably more than once and has become established in the market; 

5. Canadian Patent Laws should create an environment in which the 
Canadian-owned pharmaceutical manufacturer, such as the members of 
Canadian Drug Manufacturers and A.F.Q.P.P. should thrive, while at the same 
time provide suitable conditions for the large pharmaceutical houses to prosper 
too, having due regard to the secondary market position of our country. 


APPENDIX TO SUBMISSION 
Vil, 
“Although it is extremely difficult to evaluate in precise amounts the effects on 
the retail price of pharmaceuticals, it would be unrealistic to assume that patents 
are not a major factor in the pricing of a large number of ethical drugs.” 
...Provision, Distribution and Cost of Drugs in Canada— 
prepared by Department of National Health & Welfare 1964. 


—Page 30— 


“As to the first objective there are a number of reasons why patent protection is 
not likely materially to stimulate research and invention in the Canadian drug 
industry. In the first place Canadian patents are overwhelmingly owned by 
foreigners who have in the past found it more efficient to concentrate research 
activity elsewhere. In the second place recent increases in research spending in 
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Canada do not reflect a major shift in this situation but are largely due to 
increased clinical testing in Canada, now required under regulations of the Food 
and Drug Directorate.” 


“In the third place the main Canadian research contributions have come from 
non-commercial activities of organizations like the Connaught Laboratories for 
example. Patents therefore cannot be a sine qua non of major advances in the 
drug field. In fact as we have indicated earlier, there is considerable controversy 
about how important the contribution of the patent system elsewhere has been to 
major advances in drugs. It does place a profit premium on the development of 
minor modifications which can be patented but which may have slight value or 
even questionable merit. In the fourth place there are suggestions that a plateau 
has been reached and that recent discoveries in the realm of fundamental 
research have now been fully exploited by the drug companies, and until a 
major break-through again occurs the same opportunities will not exist any- 
where for the development work which the drug companies have so far engaged 
in outside Canada.” 

...-Royal Commission of Health Services (Vol. 1—1964) 


—Page 708— 


“In respect of the older penicillins, for which no patents were obtained, and the 
streptomycins, for which licences were freely given, prices soon began to decline 
and over a period of some years reached a level that appears to have been very 
close to costs. However, in respect of later drugs controlled closely by patents, 
notably the five broad spectrum antibiotics, the story is quite different. Chlor- 
tetracycline (Aureomycin), chloramphenical (Chloromycetin) and oxytetracy- 
cline (Terramycin) came on the market in Canada successively within a year or 
two, beginning in May 1950. Price reductions occurred down to 1953, due largely 
to improvements in methods of production. From 1953 till late in 1960 no 
reductions occurred. When Cyanamid introduced tetracycline (Achromycin) in 
1953 and demethylchlorotetracycline (Declomycin) in 1959 it adopted the pre- 
vailing price of the three earlier broad spectrums. When price reductions did 
occur late in 1960 there may have been several contributing factors, but the 
Commission is of the opinion that the lower prices of imported European drugs 
constituted the most important one. During the intervening years, notwithstand- 
ing that all of these drugs enjoyed large sales and that the costs of both basic 
drugs and finished dosage forms showed remarkable variations between compa- 
nies, no company thought it desirable to reduce its prices. It was as if the price 
established in 1953 had come to be regarded as the right price’. 
... Restrictive Trade Practices Commission, op. cit., p. 323 
and Royal Commission of Health Services (Vol. 1—1964) p. 694 


“One of the consequences of the foreign domination of the Canadian drug 
manufacturing industry and at the same time a further measure of the degree of 
such dominance is the extent to which drug patents are held by foreign firms. To 
answer a question in the House of Commons, the Patent Office compiled informa- 
tion about patents granted and compulsory licences issued for 14 important 
pharmaceutical products. The return compiled by the Patent Office is reported in 
the House of Commons Debates for February 10, 1960. (page 929). The 14 
products were: nystatin, tyrothricin, neomycin, dihydrostreptomycin, streptomy- 


_ Nov. 24, 1966 DRUG COSTS AND PRICES 1447 


cin, tetracycline, oxytetracycline, meprobamate, chlorpormazine, chlorothiazide, 
chlorotetracycline, erythromycin, chloramphenical, and penicillin. There were 
395 patents granted which related to these 14 products. Of the 395 patents only 9, 
that is less than 2.3 per cent, were held by genuine Canadian firms. There were 
only three such firms. In addition there were only two other Canadian companies 
holding licences under patents. These related to 3 drugs and were owned by 


American firms.” 
...Royal Commission of Health Services (Vol. —1954) p. 656 
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APPENDIX “B” 


CANADIAN DRUG PATENTS 
by 
George F Wright, Ph.D. 
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The arguments about high costs of drugs versus unfair patent monopoly 
. seem to have reached white heat. On the one hand the consumer organizations 
who protest the high prices, together with the Canadian-owned pharmaceutical 
houses who are restricted by foreign-owned patents, complain that the patent 
monopolies are unreasonable. On the other hand the Canadian subsidiaries of the 
foreign companies who own the patents protest that the patent monopoly enables 
them to produce drugs of higher quality (and thus, necessarily, of higher cost) 
than are obtainable from suppliers who for one reason or another do not use 
material manufactured by the patentee. Is there a solution of this argument? 


I do not choose to answer the question at once. First, it will be my task to 
show that most of the arguments brought forth in support of the patent-holders 
are specious, and intended to persuade rather than to enlighten the reader or 
listener. There is some indication that this voluminous and repetitive persuasion 
is based on desperation. 

One of the favorite devices is denigration of the dosage-form manufacturer 
as a cheat with questionable business ethics when he uses material not manufac- 
tured by the patent-holder. The propaganda is based on several fallacies, the 
first being the sanctity of a patent. A patent is a piece of paper covered with 
words. These words may tell the whole truth, part of the truth, or no truth at 
all. There are good patents and bad patents and the so-called infringer is often- 
times a man who knows that the patent is bad. He dares the patent-holder to 
meet him in a court of law where the truth can be examined. This test of 
validity has occurred repeatedly during the past eight years. In many cases 
the drug patent-holder has lost the case, although even with his bad patent he 
has inflicted grievous financial damage to his less wealthy opponent. 


A second reason why a dosage-form manufacturer will use a bulk phar- 
maceutical not manufactured by the patent holder without infringing is based, 
not on evasion as the propaganda asserts, but in perfect conformity with 
Canadian Patent Law. This law, which has been in force for more than 30 years, 
states in Section 47(1) that for chemicals used as foods or medicines: 

...“the specification shall not include claims for the substance itself 
except when prepared or produced by the methods or processes of manu- 
facture particularly described and claimed or by their obvious chemical 
equivalents.” 

If the user knows that the material he uses is made by a different process 
then he has no fear of the law, although indeed he may fear harassment by the 
frustrated patent-holder. 

Some might say that this law is unfair to patentees, but if this is so, it is 
strange that prospective patentees have not attempted to change it during the 
past thirty years. Actually, there is reason to consider revision. There is no ques- 
tion but that drug patents are anomalous, because the real invention is a new 
cure for a disease (which is not patentable as such) whereas the chemistry by 
which the drug is made is seldom original and oftentimes is easily replaced by 
another equally simple chemistry. Perhaps the inventors do not propagandize 
against the law because they are almost never Canadian citizens. This does not 
prevent them from propagandizing against the man who follows the law as it is 
written. 

There is another section of Canadian patent law which the foreign patent 
holders find to be iniquitous. They inveigh against Canadians who attempt to 
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employ this section relating to licences, calling these persons ‘opportunistic 
businessmen” and using every possible delay and subterfuge in order to prevent 
its application. This section, 41(3) of the patent act, provided that a licence to 
manufacture on a royalty basis (to be fixed by the patent commissioner) shall be 
granted to a bona-fide applicant. In the few instances where such an application 
has been successful some of the bickering about the royalty borders on the 
ludicrous. In a recent instance the patent holder claimed for his product a value 
of $3,528.00 per kilogram while the licensee claimed a value of $150.00 per 
kilogram. They were both high because the material can be bought from Europe 
at a price of $72.00 per kilogram. Comparison of these values may afford some 
insight into the effect of foreign-owned patents on the costs of drugs in Canada, 
especially when it is realized that the drug in question already had enjoyed 
more than 5 years of monopoly in the country of its origin. How many times 
must development and costs be re-imbursed? 

The foreign owner of the patent uses another argument which gains credence 
only because of its interminable repetition. This is the argument that foreign 
made material is somehow inferior in quality to that made by the patent holder. 
In the first place this argument is fallacious because in the vast majority of cases 
the foreign patent holder does not make his product in Canada; his subsidiary 
imports it from the foreign-based factory. For another reason the argument is 
specious because a chemical (unlike a bottle of vinegar wine) is a concise entity, 
the quality of which can easily be ascertained by chemical and/or microbi- 
ological analysis. Is it reasonable that a foreign manufacturer would risk the 
double costs of overseas shipment by delivering material to Canada that would 
be found to be defective? Of course the risk of loss would not be so great if the 
material came only the short distance from the United States! Perhaps that is the 
reason why in some instances I have found that a European product is higher in 
quality than the same drug imported from the U.S.A. 

Despite these obvious anomalies the propaganda flows on and the repetition 
is effective. A recent example is the report in June 1966 of the committee headed 
by Dr. Irwin Hilliard. These men cast up the old bugaboo of inferior quality and 
then made the outstanding recommendation that legislation be enacted in order 
that the Food and Drug Directorate have authority to examine incoming ship- 
ments of drugs from abroad. This committee is comprised of intelligent men. Had 
they not been brain-washed by the propaganda, would they not have investi- 
gated to discover that the F.D.D. has had this authority since 1963? And this is 
not the only one of their recommendations which is redundant. And it is not the 
only strawman that they have set up for demolition. Why? 

The fact is that the need for the propaganda that they have accepted 
(without confirmation if they are honest men) has very little to do with patents. 
It has to do with lethargy. The major drug houses in Canada (all foreign owned) 
have not had to work very efficiently during the past 15 years. They have been 
lulled into their attitude by a false reliance on the patent protection and they are 
highly frustrated when the more avid Canadian manufacturers challenge their 
comfortable position. It is only natural that they will strike out with any weapon 
that is available, even if it is a weak one like patent protection. 

An example of the significance of patents in respect of drug costs may be 
obtained in the case of Pentaerythritol Tetranitrate, 20 mg, the vasodilator. The 
foreign-owned company who offers this product sells it net at about $2.70 per 
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hundred tablets. A Canadian-owned company who sells only under the official 
(generic) name sells it at 55 cents for the same quantity. This Canadian compa- 
ny, whose analytical control facilities on the percent-of-gross sales basis exceed 
that of the foreign-owned company, has slightly over 100 per cent markup on the 
product because its materials and labour cost is 21 cents per hundred. What then 
accounts for the five-fold difference in price to the pharmacist? Difference in 
dosage form? The foreign-owned company does include a sustained action fea- 
ture of questionable efficacy (according to the Food and Drug Administration in 
the U.S.A.) but this layered tablet feature adds less than 5 cents per hundred to 
the cost of fabrication and is ordinary shop practice. Patents? The fact is that 
Pentaerythritol Tetranitrate has been in the public domain (i.e. unpatentable) 
since before the year 1900. Quality? Both companies purchase the same bulk 
pharmaceutical from Canadian Industries Limited. What is left to account for the 
monstrous five-fold differential in price which must be passed on to the patient 
who needs the drug for long-term treatment? The answer as I see it involves the 
simple word, inefficiency. It is inexcusable. When Canadian public health is 
involved every drug manufacturer has the moral obligation to run “a tight ship”. 

Still the fables continue about patents. According to another phantasy it is 
implied that the chemist who originates a patentable product is somehow able to 
guarantee a higher quality than can his fellow-professionals. By contrast, in my 
forty years of experience in chemistry, I have found that the research chemist is 
usually a mediocre analyst and vice-versa. The wise drug manufacturer will not 
use his research chemists for quality control. But of course, all of these facts are 
inconsequential in view of the patent fetish, which is used for public relations 
rather than for enlightenment. 

Let all of the drug manufacturers in Canada put an end to the hypocrisy. By 
and large they are all respectable Canadian citizens or residents no matter what 
their international allegiances. If those who have fallen into bad business habits 
will endeavour to correct them and start to cultivate the Canadian phar- 
maceutical market rather than to mine it for all the wealth that can be extracted 
from it, then remarks by persons like myself about foreign-owned companies 
and patents will cease to have any meaning. 


OFFICIAL REPORT OF MINUTES 
OF 
PROCEEDINGS AND EVIDENCE 


This edition contains the English deliberations 
and/or a translation into English of the French. 


Copies and complete sets are available to the 
public by subscription to the Queen’s Printer. 
Cost varies according to Committees. 


Translated by the General Bureau for Trans- 
lation, Secretary of State. 


LEON-J. RAYMOND, 
The Clerk of the House. 


ee a ee ee 


HOUSE OF COMMONS 


First Session—Twenty-seventh Parliament 


1966 


SPECIAL COMMITTEE 


ON 


DRUG COSTS AND PRICES 


Chairman: Mr. HARRY C. HARLEY 


MINUTES OF PROCEEDINGS AND EVIDENCE 


No. 22 


TUESDAY, NOVEMBER 29, 1966 


WITNESSES: 


Representing the Canadian Society of Hospital Pharmacists: Miss Mary 
Gannon, Executive Secretary; Mr. D. J. Stewart, Past President, both 
of Toronto; and Mr. Nathan Fox, of Montreal, Council Delegate, 
Quebec Branch. 


ROGER DUHAMEL, F.R.S.C. 
QUEEN’S PRINTER AND CONTROLLER OF STATIONERY 
OTTAWA, 1967 


25320—1 


SPECIAL COMMITTEE ON DRUG COSTS AND PRICES 


Mr. Brand,, 

Mr. Clancy, 

Mr. Cété (Dorchester), 

Mr. Enns, 

Mr. Forrestall, 

Mr. Goyer, 

Mr. Howe (Hamilton 
South), 


Chairman: Mr. Harry C. Harley 
Vice-Chairman: Mr. Patrick T. Asselin (Richmond-Wolfe) 


Mr 


and 


. Howe (Wellington- 


Huron), 


Mr 
Mr 
Mr 
Mr 
Mr 
Mr 


. Hymmen, 

. Isabelle, 

. Johnston, 

. MacDonald (Prince), 
. Mackasey, 

. MacLean (Queens), 


(Quorum 10) 


Mr. O’Keefe, 

Mr. Orlikow, 
Mrs. Rideout, 
Mr. Roxburgh, 
Mr. Rynard, 

Mr. Tardif 

Mr. Whelan, 
Mr. Yanakis—24. 


Gabrielle Savard, 
Clerk of the Committee. 


MINUTES OF PROCEEDINGS 


TUESDAY, November 29, 1966. 
(32) 


The Special Committee on Drug Costs and Prices met this day at 9.45 a.m. 
the Vice-Chairman, Mr. Patrick Asselin, presided. 


Members present: Mrs. Rideout, and Messrs. Asselin (Richmond-Wolfe), 
Brand, Forrestall, Goyer, Howe (Hamilton South), Howe (Wellington-Huron), 
Hymmen, Isabelle, MacDonald (Prince), Mackasey, O’Keefe, Orlikow, Rynard 
(14). 


In attendance: Representing the Canadian Society of Hospital Pharmacists: 
Miss Mary Gannon, Executive Secretary; Mr. D. J. Stewart, Past President, both 
of Toronto; and Mr. Nathan Fox, of Montreal, Council Delegate, Quebec Branch. 


Also in attendance: Mr, A. M. Laidlaw, Q.C. of Ottawa, Legal Counsel for 
the Committee. 


The Committee proceeded to the consideration of the submission of the 
Canadian Society of Hospital Pharmacists. 


Miss Gannon summarized certain points of the submission. 


On motion of Mr. Forrestall, seconded by Mr. Brand, 
Resolved,—That the above submission be made part of this day’s proceed- 
ings, with the exception of appendices A and B. (See Appendix “A”) 


Miss Gannon, Messrs. Fox and Stewart were examined. 
Mr. Laidlaw also asked questions of the witnesses. 


At 12.10 p.m., the Acting Chairman adjourned the Committee to 9:30 a.m., 
Thursday, December 1, 1966. 


Gabrielle Savard, 
Clerk of the Committee. 
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EVIDENCE 
(Recorded by Electronic Apparatus) 


TUESDAY, November 29, 1966. 


The VICE-CHAIRMAN: Gentlemen, I see a quorum. 


The Chairman, Dr. Harley, is unavoidably absent today and he has asked me 
to chair this meeting. 


This morning we have with us the Canadian Society of Hospital Pharma- 
cists. Representing this group is Miss G. Gannon of Toronto, who is the executive 
secretary; Mr. Nathan Fox of Montreal, who is a council delegate in the Quebec 
branch, who is immediately on my right; and Mr. D. J. Stewart from Toronto, 
who is a past president of this association. 


Miss Gannon will give us an outline of the brief, and then we will carry on 
with the discussion. Miss Gannon? 


Miss G. GANNON (Executive Secretary, Canadian Society of Hospital 
Pharmacists): Mr. Chairman and members of the Committee, it is a privilege for 
the Canadian Society of Hospital Pharmacists to meet with you this morning. 

I wish to summarize certain points in the presentation. I want to establish 
that, although the area of competence of the Society is professional rather than 
financial in nature, it is our desire to be helpful to the Committee by providing 
information on pharmaceutical professional service, rather than a submission of 
a direct financial or statistical nature, in the belief that cost and price of 
medication is more than the medication commodity itself, and involves a profes- 
sional service. 

We have indicated that an understanding of professional service requires an 
examination of standards of practice, and such standards which have been 
developed and adopted by the Canadian Society of Hospital Pharmacists have 
been applied in the presentation to show the application of hospital phar- 
maceutical service in the provision of the safe use of drugs, their control and 
distribution. 

Following a description of the functions of a pharmacy and the general 
responsibilities of the pharmacist, specific reference is made to the pharmacist’s 
responsibilities to the inpatient. It is indicated that each medication order that 
the pharmacist receives requires professional judgment, resulting in decisions 
which can only be made by legally qualified pharmacists whose professional 
training and education equip them to assume this responsibility. 

The dispensing of prescribed medication, although perhaps the most obvious 
of the pharmacist’s responsibilities, is only one of 18 responsibilities which are 
designed to give the patient the best pharmaceutical care. Drug use control in the 
hospital, through a procedure known as the formulary system, is described, with 
the conclusion that in the Society’s view a medication list or formulary on a 
provincial or national basis would not be feasible. The Society believes, however, 
that a comprehensive drug information service could contribute to the quality of 
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care provided for patients of Canadian hospitals. The Society has, in fact, studied 
this question and has prepared a proposal for financial support. 

With regard to pharmaceutical service to out-patients, it is realized that 
certain medications are, because of their nature, available only through the 
hospital pharmacy. The hospital pharmacist’s first responsibility, however, is to 
those seriously ill patients who depend solely on the hospital for their phar- 
maceutical needs. The Canadian Society of Hospital Pharmacists believes that no 
service should be instituted or expanded which would interfere with, or detract 
from, this vital function. It is our belief that greater encouragement should be 
given, and ways and means found, to enhance present pharmaceutical service to 
the hospitals’ in-patients. Regardless of where medication is obtained by the 
patient, we believe that the service of the pharmacist is not a function of the cost 
of the drug, and that a reasonable method of payment is cost of the medication 
commodity plus a professional fee. 

In making this presentation we hope to give some assistance to the Com- 
mittee by presenting our concept of the professional service that is involved in 
the safe use, control and distribution of medication. 


The VIcE-CHAIRMAN: Thank you very much, Miss Gannon. Before we 
proceed with the questions, I would like to ask for a motion to print the brief as 
an appendix to today’s proceedings. 

In the brief there is an appendix A wien outlines the by-laws of the 
Canadian Society of Hospital Pharmacists. It is not necessary to include this, but 
I would like to find out whether in your opinion Appendix B, which outlines the 
standards for the practice of pharmacy in Canadian hospitals, should be includ- 
ed. 


Mr. Howe (Hamilton South): Mr. Chairman, I would like to say a word 
here. Neither of these appendices has any reference whatsoever to drug prices 
and costs. I cannot see the necessity for printing them. 

Basically, the whole brief has nothing to do with prices or costs. I am not 
opposing the printing of the brief, but I do not see the necessity for printing 
either of the appendices. They Ae no relationship to our terms of reference. It 
is only going to confuse us, when we are making our decision to have extraneous 
material that is not applicable to costs. That is my personal feeling. 


The Vice-CHarrMaAN: Are there any other comments on this? Shall we 
include just the actual brief itself and not appendices A and B? 


Mr. FORRESTALL: Moved. 


Mr. BRAND: Seconded the motion. 
Motion agreed to. 


Mr. Howe (Hamilton South): How did that work out? I am sorry, I did not 
hear it. 


The VICE-CHAIRMAN: Exactly as you suggested, doctor. Just the brief itself, 
neither appendix A nor appendix B will be included in the proceedings. 

Gentlemen, we have heard the outline by Miss Gannon. Are there any 
questions? 


Mr. Howe (Hamilton South): Mr. Chairman, I have expressed my feeling 
that this brief basically does not have anything to do with prices and costs. There 
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is only one mention of costs on page 8, I believe, and it really has nothing to do 
with this association. 

There are a few questions that I would like to ask. It appears that the 
hospital pharmacists act as detailmen for the various drug manufacturing com- 
panies by the fact that you decide, according to this brief, which manufacturer’s 
drug to select in order to prevent duplication of drugs in the hospital pharmacy. 
I would like to know by what criterion you determine this. Is it decided by 
cost—which you claim you have really nothing to do with—or has it to do with 
efficacy or lack of side-effects, or what is it, particularly when it is a duplicate 
drug that really has no criterion as far as efficacy and side-effects are concerned, 
presuming they are both the same? How do you determine which drug you stock 
in your pharmacy? 


Mr. D. J. STEWART (Past President, Canadian Society of Hospital Pharma- 
cists): I would be glad to speak on that. If a drug has been introduced originally 
by a company, this is usually the one which is first stocked in the pharmacy. 
Until such time as another brand is available, equivalent to the product already 
stocked, no effort would be made, of course, to do anything unless there were 
some possibility of buying the equivalent quality at a better price. In this case 
the pharmacist, with the permission of the pharmacy and therapeutics commit- 
tee, would ask for quotations, and the drug which had the most economic price 
would be the one of choice then. 


Mr. Howe (Hamilton South): How do you determine that a certain make of 
tablet meets the specifications claimed by the manufacturer? What means do you 
have in a hospital to determine whether a drug is of equal quality to another 
drug? What means do you have at your disposal for making this determination? 
You claim on page 5 that you must have certain specifications, and so on. How do 
you determine whether it does meet this specification? 


Mr. STEWART: In some instances the manufacturer is asked to supply a 
verified copy of his assay—the protocol of his assay. In other instances the 
companies are well known both to the medical staff and to the pharmacist, and 
there is agreement by the pharmacy committee that both are reliable, and we 
would take either brand, whichever was the more economical. 


Mr. Howe (Hamilton South): You do not make any of these determinations 
personally? You accept whatever is given you by the manufacturing company 
involved. You intimate that you actually make these determinations yourself, 
but it is not really possible for you, in the sense in which you describe it, to 
determine in hospital that the specifications of a drug are such that they will 
meet the qualities you want in a drug. You are accepting the manufacturer’s 
tables and so on, rather than actually investigating. You cannot carry out 
investigations in the hospital as pharmacists? 


Mr. STEWART: Not usually; it would be too expensive, for one thing, for a 
hospital to have elaborate control laboratories. Pharmacists use the usual visual 
controls, and diugs can be sent out for independent assay if there is any 
question, but usually, with reliable companies, one accepts the facts as they are 
stated in the specifications and on the label. This is, indeed, reliable and can be 
accepted. 


Mr. Howe (Hamilton South): How do you determine the quality and 
effectiveness of any drug? For example, after a doctor has used a new drug in 
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the hospital are you given a clinical assessment by the physician, which you 
report back to the manufacturer in the case of investigational type drugs? 


Mr. Stewakt: In the case of investigational drugs the member who carries 
out the investigation may be asked to report them to the pharmacy and thera- 
peutics committee, who will then make the decision as to... 


Mr. Howe (Hamilton South): Yes, but how do you get this in the first place? 


Mr. STEWART: The pharmacist, being the secretary of the pharmacy and 
therapeutics committee, is the one who receives the information and takes it to 
the committee. 


Mr. Howe (Hamilton South): It appears, then, that in a sense you take part 
in the promotional process of the drug manufacturers by, you claim, recom- 
mending the use of these drugs to physicians from your pharmacy. Is this 
correct? 


Mr. STEWART: No. The manufacturer approaches the physician directly, and 
if the physician desires a product to be stocked in the pharmacy he may request 
this through the pharmacy and therapeutics committee who will instruct the 
pharmacist, if it so decides, to stock a certain drug for future use in the hospital. 


Mr. HowE (Hamilton South): You say on page 7 of your brief, in subpara- 
graph (4): 
the promotion of certain pharmaceuticals to encourage prescribing by 
physicians in private practice, or continued use by patients after dis- 
charge. 


Therefore, by that statement, you must play a role, in part, in the promo- 
tional program of the drug manufacturing companies. 


Miss GANNON: May I add something here? This description does not pertain 
to the role of the pharmacist in the hospital. It is to help to outline why 
medications are purchased from pharmaceutical manufacturers by the hospitals 
at perhaps a lower price than is available outside. We feel that the manufactur- 
ers, for this reason, quote a lower price, perhaps, than is available outside. It is 
not the pharmacist who promotes the pharmaceuticals in this area. 


Mr. Howe (Hamilton South): I gathered from the comment that it was the 
role of the hospital pharmacist to recommend to the doctor the use of drugs. That 
is what I gathered from this statement; and that thereby you were putting 
yourself in the role of recommending or helping in the promotion of, a drug to 
any doctor who might want this information from you. I am not being critical of 
it. I asking by what criterion you determine this. Is it just by the price or from 
some information that you have about its hospital use? What criterion do you use 
where you put yourselves in this position? 


Mr. Nathan Fox (Council Delegate, Quebec Branch, Society of Hospital 
Pharmacists): I would like to make one comment. We refer at the top of page 6 
to the “formulary system”. This is a system by which the medical staff of a 
hospital decides on the medications that it feels are the best for their particular 
institution. These recommendations are generally made through the pharmacy 
committee. Once the decision is made the pharmacist is given the responsibility 
of purchasing the drug which has been chosen by the medical staff of the 
hospital. 
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The pharmacist might—and does—contribute to the basic information on 
the drug, but it is the medical staff which chooses the drug, with the help of the 
hospital pharmacist. It is not the responsibility of the hospital pharmacist to 
choose drugs for the doctor. 


Mr. HowE (Hamilton South): But he does take the role of recommending 
them, or getting the information from the drug companies to give to the 
physician who will be using them on a patient? 


Mr. Fox: This is so. This is part of the total evaluation by which the medical 
staff arrives at their choice of drugs for this particular hospital. This is apart 
from the criteria which are used in purchasing the drug, once the decision is 
made by the medical staff. These are two things apart. The basic decisions to 
use the drug in the hospital are made by the medical staff. 


Mr. Howe (Hamilton South): I have just one other question. Although your 
brief does not deal with prices, you do step into the field of price on page 8 when 
you say that the retail druggist because there is no relation between value of 
the drug and the pharmacist’s services, should charge a cost plus a certain fee. 
Now, my question is this: Since this cost is so variable, as we have found out in 
this Committee—it is dependent on quantity bought—what cost are you going 
to decide on as the basic cost on which to add your fee? We have figures, for 
example, on librium, which sells normally at $12 a hundred retail, varying from 
$4.68, when bought in large quantities, to $7.20, which is your 40 per cent 
discount. How are you going to establish this when the cost price is so variable? 
This is going to lead—and perhaps even more so than now—to different costs for 
every drug store. 


Mr. Fox: I can only generalize on a situation of this sort by saying that it is 
up to a hospital, or an institution, or an enterprise, to establish its own cost by 
whatever method it determines. In a hospital perhaps we would do it from the 
invoice cost, but this has to be decided by each institution or enterprise that is 
selling drugs. I cannot establish what may be the cost for every individual 
pharmacy or every individual hospital. This cost may vary from place to place. 


Mr. Howe (Hamilton South): You put yourself in a field which really does 
not concern you when you make the suggestion on page 8 that you feel that the 
pharmacists should do this. You are not in this field at all in selling retail drugs. 
You simply dispense to patients drugs which are bought by the hospital. This 
suggestion about cost, on your part, is really not in your field of endeavour at all. 
Am I not correct? 


Mr. Fox: Well, we feel very strongly about this. We do feel that, regardless 
of what the basic cost of the drug is, ranging all the way from a few cents to a 
few dollars, the function of a particular drug for a particular patient has no 
relation to its cost at all; it depends on the condition of the patient. Yet the 
service to provide the patient with this drug is the same, regardless of whether it 
is fifty cents or ten dollars; its action on the patient may be satisfactory in both 
cases. I believe that a pharmacist, regardless of where he is, performs a profes- 
sional function which is not determined at all by the cost of the particular 
ingredient. 


Mr. Howe (Hamilton South): But the increased cost of a drug creates an 
increased cost and risk of money in the purchase of a large or more expensive 
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drug to put in his pharmacy. You are not in this field, and this is why I suggest 
that this suggestion in your brief is really more an opinion and is not rather 
based upon any experience that you have in this field? Am I correct? 


Mr. Fox: Yes, this is probably right; but it could become a factor in the 
future when an equalization of a professional, service might be spread over a 
larger area. This is why we have included it as an opinion of the Society. 


Mr. HOWE (Hamilton South): You mean when the day comes when we may 
have a proper medicare plan? 


Mr. Fox: Exactly. 
Mr. HoweE (Hamilton South): Thank you, very much. 
The VICE-CHAIRMAN: Thank you, Dr. Howe. Mr. O’Keefe? 


Mr. O’KEEFE: Mr. Chairman, Dr. Howe has asked the question that I had in 
mind in connection with the stocking of single rather than numerous brands of 
the same drugs. 

They say that the main concern is to provide the patient with medications of 
known quality and effectiveness, and to give the best possible care. 

Now, on page 7, subparagraph (3), they talk about: 

the clinical nature of hospitals to which some manufacturers provide 
medication, without charge, for evaluation. 

Does “for evaluation” suggest experiment on patients? 


Miss GANNON: There are certain investigations that can be carried out ina 
hospital through studies between the Food and Drug Directorate and a particular 
manufacturer and a doctor; but when we discuss clinical trials, this could be a 
medication which has been approved by the Food and Drug Directorate, and 
which is supplied to a physician so that be can make his personal evaluation of 
this particular agent in comparison with something else which he has previously 
used. 


Mr. O’KEEFE: Does the patient know this is happening? 


Miss GANNON: This is not in investigational drugs; this could be a drug 
which is ordinarily available but which the doctor has not used personally, or of 
which he would like to have a wider experience, shall we say. 

I do not know whether I have clarified the point or not. 


Mr. O’KEEFE: I will pass, Mr. Chairman. You know the point I am trying to 
get at. 


Miss GANNON: Mr. Fox can perhaps clarify this. 


Mr. Fox: Drugs for evaluation might fall into two main classes. There is the 
drug that is released by the Food and Drug Directorate for which a notice of 
compliance has not yet been issued. This is called an investigational drug. It is 
released directly to qualified investigators who have the facilities, background 
and training to evaluate the drug. 


Mr. O’KEEFE: Are those doctors, or could they be druggists? Are they 
always doctors? 


Mr. Fox: They are always doctors. They have to fill out the Food and Drug 
Directorate form prior to receiving the drugs from the company for evaluation. 
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This is one type of drug that is evaluated. 

The second type of drug which is evaluated is one for which a notice of 
compliance has already been received. This is released for marketing, but it isa 
new drug, and, for their own benefit, a particular institution may want to gain 
more experience of it, to see whether it does contribute something new to drug 
therapy and whether it is better than the agent which is already in use in the 
hospital. 

This drug is not released for general use in the hospital; it is usually 
released to an investigator, but this time he does not have to fill out the Food and 
Drug Directorate form because the drug is already marketed. Even a drug of this 
type, for the first two or three years, is still considered to be a new drug, and 
reports are still issued on the clinical experience. But I would like to re-empha- 
size that this is not an investigational drug. The first class is; the second class is 
not. 


Mr. O’KEEFE: I quite understand that, sir, and I am not being critical, but it 
seems to me that all drugs are, to some degree, dangerous, and I suggest that, no 
matter what type of drug is being used for evaluation, an out-patient should 
know that this is happening to him. Would you agree with that? 


Mr. Fox: I do not wish to comment on the medical responsibility, or the 
hospital responsibility, of this particular aspect, but the hospital does have the 
regulations and they have a constant view, and I am sure that the responsibility 
of the hospital and the medical staff are in relation to the task that they are 
undertaking. 

Mr. O’KEEFE: Do you ever have drugs in the hospital that do not meet the 
standards of quality? Some of those drugs, I understand, are supplied to the 
hospitals at less than cost. I feel it is possible that some of them might not be of 
the proper standard. Have you had experience of cases like that? 


Mr. Fox: There may be such drugs, but I have not seen them myself. 
Mr. O’KEEFE: Thank you. 
The VIcE-CHAIRMAN: Thank you, Mr. O’Keefe. Dr. Rynard? 


Mr. Rynarp: Mr. Chairman, there are a few things that I would like to 
establish. As I look over the brief I think that far too many big words have been 
used which has made it a little more complicated than is necessary. 

In the first place, when a doctor writes a prescription the pharmacist fills it. 
Is that not the number one thing in any hospital? Is that right? 


Miss GANNON: Basically, this is so, but I think we have made the point, sir, 
that in hospitals the order often does not come directly from the doctor to the 
pharmacist, but it can be transcribed by the nursing unit of the floor; so that, In 
effect, you get an order that has been written on someone else’s authority. 


Mr. Rynarp: Do you mean that today you are filling prescriptions without a 
prescription? 


Miss Gannon: No, sir. The doctor’s original order would be on the floor. 
Mr. RyNARD: Do you get a copy of that? 
Miss GANNON: Yes; that is right. 


1462 DRUG COSTS AND PRICES Nov. 29, 1966 


Mr. Rynarp: And you follow the doctor’s order and you fill the prescription 
that he has written? 


Miss GANNON: Basically, this is correct. 


Mr. RyNaRD: Well, where “basically” is it not correct? This is what I want to 
know. I think this is of very great interest to the people here. Do you have 
doctors writing prescriptions that you are not filling, or that you are changing? 
Let us get this straight. 


Miss GANNON: Would you like to speak on this, Mr. Stewart? 


Mr. STEWART: In Canada there are still many hospitals which have nurses 
transcribing the doctor’s original order, and this is sent to the pharmacy. Not all 


hospitals in Canada get an actual carbon copy of the doctor’s order. The other 
thing is— 


Mr. Rynarp: Where do you see this order, then? Do you fill this by 
telephone? 


Mr. STEWART: The transcribed order comes to the pharmacy by messenger. 
Mr. RyNARD: It comes by messenger, on a written form? 


Mr. STEWART: Yes, on a written form; transcribed by the nurse from the 
doctor’s orders. 


Mr. Rynarb: Why is it not signed by the doctor, then? 


Mr. STEWART: Because the medical men write their orders and sign them in 
the doctors’ order book, and this constitutes the legal order for the drug. 


Mr. RYNARD: In how many hospitals in Canada is that going on? 


Mr. STEWART: I cannot give you exact numbers, but I know it is going on in 
many hospitals. 


Mr. RYNARD: Would you say in more than half, or in less than half? 


Mr. STEWART: I would say that perhaps it is less than half, but it is still 
going on. For instance, there are many large hospitals that— 


Mr. RyNARD: What about the Toronto General Hospital? 
Mr. STEWART: There it is the nurse’s transcribed order which is being filled. 


Mr. RyNarD: It is the nurse’s transcribed order. You have no fear of running 
into a mistake in this way? 


Mr. STEWART: I might say, sir, that the pharmacists and the pharmacy 
committee are anxious to change this traditional concept and to use a carbon 
copy of the doctor’s original order. 


Mr. Rynarp: In other words, you are trying to do it, but you have not got 
around to it? 


Mr. STEwartT: This is in progress. This is a thing which has been done 
traditionally for many, many years, especially in larger hospitals throughout 
Canada, and it is not an easy thing to change to a new system overnight. 


Mr. Rynarp: I know hospitals where you would not get the drug unless you 
wrote the prescription right there. I believe that is one of the requirements of 
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the Ontario Hospital Commission or one of their suggestions. I think it is mis- 
leading to say that you fill a prescription on a nurse’s order. You may be doing 
it, but you are not doing it legally. Let us put it that way. 

You do fill all doctors’ prescriptions—we take that for granted—as they are 
written. You do not fill out any on your own. That fact is established. 

The second thing is: Whether the doctor writes a generic name, or a name 
brand, do you fill it without question? 


Mr. STEWaRT: If he prescribes a name brand and it is a product which is not 
stocked in the pharmacy and we have the equivalent, under the formulary 
system the medical staff gives the pharmacist the privilege of providing the 
brand which is stocked in the pharmacy. 


Mr. Rywnarp: Let us suppose that the doctor does not want to use that 
generic brand. Suppose that he is a little afraid. He has a sick patient and he 
wants to use a certain drug. Do you mean to tell me that you will substitute a 
generic brand for the one that he feels will work? 


Mr. STEWART: With the permission of the medical staff this would be done, 
unless the doctor actually indicates on the prescription that he will not accept 
another brand. 


Mr. Rynarp: In other words, the doctor has the final say on what drug he 
uses? 


Mr. STEWART: Yes. 


Mr. RYNARD: Well, let us say this and keep things in their order. 
Where research is being carried out, those drugs are being provided by the 
firms free of charge, in most cases to your dispensary. They are not a cost? 


Mr. STEWART: This is true. 


Mr. RYNARD: So that does not enter into the picture. That is why I say that 
although your brief is well-written, and there are a lot of big words in it, it is 
rather misleading. 


Mr. STEWART: But, sir, the ultimate cost to the public of providing phar- 
maceutical services to patients is actually a matter of service as well as cost of 
medication. 


Mr. Rynarp: Yes; when your recommendation is taken; but how often does 
the Ontario Hospital Commission come around and check on you? How often 
does a representative come in and say: “How are you running this place’’? 


Mr. Stewart: There are representatives from the Commission who are 
willing to come to any hospital at any time. 


Mr. RyNArD: But do they not go? They are not only willing, but they go and 
they make it their business to go. Then, we have all the facts on hand here, 
gentlemen; that this is checked by a member of the Ontario Hospital Commis- 
sion; that the doctors do write the prescriptions; that the doctors have filled the 
prescriptions that they specify; and that in the case of research the drugs are 
provided free of charge by the firms which are interested in carrying it out. I 
think this covers the field. 


The VickE-CuHarrman: Is that all, Dr. Rynard? 
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Mr. RYNARD: Yes. 
The ViIcE-CHAIRMAN: Mr. Orlikow? 


Mr. ORLIKOW: Mr. Chairman, I would like to explore just a little bit the 
question of costs which Dr. Rynard has been asking about and which are 
referred to on page 7 in the section headed “Pharmaceutical Service to the 
Outpatient”. You list four reasons why the cost of drugs, as dispensed in a 
hospital, may be lower than those charged to the retail trade. This is merely an 
epinion. You have not had access to the books of the pharmaceutical manufac- 
turers to know what their costs are, have you? 


Mr. Stewart: No: except that we know that in promoting a new drug a 
manufacturer would come to the hospital and offer either to give this drug to the 
hospital for a certain period of time, or to sell it at a special price which is later 
increased. Therefore, we do know that very often the consideration is given of 
allowing the hospital to use this medication for a period of time at a cost less 
than the normal charge to the hospital. 


Mr. OrLIKoW: Has your organization looked at any of the studies made by 
the Restrictive Trade Piactices Commission, or the Kefauver committee in the 
United States, which would indicate that the pharmaceutical manufacturers 
actually made money—or did not lose money—on the drugs which they sold to 
hospitals and veterans’ hospitals, and so on? . 


Mr. STEWART: I do not believe that our Society has made any study of these 
matters, sir. 


Mr. ORLIKOW: In other words, then, there is not much factual evidence in 
your submission with regard to the cost of drugs and the prices charged by drug 
companies, either to you or to the retail druggists? 


Mr. StTEwart: Although we are not aware of actual manufacturers’ costs, we 
believe sincerely that the four points which we have outlined are factual. 


Mr. OrLIKow: I think it has been established by a number of questions, 
including those by Dr. Rynard that the drugs which you dispense are drugs 
which are prescribed either in the original form by the doctor who writes the 
prescription or, in some cases, by the medical staff of the hospital which author- 
izes the use of the particular brand that is being stocked by the hospital 
dispensary. But it is the doctors who make the decision to what brand or 
make of a particular drug shall be used. That is correct, is it not? 


Mr. STEWART: The doctor has the privilege, certainly, of specifying the drug 
of his choice, but the medical advisory board and the pharmacy committee very 
often give the pharmacist the responsibility of making the choice where there 
are a number of competitive brands available. 


Mr. ORLIKOW: Perhaps you can tell us only about the hospital in which you 
work, but I understand that a large number of hospitals—not all hospitals—use 
a generic product instead of one of a brand name made by one of the big 
companies, in the case of drugs used very frequently, such as tranquillizers and 
antibiotics. Perhaps you cannot answer for all hospitals, but can you tell me what 
happens in the hospital with which you are connected? Let us take tranquillizers 
as an example. 
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Mr. STEWART: Yes, this is true. Where it is a large volume item and it is 
available on a competitive basis the drug would be purchased on a generic 
specification. However, it could be that one of the name brand companies are 
actually the suppliers. It does not necessarily follow that a name brand is not 
the drug which is actually bought in the final analysis. 


Mr. ORLIKOW: Does the hospital save a substantial amount of money by this 
type of purchase as compared to using, for example, a tranquillizer like 
equanil? 


Mr. STEwakrt: There certainly is a considerable saving to be made when only 
one brand is stocked, because one may buy a much larger quantity without the 
further consideration of splitting up the usage into four or five different brands. 
This in itself is a saving; and then, too, there may be competitive bidding for the 
product, which serves to decrease the price, as well. 


Mr. ORLIKOw: If the hospital dispensary is using a generic tranquillizer is it 
the medical staff which has decided that this is the proper one to use? 


Mr. STEWART: The medical staff, through the formulary system, gives the 
pharmacist the privilege of buying and stocking one brand only. 


Mr. ORLIKOW: This Committee has been told frequently by the large drug 
companies that this country has to be very careful about the use of generic 
drugs, because very often—I am not quoting exactly, but I do not think I am 
exaggerating—the generic drug will be of inferior quality to the brand name 
product, and that there could be very serious effects on the health and welfare of 
the patient. To your knowledge, in the hospital in which you operate, has there 
ever been any difficulty as the result of the use of generic drugs such as 
tranquillizers and antibiotics? 


Mr. STEwart: To my knowledge there have been no reported problems 
through the use of drugs which have been purchased by generic name. I do want 
to clarify, though, that although it is purchased by generic name it may be that 
the lowest bidder is a brand name manufacturer. 

I believe there is confusion in the minds of the general public. They think 
the word “generic” automatically means cheap drugs. It is true that when you 
can go out on a generic specification to five or six possible sources of purchase, 
certainly there is more competition, and it is often possible to make a considera- 
ble saving in this way; but it is quite possible that the lowest bidder could be a 
brand name manufacturer. 


Mr. ORLIKOW: But he would bid low only because, I assume—and you will 
have to make an assumption, if you answer the question—he knows that if he 
does not bid low he is not going to get the business. Is that not true? In other 
words, you have brought the element of competition in, and the company knows 
it has got to compete and it competes by cutting the price. 

The point I am trying to make—and you can probably answer me with a Yes 
or No—is that if generic drugs are used, provided proper medical care has been 
taken to ensure that the drug used is satisfactory, there can be a substantial 
Saving to the person or the institution which needs to use the prescription. Is that 
a fair assumption? 


Mr. STEWART: Yes, I would say so. 
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Mr. OrLIKOW: Mr. Chairman, I think that answers my questions. 


Mr. Rynarp: Mr. Chairman, I would like to ask a supplementary here, jg | 
may. There was a little bit of wavering on the point of whether a doctor could 
get the prescription filled that he wrote and requested for his patient, on whether 
a generic drug might be put in. Now, the unequivocal answer was that he could, 
previously, but there was a little bit of wavering, if I interpreted it correctly, in 
the statement made to Mr. Orlikow and I want to know whether his first or last 
statement is the right one. 

Mr. Stewart: To my knowledge they are both correct, sir. If the doctor 
really feels that he wants a brand name, and yet the hospital has purchased 
another brand and is routinely supplying this, he may, if he so desires, indicate 
on his order that he will accept no other brand, and this would have to be 
brought in specially for this doctor. 


Mr. RYNARD: But you would do that? 
Mr. Stewart: Oh, absolutely. 


Mr. Rynarp: Then you are correct in your first statement. That is what I 
wanted to know. 

Now, you say that your generic drugs work all right—and I am not going to 
belabour this point because I am sure some of the others will bring it up—but 
do you run any tests on those drugs to see that they are all right? 


Mr. STEWART: Yes, we do. 

Mr. Rynarp: You are running tests? 

Mr. Stewart: Yes, we send them out to independent laboratories. 
Mr. RyNARD: In other words, this adds to your expense. 


Mr. STEWART: Yes. 


Mr. ORLIKoW: I have just one more question, Mr. Chairman. The effective- 
ness of a particular brand of a particular drug is the responsibility of the 
doctor. If a doctor wants to use a particular brand he will use it. If the doctor 
wants to take the precaution of having it tested he will do it himself, or he will 
ask you to do it, and you will test it in the ways which the doctor wishes it to be 
done. Is that correct? é 


Mr. Stewart: If he insists on a certain brand which we do not stock we will 
obtain it for his patient. I doubt that it would ever occur that he would say: 
“Well, now, bring this in and test it’’, because he has already made up his mind 
that this is what he wants, and this is what he will get. 


Mr. Ortikow: No, that is not my question. If the hospital dispensary is using 
a generic drug, and is not using any particular brand name and it is doing so on 
the decision of the medical staff of the hospital, if they have any doubts they 
wil ask for tests either by you or by themselves, or by some independent 
organization. 


Mr. STEWART: Yes, that is correct. 


Mr. OrLIKOW: So that in the final analysis the drugs which are used are 
decided upon either by the hospital medical staff or by the individual doctor, and 
they are responsible and make the decisions; is that correct? 
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Mr. STEWART: They make the ultimate decision, yes. 
The VICE-CHAIRMAN: Dr. Isabelle? 


Mr. ISABELLE: Mr. Fox, could you tell us if hospitals are receiving “kick- 
backs’ from pharmaceutical companies? 


Mr. Fox: I would like to know the definition of “kick-backs’’. 


Mr. ISABELLE: I mean that if you are buying a thousand bottles of serum do 
you receive 25 or 100 bottles free? 


Mr. Fox: I do not believe this would come within the context of what we 
_ understand by the term “kick-backs”. I would say that whether the price is per 
unit, per dozen, or per lot, this is stated directly on the invoice. You can check 
whether a certain amount agrees with a certain quantity. Any way you look at it 
you can break it down to a unit price. It depends on the policy of the company 
you are dealing with, and ten different companies might have ten different 
_ policies. 


Mr. ISABELLE: But when you buy a carload of serum, or any phar- 
_maceuticals. As a matter of fact, this has no influence at all? 


Mr. Fox: No; a hospital can only buy the amount they use in a certain given 
period of time, regardless of whether there is an extra quantity on the lot they 
purchase. 

| Again, I feel that this is directly broken down to the cost of the drug. As a 

'matter of simple arithmetic most hospitals would like to have the unit price 

_ Stated on the invoice so that they do not have to figure out, if they get one extra, 
how much it would be; but on the unit price, I do not believe that this has any 
bearing on the purchases of an institution if the institution cannot use the 
quantity stated. Naturally, if the institution can use it, and there are extra goods 
stated on the invoice, this is part of the better price. 


Mr. ISABELLE: So that you know for a fact that it is written on the invoice, 

shall we say, “100 bottles free’’. I imagine that the 100 could be 50 or 10 or five. I 

know of some hospitals which are dealing with some companies and which, 

_ instead of taking the free pharmaceuticals, as you mention, on the invoice, 

change it to some kind of mineral waters. In other words, they exehSuee the free 
supply that they were to have received for mineral myaters. 


Mr. Fox: This may be occurring, but I do not have any personal knowledge 
of it. 


Mr. ISABELLE: That is why I used the term “kick-backs’’. Perhaps that word 
is too sophisticated. 


The ViIcE-CHAIRMAN: Is that all, Dr. Isabelle? Thank you very much, doctor. 
Dr. Brand? 


Mr. BRAND: Mr. Chairman, I would like to ask a few questions here. First of 
all, in your experience as a hospital pharmacist is there ever a time when you 
would not buy certain types of drugs from certain firms because they were of 
inferior quality? 

Mr. Fox: I would certainly say that one of the criteria would be the 
reputation of the company. If the Food and Drug Directorate had shown on their 


recall list that some products were confiscated or returned for mislabling, or for 
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other reasons, certainly it would not be very wise to purchase from that 
particular company. 


Mr. Branp: In other words, you have had the experience of refusing to buy 
from certain firms. 


Mr. Fox: I have not had direct experience of it, but I have heard of it. 


Mr. Brann: Do you believe that the current Food and Drug standards are 
adequate to provide safety and therapeutic efficiency in the drugs which are 
offered to you? 


Mr. Fox: I would say that it is the purpose of the Food and Drug Directorate 
to set what they consider to be the minimum standards and regulations for a 
drug appearing on the Canadian market; and we would assume that a drug 
which has been passed by the Food and Drug Directorate would meet those 
standards. Nevertheless, we have a responsibility to go a little further than 
that and, according to the established criteria to make a selection of drugs 
from a company of which we have intimate knowledge and which we feel has 
the facilities and equipment to produce this drug satisfactorily. 


Mr. BRAND: You rather ‘“waffled” around the question a little bit, did you 
not? On page 493 of the 1962 report of the Restrictive Trade Practices Com- 
mission, Dr. Morrell of the Food and Drug Directorate stated that the staff of this 
governmental agency would need to be increased two to three times its present 
strength to be able to test and check drugs adequately in Canada. Do you agree 
with that? 


Mr. Fox: If Dr. Morrell said it I imagine he had a basis for saying it. 


Mr. Brann: I believe he had, too. Do you believe that there are any drugs on 
the market today which have been passed—and presumably available to be 
bought by hospitals—which may not meet the standards of therapeutic 
efficiency? 


Mr. Fox: It is possible. The Food and Drug Directorate cannot, as 
you say, check every drug and every sample of drug from every company in this 
wide land of ours. 


Mr. BrAND: What I am suggesting, of course, is that some of these drugs may 
be sold to hospitals. I know it is a fact, although you have not stated it, that in 
certain hospitals—for example, the University Hospital in Saskatoon—one 
of the conditions of membership of the staff is to accept the hospital for- 
mulary. Let us take the specific example of phenylbutazone. Even if you order 
butazolidine (Geigy), they would, nevertheless, substitute whatever drug they 
happened to have purchased in quantity. I noticed that you did refer to the 
“lowest bidder” a little earlier, so presumably you buy largely on price? 


Mr. Fox: No, I would not agree with that entirely. 
Mr. BRAND: Which part of that? 


Mr. Fox: Economies may result from this system, but I think the first 
consideration is the quality of the drug, in order to render the best and safest 
treatment of the patient. This is the first consideration. 


Mr. Branpb: The reason I asked this is that a recent paper has been pub- 
lished, which was presented before the annual convention of the Canadian 


| 
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Pharmaceutical Association at Saint John, New Brunswick on August 16th of 
this year. Perhaps you were there. It is the Searle-Pernarowski paper of the 
University of British Columbia, which indicated that the results of an investiga- 
tion showed that 5 of 23 brands of phenylbutazone at present on the Canadian 
market failed to comply with the existing specifications. In other words, this 
implies—and I quote from the paper—that “30.4 per cent of the preparations 
should not be on the market.” How do you guard against buying this sort of 
thing in hospitals? 


Mr. STEWART: May I make a comment, Dr. Brand? 
Mr. BRAND: Certainly. 


Mr. STEWART: We have had the experience of tendering and receiving bids 
and of rejecting them, too, starting with the lowest bidder, and then, by doing 
appropriate sampling and sending it out to independent laboratories, have had to 
reject two makers, and have had to accept the third highest. So that we cannot 
have these facilities, as I mentioned before, in the hospital; they are very, very 
expensive and very specialized; there are independent laboratories who can do 
this and, as was pointed out previously, it does cost money to have this done. 


Mr. BRAND: This would certainly be true only in the larger centres. Is that 
not so? What about some of those hospitals out in the hinterland? What are they 
going to do? 


Mr. STEWART: I sincerely believe that unless they are prepared to have this 
type of testing done— 


Mr. BRAND: Where are they going to have it done? 
Mr. STEWART: They could have it done by independent laboratories. 


Mr. BRAND: Yes; but where? In the case of a small hospital of 100 or 200 
beds, do you think that they can afford to have this done nowadays by sending it 
down to independent laboratories in eastern Canada from, say, the west? 


Mr. STEWART: No, Dr. Brand; I think perhaps it would not pay the small 
hospital to have this expensive testing done for the quantities they are using. 


Mr. Howe (Hamilton South): Can this information not be passed from one 
hospital to another in the case of the large hospitals doing it? 


Mr. STEWART: This would not necessarily be true because each lot number 
requires testing; and this is when you are buying from a reputable manufactur- 
er. Your only alternative, if you are not prepared to do this, is to buy from a 
manufacturer in whom you have complete confidence. 


Mr. BraAnp: The next question obviously would be this: Have any of these 
drugs that you have rejected come from any of the members of the Phar- 
maceutical Manufacturers Association of Canada, the PMAC group, or have they 
come from the smaller generic houses? 


Mr. STEWART: This is a difficult question for me. I am not trying to dodge it, 
but, of the two companies, I can think of the name of one, and I am not sure of 
the name of the other company; and I am not really sure whether they are 
members of PMAC or not. I actually do not know whether they are members of 
PMAC. 
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Mr. Branp: And yet you have made the statement that you look into the 
background of a company before you buy and know the reputation of the 
company before you buy. You did make that statement, I believe, or one of you 
did? . 

Mr. STEWART: Mr. Fox is the one who made that statement. 


Mr. Branp: Therefore in these two instances you did not really look into the 
background of the company before you bought, I take it. 


Mr. STEWART: In the instance where we rejected these two brands, it went 
out on a very wide tender because it was a product that was available from 
many, many different sources. This is not always true. Sometimes there are only 
two or three sources. In this case it was felt that the hospital wanted to do 
testing by independent laboratories; and these companies that did make bids 
were known—whether or not they are members of PMAC, I do not know—but 
they were known as suppliers of drugs. I believe one was in Montreal and the 
other in Toronto, although I would not want to make a definite statement be- 
cause I am not sure. I know the name of the one we rejected, but I am not sure 
of the name of the other. 


Mr. Branp: Perhaps you can obtain those names for us and send a letter to 
the Chairman of the Committee. I think it would be very useful. 

However, I think it becomes increasingly obvious from your statement that 
you do send drugs out for independent assay and therefore, that you distrust 
some of the present methods used by the Food and Drug Directorate in exam- 
ining drugs, because otherwise you would not need to do this, would you? 


Mr. Stewart: As Dr. Morrell has said, it is impossible for the Food and 
Drug Directorate to test every lot that is coming off the production line. 


Mr. BRAND: The answer would be “yes” then, would it not? 
Mr. STEWART: Yes. 


Mr. BRAND: I noticed a basic ambivalence in your brief. I am curious about 
the reasons why. On pages 7 and 8 you make two conflicting statements, one- 
perhaps because all of you are members of the Canadian Pharmaceutical Asso- 
ciation; I do not know. But you do say on page 7: 

In the purchase of medications, hospitals enjoy a preferential position 
in obtaining price benefits for a number of reasons: 


which you then go on to state; this is fine, and probably quite correct. At the 
top of page 8 you say: 
Without prejudice to the right to seek tender on quantity, the 
Canadian Society of Hospital Pharmacists approves a policy of like price 
for like quantity to all legally qualified to purchase, with the expectation 
that a more equitable cost can be achieved to the ultimate benefit of all 
patients. 


Surely what you are suggesting here is that this is fine. You enjoy a 
preferential position at the moment due to the ability to purchase in large 
quantities on the bid system, because hospitals may buy together in a metropoli- 
tan area, and the traditional charitable nature of hospitals where you get drugs 
free, and all this jazz. However, you go on to say that really that is not very 
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nice, and what they should do is to sell for the same price to druggists as they 
sell to hospitals. In effect is that not what you are saying? 


Mr. Fox: We are stating this in a general way as a long-range objective, 
whereby the public at large might benefit from lower drug costs. 


Mr. BRAND: Do you think that raising the prices to hospitals will lower drug 
costs? 


Mr. Fox: Not necessarily. We say that the expectation of a more equitable 
cost can be achieved. Experiences have shown, however, that this may not be 
the case. We feel that the public at large should benefit from lower drug costs 
if the prices to hospitals were to be adjusted. 


Mr. BRAND: Which way? 

Mr. Fox: Pardon? 

Mr. Branp: Upwards? 

Mr. Fox: Downwards. 

Mr. BRAND: You had better explain that one. 


Mr. Fox: Prices to hospitals might be adjusted upwards, but there should 
be a corresponding benefit to the public. 


Mr. BRAND: That escapes me. I am afraid you will have to explain that a bit 
more. How can you lower cost to the public by raising cost to the hospitals? 


Mr. Fox: As I say, this is a general statement that we hope could be 
achieved. Whether it can or not is debatable. 


Mr. BRAND: Let us give you some specific examples. You all received a let- 
ter from the Warner-Chilcott company two months ago in which they gave you, 
for example, agyrol, which I am sure most of your hospitals buy. The increase in 
cost of that one particular compound was 523 per cent over what you had been 
paying. Can you conceivably tell me that this is a method that is going to re- 
sult in reducing costs to the consumer, whether he is in the hospital or outside 
the hospital as an outpatient, or do you feel that all it will do is placate the 
pharmacy trade? 


Mr. Fox: We say this in the expectation that a more Sos cost can be 
achieved. This is the only thing we are saying. 


Mr. Branp: That does not say very much, does it? What you are hoping, 
perhaps, is that the druggists will reduce their costs? 


Mr. Fox: I am not saying the druggists. 


Mr. Branp: How else could you make it cheaper for the public? I am afraid 
this escapes me completely. 


Mr. Fox: The druggist has to base his cost on the price he pays to the 
manufacturer. Therefore, we would say prices of the wholesaler. 


Mr. BRAND: I am glad you mentioned that. We had a brief here the other 
day by Mr. Bass of London Drugs in Vancouver, and we asked him some specific 
questions. He is a retail pharmacist. We entered in evidence here that the cost of 
25 librium capsules from Hoffmann-LaRoche varied in price between $1.98 from 
London Drugs in Vancouver to $5.98 in some other stores across Canada. Yet, 
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Mr. Bass stated that he bought the same capsules from the same firms as these 
other pharmacies. Outside of quantity buying which hospitals certainly do, 
perhaps the same as Mr. Bass does, although not on such a large scale, I find it 
very difficult to accept the idea that the cost to the consumer was based, 
therefore, on just the manufacturer’s price, because it just does not seem 
feasible that there would be a prescription difference of $4—from $1.98 to 
$5.98—in one extreme case. It seems a bit excessive to me. I would like you to 
back up your statement a little more if you could. 


Mr. Fox: I do not know the circumstances of this particular case, but every 
professional person has a right to establish the value of his services. 


Mr. Branp: Do you agree with the Canadian Pharmaceutical Association’s 
suggestion, then—TI believe you do in your brief, although it is a little confusing 
to read—that a reasonable method of payment is cost of the medication com- 
modity plus a professional fee. Do you agree that this will result in the lowering 
of prices? Will this be across the board, or in certain instances only? 


Mr. Fox: I would say the ultimate price of the more expensive drugs 
certainly would be reduced to the consumer. 


Mr. Branp: The more expensive drugs only? The average cost of a prescrip- 
tion in Canada today is about $3.54, although I may be a few cents out. I believe 
that is in the pharmacy brief. I took the pharmacy brief—and I have mentioned 
this before—and I found that by adding a professional component fee in the 
province of Saskatchewan, for example, which is the one I worked out, it would 
raise the cost of 77 per cent of prescription drugs. I found this a very peculiar 
way to lower costs to the consumer. What do you think? 


Mr. Fox: Statistics can be very misleading. 


Mr. BRAND: I am not talking about statistics. I am talking about the costs 
which were presented to us by the Canadian Pharmaceutical Association, and the 
professional component fee which was suggested. Merely by adding the two it 
comes to 77 per cent. You can call them statistics if you like, but it would have 
increased the price of 77 per cent of the total prescriptions. 


Mr. Fox: Did it tell you the percentage of prescriptions that this might have 
lowered? i 


Mr. Branp: I think if you subtract 77 per cent from 100 per cent you will get 
the percentage that are lower. 


Mr. Fox: Twenty-three per cent, in dollars and cents, could mean more than 
the 77 per cent. Or it might mean an equalization—lowering the more expensive 
ones, and the ones that are less expensive built under a certain line, are the ones 
that might go out. It comes back to the professional service of dispensing an 
inexpensive drug which, in most cases, is equal to the service that it takes to 
dispense an expensive drug. This would merely be an equalization of costs. 


Mr. BRAND: What percentage of your total hospital purchases of generic 
drugs do you buy purely from generic drug houses? 


Mr. Fox: It is difficult to answer this because of my definition of “generic”. I 
like to use the given name or non-proprietary name. We use this term in 
describing products that come from large as well as small firms and, therefore, I 
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would like to see most drugs prescribed under their non-proprietary names, if 
possible. 

Mr. BRAND: Do you encourage the doctors in the hospitals to write generic 
names? 

Mr. Fox: I think this is a very good teaching tool. 

Mr. Branp: Is this done, in your experience? 

Mr. Fox: It is done in a good percentage of the cases. 


Mr. Branp: In your experience how many prescriptions for meperedine 
were there in the past year? 

Mr. Fox: We do see some, and in some cases some names are written more 
often than others. It depends on how the name sticks in the memory of the 
_ particular doctor. 


Mr. Branp: Do you agree that demeral would be written much more often 
than meperedine? 


Mr. Fox: Yes, in this case I would say so. 


Mr. Branp: You do agree—I think we covered this earlier—that if the 
doctor wrote a brand name, according to the formulary system you would 
substitute as long as your committee and yourselves, in all fairness, were 
satisfied that it was a drug of adequate quality and kind, and as long as it was 
of exactly the same kind with no changes in the actual compound. Is that 
correct? 


Mr. Fox: Provided an equivalent product is the responsibility of the medical 
staff. Whatever their desires are in this field, this is what we do. 


Mr. BRAND: Do you think the formulary system could be extended to the 
retail pharmacy trade? 


Mr. STEWaRrtT: I think we said in our brief that we did not see a published 
provincial or federal formulary as being feasible, but we do feel very definitely 
that if basic information, not just advertising, were readily available to all 
physicians—and we are not now making suppositions that physicians do not 
know what they are prescribing—that this would help the doctor in his choice of 
drugs. We bring out in our brief that this is one of the functions which we do 
now and which we would like to participate more in in assisting the doctor with 
obtaining, storing and retrieving information on drug products, when he desires 
it. 


Mr. Brann: I think this is a very sensible suggestion. Do you think this 
should be carried out by the Food and Drug Directorate? 


Mr. Stewart: In our proposal we rather think that our Society would like to 
do this in cooperation with hospitals and the medical associations. 


Mr. BRAND: Who would pay for this? Would this dissemination not be rather 
expensive? 

Mr. StEwaRT: We have a proposal for which we are seeking financial 
assistance. 


Mr. BRAND: From the federal government? 


1474 DRUG COSTS AND PRICES Nov. 29, 1966 


Mr. STEWART: We first approached a private endowment agency and we are 
now considering, because we were not successful in this first instance, that we 
might try other government agencies. 


Mr. Branp: Do you not think this would be a legitimate source of govern- 
ment aid? If you believe this would help to reduce the costs and multiplicity of 
drug forms and therefore make it cheaper to the consumer, do you not think that 
this would be a very useful function of government? 


Mr. STEWART: Yes, we would like to do this. As a matter of fact, the 
University of British Columbia now has a federal grant for a phase of this drug 
information, but we would like to see this spread right throughout Canada. 


Mr. BRAND: I have one more question. Are you satisfied with the present 
information provided to poison control centres in your hospitals? 


Mr. STEWaRT: I can speak only for the metropolitan area where I am 
located. The Sick Children’s Hospital has the poison control centre, and we feel 
that that is serving its purpose. They seem to be happy with it, because it 
seems that it is mainly children who are involved in cases of poisoning. We 
certainly assist when there are overdosages and doctors approach us, and we 
have noticed very definite cooperation on the part of the pharmaceutical firms in 
making more and more of this information readily available. 


Mr. BRAND: Thank you very much. 


Mr. Howe (Hamilton South): Mr. Chairman, may I interject a supplemen- 
tary question to one that Dr. Brand was asking a while ago? The gentleman said 
that the results of private testing a drug could not be passed to a smaller hospital 
because it would not necessarily represent the same lot number and, therefore, 
the information would not be of any use. Does this imply that you would then 
have each lot that you get from this drug company tested? 


Mr. STEWART: Yes. We buy only one lot at a time. 


Mr. Howe (Hamilton South): And you would have each one tested as it 
comes in. 


Mr. STEWaRT: Yes. We insist, in tendering, that it be all one lot. If it were 
more than one lot we would have to have two different tests run. It would be too 
expensive; it would double our costs. 


Mr. Howe (Hamilton South): Then the next time you buy a lot you would 
go through this testing procedure again? 

Mr. STEWaRT: Yes, but we are buying this type of drug in large amounts and 
it may be six months or a year later when the next lot is bought. 

Mr. Howe (Hamilton South): But this next lot would be tested again. This 
seems important. Otherwise this information would be of use to a smaller 
hospital. If you were not doing the testing it would put you in the same position, 
so you would, therefore, have to test each lot that you got, whether it be six 
months or a year later. 

The VicE-CHAIRMAN: Mr. Forrestal]? 


Mr. FORRESTALL: I have just one or two questions. We will get away from 
some of the technical matters, because I am neither a doctor, a druggist, nor a 
professional man of any sort. Perhaps each one of the three of you could answer 
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this for me. It is a straightforward question. Do you think the cost of drugs to 
people who have to use them is too high? 


Mr. Fox: I think perhaps some adjustment could be made for chronic users 
of the type of drugs that are life-maintaining. There again, it all depends on the 
type of drug that a person is using, and what the drug is doing. If the drug is 
life-maintaining and life sustaining, I think it is cheap at any price. Nevertheless 
the patient himself might not be able to afford it, and I think these patients 
should be assisted. 


Mr. FORRESTALL: You are like most people; you hesitate a little bit. Drugs, 
then, in your opinion, are not too high? 


Mr. Fox: It is very difficult to make one blanket statement of that sort. I 
said before that I would hope that prices of drugs in hospitals could be reduced, 
and I still feel it is not generally realized that the cost of many of the drugs that 
hospitals purchase is quite high. 


Mr. FORRESTALL: I am just interested in your three individual opinions as to 
whether or not drugs are too high. Would you, Miss Gannon, think that the cost 
of drugs is, indeed, too high? 


Miss Gannon: I tend to agree with Mr. Fox. I think that one of the reasons 
that we have suggested the idea of a professional fee plus the cost of the 
medication commodity itself is to reduce those higher priced drugs to the point 
where the burden on the patient would be not quite so great. I would be inclined 
to think that in general, perhaps, the lower priced drugs are not excessively 
priced to the patient, and that this system could help to lower what could be a 
problem. 


Mr. FORRESTALL: Would you care to make a brief comment on this, Mr. 
Stewart? 


Mr. STEWART: In a general sense, I really honestly do not think drug prices 
are too high, but I do agree with the statement that where there is an unusually 
expensive drug the professional fee concept certainly would help to lower the 
cost. Considering many other commodities that people buy, I think drugs are 
actually very reasonable on the basis of what they do. 


Mr, FORRESTALL: Because you are primarily concerned with work in hos- 
pitals, could I ask you a couple of questions which may be outside of your 
purview altogether? First of all, what percentage of drugs used in hospitals 
would fall into the category that we know as ‘“‘samples’”. You refer to hospitals 
being ‘charitable institutions”. I am sure what you mean is that the nature of the 
relationship between the drug manufacturer and the hospital is charitable in 
some instances. I have not run into a charitable hospital yet. What percentage of 
drugs that come into your hospital are samples. Would it be 5 percent or 50 per 
cent that are supplied to the hospital either as samples or free of charge? 


Mr. STEWART: I would say, at least in my experience, that it is a very, very 
small percentage of the total volume of drugs used in the hospital. It is rather 
insignificant compared with the overall volume of drugs used. 


Mr. FORRESTALL: How does the cost of these drugs administered in hospital 
show up? Is it a straight billing to the patient? I have never been in a hospital. 
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Mr. STEWART: In the various provinces I suppose there are different plans, 
but in those provinces that have a “drugs included” plan with their hospitaliza- 
tion— 


Mr. FoRRESTALL: I am sorry to interrupt; I know somebody has to pay for 
it. For example, if somebody orders an aspirin tablet, how much does that aspirin 
tablet cost the patient in the hospital? 


Mr. STEWART: Under this scheme there is no billing for the individual 
patient for the cost of drugs, but simply an overall cost to all the patients who 
are hospitalized. 


Mr. ForRRESTALL: The hospital says in 1965 the cost is so much to have 
trained pharmacists and to buy drugs; they can anticipate so many patients, and 
they just divide the patients into the drug costs and build it in to the basic per 
diem cost. 


Mr. STEwakrtT: That is right; the number of patient days is divided into the 
overall cost of drugs and this gives a per diem cost of drugs to patients. 


Mr. FORRESTALL: Because the total load is shared, there is no way of 
determining drug costs in that sense at all? 


Mr. STEWART: Not to an individual patient, although there may be studies 
made where, for instance, the hospital may be interested in knowing what it is 
costing in a heart area, a neurology area, a special intensive care area and so on. 
In that case an accounting is kept of what is used in this particular area—but as 
a group, again; not for the individual patient. 


Mr. FORRESTALL: It has been suggested to us in an earlier brief that in 
Canada today we are placing too much emphasis on the need for trained 
pharmacists. In connection with that I would ask you two questions. First, what 
percentage of drugs—and you can restrict it to the hospital—would come in a 
prepackaged, predosage ready-to-be-used form? It has been suggested to us that 
possibly 99 per cent of today’s drugs, particularly from the PMAC firms, are 
already prepackaged and predosaged;: all you have to do is count pills or 
something of this nature. How much of the basic pharmaceutical skill that you 
learned in university is put to actual day to day work in the hospital? 


Mr. STEwartT: I would like to make a comment on that. Actually, as far as 
the dosage form is concerned, this is very true. There would be perhaps 5 per 
cent of drugs or possibly even less depending on the prescribing habits of the 
medical staff, that would have to be processed or mixed again. But as far as the 
packaging is concerned—the labelling, proper storage, checking of dosages and 
the checking of storage on the wards—we sincerely feel that not enough of this 
is being done yet. We are encouraging our members to take more care with drugs 
in the hospital. We feel that drugs often can leave the pharmacy and be 
carelessly stored in the nursing area. If this is done the drug may deteriorate and 
then the patient is actually not receiving the benefits. 


Mr. ForRRESTALL: I keep getting the impression from various people that 
pharmacists today have to be better administrators than pharmacists. 


Mr. Stewart: Although it is administration it is also drug control, and it 
requires a concept of what drugs need to be stored and how, and knowing the 
physical and chemical stability of the drug requires scientific knowledge. I 
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believe it is important that the pharmacist be a highly trained individual in 
order to carry out these functions properly. 


Mr. FORRESTALL: The suggestion has been made to the Committee in the past 
that instead of the full postgraduate training that is now required, possibly an 
abbreviated period in a professional school and a professional institution would 
be sufficient. Would you disagree with that? 


Miss GANNON: I would disagree with that. 
Mr. FORRESTALL: You must continue the high standards? 
Miss GANNON: Yes. 


Mr. FORRESTALL: What percentage of actual prescriptions or orders by 
doctors, in the hospital would find its way all the way back to the pharmacy? 
Would it be half of them? Or what percentage would the nurses, having knowl- 
edge of their patients, simply provide from their own drug locker? 


Mr. STEwarT: A rather small percentage. The so-called ward stock, as we 
refer to it in hospitals, is usually limited to such items as common laxatives, 
aspirin and this type of thing that do not require specific directions. 


Mr. FORRESTALL: They keep narcotics, too, because you see them around 
with their little keys. 


Mr. STEWART: This is done not because they are less dangerous or less potent 
but as a matter of convenience. The nurse has them in a locked cupboard, and 
when the doctor orders them she can cbtain them. Of course, she sends full 
records back to the pharmacy of how they have been utilized. 


Mr. FORRESTALL: In short then, she is a druggist. 
Mr. STEWART: No. 


Mr. FoRRESTALL: What I am getting at is that we have been told before that 
nurses dispense drugs, and I am rather interested. Mind you, I do not think there 
should be any lessening of your professional training and background, but this 
has been strongly suggested to us by others. It makes a lot of sense to a lot of 
people, and they use nurses for an example. They say, “Well, you are people who 
have a lower professional training than might be required of a pharmacist.” They 
are, in fact, acting as druggists, are they not? 


Mr. Fox: May I interject here? This rather has to do with the administra- 
tion of the medication. In a patient’s home the patient would take the medi- 
cation himself; in a hospital the medication is administered by the nurse. But 
this does not mean that she is providing pharmaceutical services because these 
are provided by the pharmacist. 


Mr. FoRRESTALL: This is a good distinction. It is the first time I have heard it 
suggested, and that is a clear distinction. Can I take you out of your hospitals 
just for a moment and put you out in the mundane stream of life? It has been 
suggested to us that one area of intervention the government or a Committee of 
this nature could consider is the suggestion that drug stores under the control of 
a registered pharmacist could very well find themselves an integral part of some 
of our larger food shopping areas. For example, is there anything wrong, with 
Dominion Stores putting a pharmacy in the corner of a grocery store? Do you see 
any dangers inherent in sweeping away the traditional isolation that drug stores 
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have had in Canada? The drug store has been the drug store. You do not go to 
the grocery store, the hardware store, to Eaton’s or Simpson’s to buy drugs. Is 
there anything wrong, in your professional opinion, about that concept? 


Mr. STEWART: Personally, I would no more like to see the drug store 
associated with general merchandising than I would like to see the doctor set up 
his office in a supermarket—I mean not as part of the supermarket; he may be in 
a shopping centre. 


Mr. Howe (Hamilton South): Is not a drug store now simply a pharmacy in 
the corner of a general store? 


Mr. BRAND: According to the evidence of the Canadian Pharmaceutical 
Manufacturers and the the Canadian Pharmaceutical Association, this is true. 


Miss GANNON: I am sorry; I did not hear what was said. 


Mr. BRAND: The Canadian Pharmaceutical Association pointed out that in 
their opinion there were very few, if any, drug stores which are purely dispen- 
saries. I disputed this but, nevertheless, they say that most of them are general 
stores with a pharmacy tucked in the back. 


The VIcE-CHAIRMAN: Are there any other questions. 


Mr. MackKAsey: I have a few but perhaps a lot of them have been answered. 
I apologize for being late, Mr. Chairman. Are the members of the Canadian 
Society of Hospital Pharmacists in the employ of hospitals, or are you independ- 
ent pharmacists working in conjunction or cooperation with hospitals? 


Miss GANNON: The Society is a voluntary organization of pharmacists who 
work in hospitals. 


Mr. MAckasey: Do you work in hospitals for the hospital? Does your pay 
come from the hospital? 


Miss GANNON: Hospital pharmacists are traditionally salaried by the hos- 
pital. 


Mr. Mackasery: These are really dispensing units within a hospital where 
perhaps outpatients go to have a prescription filled at the same time as they are 
being treated? 


Miss GANNON: The outpatient service is provided by some hospitals but not 
all. Primarily the pharmacy department of a hospital is for the patients who are 
being treated there. 


Mr. MackasrEy: The reason I am asking is that when I go through the 
Children’s Hospital in Montreal on Saturday—my boy is a diabetic and his doctor 
is in the hospital—I see quite a few people lining up at a wicket, with a 
prescription to be filled. I presume it is a lot less expensive than the corner drug 
store. Are the people who actually work in these units the ones who are 
represented by your Association? 


Miss GANNON: The hospital pharmacists who work in these places, yes. 


Mr. MAcKASEY: In other words, you are not a drug store in a hospital 
administered in theory by employees of the hospital. I notice that you hold your 
annual meeting at the same time as the Canadian Pharmaceutical Association. Is 
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there any link between your association and the Canadian Pharmaceutical 
Association? 


Miss GANNON: Yes. The Canadian Society of Hospital Pharmacists is repre- 
sented on the council of the Canadian Pharmaceutical Association. 


Mr. Mackasey: But, at first glance, do you not represent an element that the 
corner drug store may not favour because a person can buy drugs through the 
drug store in the hospital quite a bit cheaper, in many instances than if he filled 
the prescription in his neighbourhood? 


Mr. STEWART: Traditionally the outpatient departments in the hospitals 
were confined to indigent patients, and even today it is only fair to say that a 
large proportion of many drugs are free to the outpatients. Other drugs go out at 
perhaps only a fraction of the cost, and so on. Some hospitals have a system of 
evaluating a patient to determine what fraction of the cost they should pay. 


Mr. Mackasry: So do some doctors, I understand. I have been interested in 
your discussion of the cost-plus dispensing fee because this has been brought 
up on several occasions. Most witnesses have emphasized that it would probably 
equalize our bill over the year. The point I am getting at is that the druggist’s 
brief, with which I have some sympathy, states that the profession of a druggist 
is obviously not fully appreciated in this country, perhaps because there are too 
many drug stores. Therefore the druggist who may start out with the type of 
setup you recommend in a hospital has to take on the character of a general 
store to justify the dispensing area. I suppose this is the reason why. Do you 
feel there are too many drug stores in Canada? 


Mr. Stewart: I personally sincerely believe that many druggists could not 
make an adequate living on prescription business alone and this has forced them 
to support their livelihood with other lines of goods. The fact is, particularly in 
the smaller communities, that the druggist is providing the health needs, but if 
this is not sufficient to make a living he must, of necessity, stock other lines of 
goods in order to make a reasonable living. I believe this is forced on him. I 
think most pharmacists would prefer to do nothing but prescription and profes- 
sional business. 


Mr. MAcKASEY: There was a very excellent example brought in by Dr. 
Brand earlier. As a pharmacist, can you explain the very wide range of prices 
in any way except, as you say what a person is entitled to charge because of his 
professional standing? I read into the record a few weeks ago a fully documented 
authentic case of a man in Montreal who visited three different drug stores and 
found that the price of a particular Smith, Kline and French tablet—I forget 
precisely what it was for, I think it had something to do with hypertension— 
varied from 11 to 22 cents and, if he could have got back to his place of em- 
ployment, he could have bought it at a little dispensary there for 7 cents. 
Would the cost-plus professional fee apply here? What guarantee would the 
public have as to which cost would be used, or how the cost would be based? 


Mr. Stewart: I am afraid I could not answer that because we are not 
involved. 


Mr. MackaseEy: But you are pharmacists. I think you mentioned earlier that 
your organization is represented on the council of the druggists association of 
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Canada. Surely you are not isolated from the industry or the druggists in general 
just because you are in a hospital. 


Mr. Stewart: It is true that even hospitals would vary their prices to 
outpatients. It is quite possible that a patient if he so desired and it were possible 
to do so, might go and shop in one hospital and get it free, because they might 
class him as one who is eligible for free drugs, and yet, in another hospital he 
might have to pay. 


Mr. Mackasey: But I am talking about the corner drug store now. Are there 
any recommendations you can make to the Committee which would make it 
easier for the buying public to shop around a little more when filling prescrip- 
tions? For instance, would you recommend the abolition of the pad pre-inscribed 
‘with the compliments of such and such a druggist” that the doctor uses? Would 
you prohibit this by law, or would this be a good move? 


Mr. Fox: May I interject? In Quebec this type of prescription form is 
prohibited. 

Mr. MacKASEy: Do you think it would be a good move to extend this right 
across the country? 


Mr. STEWART: I think we would like to see the name prescription pad 
withdrawn. However, I think this is really more a matter of medical profession 
ethics than for the pharmacists. 


Mr. MackAsey: Have you any recommendations that would make it easier 
for the public to shop around when filling prescriptions at drug stores? 


Mr. STEWART: Again, this is a personal opinion. I choose my physician 
because I have confidence in his ability, and I think that by and large the 
consumer chooses his pharmacist the same way, through trust and confidence in 
his professional services and in his integrity. 


Mr. MacKasSgEy: How are you going to have faith and trust in the integrity 
of a druggist in view of the examples Dr. Brand and I gave? I can give you 
another one. I know of a case where a lady who is three or four months preg- 
nant is required to take progestoral and it is costing her $14 a week. I know of 
another person who, unable to pay this amount shopped around in the Montreal 
area about three weeks ago and procured it for $4.90. How are we going to 
maintain this type of happy relationship between the druggist and the patient, 
particularly in a big city like Montreal? 


Mr. STEWART: I would say that living in what you might call a free economy, 
unless there are welfare plans where the cost is defined at an actual list less a 
certain percentage plus a professional fee, like those which have appeared in 
certain provinces of Canada—and there may be something like that in the future 
right across the country or in regional areas—it would be very difficult to have 
two, three of four hundred pharmacists all quoting the same price. If they did 
perhaps they would be suspect under the Combines Act. 


Mr. MAcKASEY: You talk about a free economy system. My experience is 
that restrictive legislation on a free economy system is imposed reluctantly, and 
then only when different groups abuse the desirable features of free economy. 
The reason I ask these rather pertinent questions about the drug industry is that 
we have concentrated on the manufacturers in an effort to drive their costs 
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down, but it seems to me that druggists are also partly responsible. I think it has 
been established definitely that drugs are too high in many instances. 


Mr. STEWART: I do not know what the answer to these fluctuations are, but I 
feel that if the professional fee system was in vogue a lot of this would be 
eliminated. 


Mr. MAcKASEy: Why is the practice not in vogue? What is to prevent it? 


Mr. Stewart: It cannot be done overnight, and neither can it be imposed. It 
has to be accepted, and I think it will be. 


Mr. Mackasey: In the final analysis, under our system the druggist—and 
properly so-—has to operate at a profit. In all fairness to the druggist I feel that 
we do not realize that it is a profession, and that the average druggist earns a lot 
less at the end of the year than he should, considering the degree of study he 
puts into it. It is almost humiliating to see him resorting to cosmetics and silk 
stockings to keep the front door open. I am not anti-druggist. At the same time it 
seems to me that perhaps we should take a closer look at certain countries where 
they limit the number of outlets to the number of people where statistically it 
can be shown that the druggist will be recompensed for his profession—and it 
is an honourable profession. 

In concluding, Mr. Chairman, Dr. Brand mentioned demerol. Again, I am 
fully in accord with Dr. Brand. This is another area of drug costs. We talk about 
the integrity of the doctor; why does the doctor not prescribe the less expensive 
substitute more frequently? 


Mr. Fox: He would, but sometimes he just does not remember the name, 
and he may have a particular opinion about a certain brand. 


Mr. MackasEy: How long would it take him to look up the generic name of 
“demerol’’? 


Mr. Fox: It could be that certain doctors like this particular brand, or this is 
the only brand of this particular drug that they know, and perhaps they are too 
busy to check further. 


Mr. MAckKaSsEy: You say he cannot remember and he is too busy. How long 
would it take him to look it up in a pharmacopeia? 


Mr. Fox: I think this would be one of the functions of the drug information 
service that we have been talking about. This would be of assistance to the 
pharmaceutical and medical professions, and the associated professions who 
would like to have this type of information. We have proposed that this be 
furnished and, in my opinion, not only would this lead to a very good drug 
therapy and safety, but economic advantages would accrue from it, naturally 
and automatically. 


Mr. Mackasry: I can understand a doctor prescribing a brand name, par- 
ticularly in an area where safety is a tremendous factor, and he wishes to avoid 
any side effects and so on. But doctors on the committee have emphasized that 
certain brand name drugs have been on the market for five or ten years now but 
Suitable substitutes which have been on the market for almost as long have 
proven to be safe, yet the doctors do not prescribe them. 


Mr. Fox: Doctors are very busy and given the proper opportunity in rela- 
tion to their time— 
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Mr. Mackasey: If I were a doctor I would think that sometimes a patient’s 
mental anguish because of the cost of drugs would be an impediment to the 
eventual cure of the patient. If a doctor can spend 20 to 30 minutes with a 
patient to find out what is wrong with him, he can spend 3 more minutes, if 
necessary, to find out the generic equivalent of a particular drug and help that 
patient go out and get a prescription filled at a reasonable cost. 

There are too many people who go home with prescriptions and never fill 
them because they cannot afford it. I think you know that as well as I do. Ironi- 
cally, it is not the indigents because they get them filled; it is not the wealthy 
man; it is the growing class in between that does not fill its prescriptions. We 
have heard many estimates here, which I will not repeat or bore you with, of 
the number of prescriptions that are never filled, because people cannot afford 
them. I think more and more it is the fault of the doctor—not the manufacturer 
—who does not want to pass on to the patient, for some reason or other, the 
obvious advantages of a substitute. Why can the doctor not put on his prescrip- 
tion ‘‘demerol or an equivalent substitute’? Is this against the law? 


Mr. Fox: In many cases doctors are taking more interest in this aspect; they 
are calling to enquire and, given the facts, the results are admirable. But there 
again I think that the doctor, being so busy, just does not have the time to read 
all the pharmaceutical references, and he sometimes does not associate the given 
name with the brand name. Of course, there are times when he does know the 
brand name but does want to prescribe it. I may say that many of these so-called 
brand names are available at a reasonable price as well. In some cases doctors 
are enquiring about the price of these drugs for patients who have to take large 
quantities of them. They are taking an interest, but I think we have to help the 
situation along by creating an easily available information system, one that does 
not exist now on a country-wide basis. 


Mr. MacKAsey: Thank you, Mr. Chairman. 


Mr. Howe (Hamilton South): Mr. Chairman, may I follow that up? If this 
formulary system were injected into the private drug stores, would you not 
foresee that this would lower prices by drug companies tendering in order to 
have their particular stock in that drug store? Also, the advertising sent to 
doctors would not be necessary then which would also eliminate considerable 
cost from the drug. Do you not think, with the drugs properly tested, that the 
ultimate prescription the patient has to have filled could cost considerably less 
for these two reasons? 


Mr. Fox: It might. The conditions, though, that exist in a community are 
quite different from those that exist within a closed institution where one 
pharmacist can carry out the policies of the total medical staff of 50, 100 or 150 
physicians. Out in the neighbourhood you have 200 or 300 physicians dealing 
with 200 or 300 pharmacists. On that basis it would be difficult. Nevertheless, a 
wide list approved by the medical staff of the community, supplemented by a 
compendium or drug information service might achieve in the end a result that 
is very close to that. 


Mr. Howe (Hamilton South): Possibly a federal formulary of tested drugs 
of equal efficiency and lack of side effects could be listed, and when this generic 
name were written it would be up to the individual druggist to dispense 
whichever one he carried in stock, which would cut down his expense in stocking 
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various makes to satisfy the needs of different doctors. If this were prescribed on 
a generic name basis it could conceivably lower his need for stock. He would get 
a lower price by virtue of tendering, the doctor would not receive the adver- 
tising, and the ultimate cost to the patient would be considerably less. 

Of course this would not apply to all drugs. We mentioned demerol, and I 
do not know of any generic substitute for demerol. I am speaking of drugs that 
are duplicated now that are of equal efficacy and lack side effects. Is it not 
conceivable that this could lower the price? 


Mr. Fox: It is conceivable. 
Mr. BRAND: Do you know of any generic substitute for demerol meperidine? 


Mr. Fox: There are drug products that are known as “meperidine” and are 
also known under other brand names. There are at least one or two. 


Mr. BRAND: I am referring to those available in this country. I know there is 
preparadol, but that is in the United Kingdom. 

Who puts out meperidine? This is news to me and, I am sure, to Dr. Howe 
as well. 


Mr. Fox: There is at least one that I can think of, and I have seen them on 
the list of various other companies under the name of meperidine. Meperidine is 
spelled m-e-p-e-r-i-d-i-n-e. There is also another given name, pethidine, 
which is spelled p-e-t-h-i-d-i-n-e. 


Mr. BRAND: But are they cheaper? 


Mr. Fox: I just do not remember whether they are or not. I feel that 
initially they were cheaper, but the prices are very much the same today due to 
competition. 


Mr. BRAND: In all fairness, is it not true that in hospitals you buy in ampules 
for purposes either of sterility or ease of dosage for patients rather than buying 
in the much cheaper multiple dosage form, and that you keep up the price this 
way although there may be valid reasons for doing so. You did make the state- 
' ment that doctors do not know the generic names; I want the other side of the 
picture as well. 


Mr. Fox: I should not say that doctors do not know the generic names. I say 
that some doctors do not know all the generic names. Doctors by and large are 
better informed today than they ever were. Going back to your question about 
unit doses compared to multiple doses, I do not agree with the supposition that 
these are more expensive or increase drug costs. There could be a loss of material 
in a multiple does vial; it could lead to transfer of infections, in which case the 
cost of treating these infections could be considerable, and it could lead to 
medication errors. 
| Mr. BRAND: I would be interested in hearing about any case you know of 

where there has been a cross-infection caused by use of a multiple dose vial of 
demerol. I challenge you to produce one. 


Mr. Fox:. I do not know of any cases with demerol in particular— 
Mr. Branpb: I am sure you do not. 


Mr. Fox: —but we have read of transfer of hepatitis through multiple dose 


vials. 
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Mr. BRAND: Yes, but you are going back a few years. As you know, in most 
hospitals now disposable units are used for each individual patient, so you cannot 
really say that you are going to transfer by using the same needle which is 
improperly sterilized, and I think that is a different question. My question was 
this: In unit dosage which comes in 100 milligrams of the drug let us say, and 
you give 25 milligrams to a patient the 75 milligrams is discarded. Is this not 
correct? Whereas, if you use a multiple dose vial, which can be just as sterile if 
handled properly—and we presume in modern hospitals they are—it would be 
cheaper in one particular area to use this multiple dose vial. But is it not correct 
that it is just as easy to account for and things of this nature. 


Mr. Fox: This would be a decision for the medical staff to make. We have 
found from our personal experience that these are not easier to account for. 
Many times with multiple dose vials we have found—for instance with pen- 
tobarbital—that in entering the dosages the staff on the wards come to the 
bottom of the bottle and find that they are short several doses, and this is a 
matter of wastage. 


Mr. Brann: It is wastage the other way too; surely you must admit that. 


Mr. Fox: I still feel that the advantages greatly outweigh the disadvan- 
tages in a product like meperidine, where the use is so tremendous. 


The VicE-CHAIRMAN: Thank you, Dr. Brand. Are there any other questions 
from the Committee members? 


Mr. LAIDLAW: Mr. Chairman, I would like to take a leaf out of Dr. Brand’s 
book, if I may, and refer to the brief submitted on November 17th last year by 
Mr. Bass of Vancouver. For the information of the witnesses Mr. Bass appears to 
be a very highly organized retail prescription druggist. We understand he fills in 
his pharmacy, some 1,500 to 2,000 prescriptions a day and, I believe, if my 
memory is correct, that there are ten pharmacists or more on his staff. In his 
brief he makes some remarkable comments, and in expressing how a prescription 
is dispensed today—and perhaps I should address this question to the Canadian 
Pharmaceutical Association rather than to you—he goes on to say, and I am 
quoting from page six of his brief: 

All it is is a matter of counting; being able to use a typewriter, being 
able to use a razor blade properly, and transferring pills from one bottle 
to another. A pharmacist does not need as wide a knowledge today as he 
did many years ago. He might like to make you believe that the great 
knowledge he has involves years of university and difficult exams but in 
actual fact he is being called on less in this daily task than Pharmaceutical 
Associations would like the public to believe. 


You are a Canadian association. Perhaps this question, as I said, should be 
directed to the Canadian Pharmaceutical Association or one of the provincial 
bodies. Is there a modicum of truth in that statement? 


Mr. STEWART: May I speak to that? 
The VicE-CHAIRMAN: Certainly, Mr. Stewart. 


Mr. STEWART: With respect to the mechanics of dispensing, such as counting 
pills and typing, even a high school student can do that without a college 
education. We realize that there is a mechanical aspect to dispensing. However, 
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we believe in the interest of patient safety that the proper interpretation of the 
prescription is a very important factor, and that you cannot leave this to the 
decision of some technician or high school student. 

In hospitals we have taken steps to eliminate as much of the mechanical 
work of the pharmacist as possible by packaging ahead of time. Where quantities 
of drugs are used we have packaged them ahead of time using non-professional 
personnel under supervision, and careful supervision I must say, because it 
would be a worse error if the product were mislabelled and the pharmacist 
thought that he was giving the proper drug when he was not doing so. Therefore, 
the proper interpretation of the prescription, the proper labelling of the drug 
and the checking to see that the doctor’s directions are fully understood by the 
patient is, I think, an important function for a patient’s safety. 


Mr. LarpLaw: I felt, Mr. Stewart, that your views about this should go on 
record because of the comments that were made. Mr. Bass makes another 
statement in his next paragraph that perhaps you would like to remark upon. 
Referring to the pharmacists he says: 

..-his every action is controlled by various provincial associations which, 
through their disciplinary committees, help to control prices. A pharma- 
cist who gets “out of line” on prices will be called before the disciplinary 
committee and may have his licence suspended or even cancelled. 


Have you any comments to make about that, Mr. Stewart? 


Mr. STEWART: I am not aware that this is a fact, in my experience. I do 
believe that the professional associations frown on unethical advertising by 
pharmacists. 


Mr. LaAIpLaw: I assume you are a member of your provincial association? 
Mr. STEWART: Yes. 


Mr. LaIpLAw: I presume you attend the meetings. Do they have disciplinary 
committees? 


Mr. STEWART: All professional associations have a disciplinary committee, 
but this is not open to all members. A member might be called before a 
disciplinary committee for unethical practice. 


Mr. LaipLaw: Do you know whether they disapprove of retail prescription 
druggists discounting? Do they permit this? Do they frown upon it? 


Mr. STEWART: I believe the acts are confined to unethical activities in the 
way of advertising. 


Mr. LatpLaw: Would discounting be considered an unethical activity on the 
part of the druggist? 


Mr. STEWART: I am sure that there are many pharmacies in Canada today 
that are discounting and are not up before disciplinary committees. 


Mr. LaIpLAw: This leads me to another question on which you might help 
the Committee, and that is another statement by Mr. Bass which appears on page 
eight of his brief. It reads, in referring to this select committee: 

...1f this Committee would move to repeal Section CO-1044 of the Food 
and Drug Act... 
25320—33 
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which is a regulation which prohibits advertising on a retail level of pre- 
scriptive drugs, 
I can almost guarantee that you would see the prices of prescription drugs 
drop 30 to 40 per cent. 


He goes on to say on the next page: 
This would allow the merchandising of prescription drugs through adver- 
tising media by name only. 


I wonder if you have any comments as a Society with respect to the 
advertising of prescription drugs by retailers? 


Mr. STEWART: I would ask Miss Gannon to answer this, but in my estimation 
it is unethical to use the prescription as a means of merchandising. 


Mr. LatpLaw: Mr. Bass elaborates later on in his brief, saying: 
The Pharmaceutical Associations would control our advertising in the 
retail trade, although I have been fighting them successfully on this in our 
courts. 


Do you have any further comment? He has stressed throughout his brief 
that this is one way of bringing the cost of drugs down. 


Mr. STEWART: I honestly could not accept the statement that prices of drugs 
could be lowered 30 to 40 per cent, although I do not feel entirely confident. I am 
simply giving an opinion, as I believe he was giving an opinion that really could 
not be substantiated. 


Mr. LaipLaw: Could you express your concern to the Committee that this 
might be harmful? 


Mr. STEWART: Yes. 


Mr. LaipLaAw: I put it to you that advertising of prescription drugs, provided 
there are qualified pharmacists in the drug store, would do no harm. Would this 
not allow the public to shop around as Mr. Mackasey said? 


Mr. STEwaArT: Look at it this way. If I were a druggist out in a small 
community and there was someone within 100 miles of me who advertised all his 
prescription prices he could take all my prescriptions business away due to his 
great volume of business and other methods. Then I, as a pharmacist, could not 
exist in a small community, and I would have to leave. You might get bargain 
rates by concentrating all your buying in one store, but the pharmacist gives a 
health service to the community. Are you going to deprive him of this by having 
everybody get their prescriptions filled at a bargain rate? Certainly the more 
prescriptions he gets the less he can sell for because he can use volume, just as 
the supermarkets use volume. 


Mr. LAIDLAW: Mr. Stewart, is this not perhaps a fact of life, though? Thirty 
or forty years ago the local grocery stores used the same argument when the 
chain stores came in. Are you going to continue the past into the future at the 
expense of the consumer? 


Mr. Stewart: All I can say is that I honestly do not believe that the pre- 
scription should be a commodity of commerce to be sought at a bargain rate. 
This could even be harmful. If a patient is going to mail in the prescription and 
then have to wait a day or two to start taking an antibiotic it might in the end, 
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be less expensive to have it filled immediately in the neighbourhood drug store. 
Two day’s delay might mean a much more expensive experience in the end. 


Mr. LAIpLAw: I have one final question, Mr. Chairman, to direct to the 
witness. This was discussed earlier this morning. The statement by Mr. Bass on 
page seven of his brief seems extraordinary. I will read it. 

I would remind the hon. members of this Committee that you do not 
have to be a doctor or a pharmacist to dispense a prescription in Canada 
today. In our armed services, prescriptions are dispensed by orderlies; in 
our hospitals they are dispensed by nurses. 


Dr. Rynard brought this up earlier this morning, but I wondered if you 
could elaborate on the armed services at least. Do you have any knowledge of 
this? 

Mr. STEWART: No. I have acquaintances who are pharmacists in the armed 
services. I presume that they have proper pharmaceutical services. As far as 
dispensing by nurses is concerned, I think you are aware that the Canadian 
Nursing Association opposes nurses taking this on, because they feel that it is not 
within their competence. 

Mr. LAIpLAw: Thank you, Mr. Stewart. I wanted the point elaborated. That 
is all I have, Mr. Chairman. 


Mr. BrAnp: I have one question on price-cutting, Mr. Chairman. I do not 
think you answered absolutely my question as to whether you felt that pharma- 
cists did not agree with price cutting. I wonder if I could quote to you from the 
code of ethics of the Ontario College of Pharmacy, Code of Professional Conduct. 
Section 28 reads as follows: mE 4 

The pharmacist should not deliberately underprice a prescription or 
copy for the purpose of injuring the reputation for fair dealing of other 
pharmacists. 


That is in the code in this province. Do you not think that would support 
what you were saying, that they are against price-cutting? It would certainly 
tend to support that, would it not? I have some from other provinces if you 
would like to hear them. And on page 498 of the restrictive Trade Practices 
Commission submission of 1963 this statement appears: 

The evidence before the Commission does not indicate that the high 
degree of uniformity in retail drug prices... 

Incidentally, I disagree with that statement 

...is due to any agreement or arrangement between druggists or to any 
rules of professional conduct adopted by pharmaceutical associations. It 
appears to be due chiefly to a general feeling among pharmacists that 
price cutting lowers the dignity of the profession. Rules of professional 
conduct clearly indicate this attitude. 


What do you think of them apples? 
Mr. STEWART: Was the last statement from the Canadian Pharmaceutical 
Association? 


Mr. Branp: No, the last one is from the report concerning the manufacture, 
distribution and sale of drugs by the Restrictive Trade Practices Commission, 
Department of Justice, 1963. 
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Mr. STEWART: Whose evidence was that? 


Mr. Branp: That was one of the findings of the commission and that is why I 
am quoting from them. Section 28 that I read to you was from the Ontario 
College of Pharmacy’s Code of Professional Conduct in relation to advertising 
and so on. That is exhibit T.24 as presented by that Council to the Restrictive 
Trade Practices Commission. 


Mr. STEWART: I agree that prescription filling is a professional matter. I 
think we would frown at doctors putting out signs “Medicals at a bargain price, 
$4.99”. I honestly and sincerely do not think that a pharmacist should be 
advertising his professional services at bargain prices. 


The Vice-CHaIRMan: Is that all, Dr. Brand? 
Mr. BRAND: Yes. 
The VicE-CHAIRMAN: Are there any other questions from the Committee. 


Mr. FoRRESTALL: You touched on something that intrigued me. Are we see- 
ing the end of an era? I think we are. In my experience, the role of the druggist 
in a small community was that of community confessor. If you had a cold you 
did not go to see the doctor; you asked the druggist what you could take. Is that 
disappearing in Canada? Is the druggist becoming more mechanized? Is he 
simply a machine in society? Twenty-five or thirty years ago his relationship 
was much closer to people. 


Mr. Stewart: I think that this relationship still exists to a large degree in 
the smaller community between the doctor, the patient and the pharmacist. 
However, people now go more and more into larger centres. If a patient is 
seriously ill perhaps his doctor even refers him to a health science complex type 
of institution where they might get highly specialized diagnosis and treatment. 

I am sure the community druggist in the smaller centre is finding it more 
difficult as time goes on to maintain his existence on the basis of the business that 
is available in the community, just as the grocer is having more and more 
difficulty in maintaining his position. 


Mr. FORRESTALL: That is sad, but you are probably right. That was all, Mr. 
Chairman. 


Mr. Howe (Wellington-Huron): Mr. Chairman, I have just one comment in 
this connection. In a lot of small communities there is only one doctor, and you 
were speaking about how busy all these doctors are. Do you not think that in 
some cases people go to their local druggist in a small community out of 
necessity because they just cannot find the doctor sometimes in his office or get 
him on the phone? They go the druggist to get assistance. In other words, in 
some small towns I realize that the druggists are doing some of the doctor’s 
work. 


Mr. Stewart: In a professional aspect, a pharmacist is not permitted to 
prescribe, but another reason I think a pharmacist should be highly qualified, is 
that he can be a means of referring a patient to the doctor, A patient may come 
in with a cold and wants a cough medicine, and a community druggist might say° 
“Mrs. Jones, it seems to me that you have had this cold for over a month. I think 
it is time you went to the doctor, and not keep on buying cough medicine.” I 
have seen this done and I have done it myself many times. 
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Mr. Howe (Wellington-Huron): In other words, the druggist is providing a 
service of that type in the community. 


Mr. BrANpD: Mr. Chairman, in conclusion may I say that although you may 
think I have been a little rough in some ways, I have a very high regard for 
hospital pharmacies because I think they do a most useful service, and I did 
want to put that on the record. I think that without the hospital pharmacists as 
we have them constituted today under the pharmacy committees we would not 
have such a high standard of care in our hospitals. 


The VICE-CHAIRMAN: Thank you very much, Dr. Brand, I was just going to 
suggest that myself. I would like to thank the witnesses for appearing today and 
answering questions on the brief that was put forward. 

On December lst we will have witnesses from the departments of Defence 
Production, Industry, National Defence, National Health and Welfare, and Vet- 
erans Affairs. These are all scheduled for 9.30. The meeting is adjourned. 
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APPENDIX “A” 


A SUBMISSION 
to the 
SPECIAL COMMITTEE ON DRUG COSTS AND PRICES 


by the 
Canadian Society of Hospital Pharmacists 


The Canadian Society of Hospital Pharmacists is pleased to present its views 
to the Special Committee on Drug Costs and Prices, as it has previously ex- 
pressed its views in a submission to the Restrictive Trade Practices Commission 
in October 1961 and in a submission to the Royal Commission on Health Services 
in May 1962. 


Introduction 


The Canadian Society of Hospital Pharmacists founded in 1947 is a national 
voluntary organization of pharmacists engaged in the practice of pharmacy in 
Canadian hospitals. It is composed of 409 members organized in seven branches 
governed by a Council as defined in the By-Laws. (Appendix A) 

The objects of the Society are: 

(a) To improve and extend the usefulness of hospital pharmacists to the 
institution which they serve and the profession of pharmacy in gen- 
eral. 

(b) To provide a means by which pharmaceutical information can be 
conveyed to hospital pharmacists. 

(c) To endeavour to make pharmacy an important part of the program of 
health services in Canada. 

(d) To take such action as may be within its power to obtain a higher 
standard of proficiency among hospital pharmacists in Canada. 


Although the sphere of competence of the Society is professional in nature 
rather than financial, it is our desire to provide helpful information to. the 
Committee, in the belief that cost and price of medication is more than the 
medication commodity itself, and involves a professional service. 

Aim 

The aim of this submission is to provide information on pharmaceutical 
professional service, particularly as it relates to the individual prescription 
medication, the total hospital pharmacy, and the hospital setting, rather than a 
submission of a direct financial or statistical nature. 


An understanding of professional service requires an examination of stand- 
ards of practice, and how such standards apply and function, in various situa- 
tions. Standards for the Practice of Pharmacy in Canadian Hospitals, developed 
and adopted by the Society in 1962 (Appendix B) serve as a guide in the 
establishment, development, and implementation of hospital pharmaceutical 
services, which will provide for the safe use of drugs, their control and distribu- 
tion. 
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These Standards describe the function of the total pharmacy, and the 
responsibilities of the pharmacist, which are administrative and professional in 
nature, and are applied in this presentation, in relation to inpatient and outpa- 
tient service. 


Functions of the Pharmacy Department 

1. Dispensing, distribution and control of all drugs and chemicals issued to 
patients and other hospital departments. 

2. Bulk compounding and prepackaging of pharmaceuticals. 

3. Purchasing, accounting for, storage, labelling, issuing and controlling all 
drugs. 

4. Maintenance of records on pharmaceuticals as required by federal and 
provincial law. 

5. Education: Participation in any educational or training program in which 
there is a necessity to include pharmaceutical background, supplemented by 
means of communication to advise professional groups or recent developments in 
the drug field. 

6. Serves as an information centre on pharmaceuticals and matters pertain- 
ing to the handling and administration of drugs. 

7. Research: Clinical investigation on new drugs shall be carried on in 
co-operation with the pharmacy department. Research programs of either prac- 
tical or scientific nature shall be carried on to an extent consistent with policies 
of the hospital. 


Responsibilities of the Pharmacist 
A. Direct Professional 

1. Responsible for the planning, organization, direction and representation of 
the Pharmacy department. 

2. Dispensing and distribution of all drugs, chemicals and diagnostic agents 
issued to patients and other hospital departments. 

3. Bulk compounding and prepackaging of pharmaceuticals. 

4. Preparation and sterilization of injectable medications when prepared in 
the hospital. 

5. Filling and labelling of all drug containers. 

6. Inspecting all drugs and pharmaceuticals in all hospital departments. 

7. Maintaining the approved stock of drugs. 

8. Issuing all narcotic drugs and maintaining a perpetual inventory of them. 

9. Maintaining records concerned with the operation of the pharmacy de- 
partment. 

10. Supervising the maintenance of the facilities of the pharmacy. 

11. Maintaining current information on provincial and federal laws pertain- 
ing to drugs and drug handling, and keeping the hospital administrator properly 
informed. 

12. Specifying quality and source of supply for the purchasing of all phar- 
maceuticals, chemicals, and diagnostic agents. 

13. Preparing periodic pharmacy reports for submission to the administrator 
of the hospital. 
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14. Maintaining, in co-operation with the accounting department, a satisfac- 
tory system of records and bookkeeping in accordance with the policies of the 
hospital. 


B. Advisory and Teaching 
1. Furnishing information concerning medication to members of the 
medical and nursing professions. 
2. Participating in formulating pharmacy policies and carrying them out in 
accordance with the establishedd policies of the hospital. 
3. Co-operation in teaching courses in the School of Nursing and in other 
educational programs. 


Responsibilities of the Pharmacist to the Inpatient 

The hospital pharmacist’s first responsibility is to the inpatient who is 
dependent on the hospital for his pharmaceutical needs. 

Certain features of inpatient medication include: 

(a) A wide range of medication as well as different dosage forms, such as 
injections that ordinarily are not used by patients outside the hos- 
pital. 

(b) Administration of the medication by a nurse or doctor, rather than by 
the patient himself. 

(c) Frequently the doctor’s original medication order or prescription, is 
transcribed on the nursing unit, before being sent to the Pharmacy. 


Each medication order or prescription which the pharmacist receives, re- 
quires professional judgment on the following aspects: 
(1) the dosage is within official limits. 
(2) the route of administration is logical for the dosage ordered. 
(3) if the drug ordered is a drug manufactured by a pharmaceutical 
firm, purchase of the drug 
(a) meets specifications 
(b) has been stored after purchase under conditions which assures it will 
meet labelled potency. 
(4) Uses special professional knowledge and skill where medication 
requiring compounding is concerned. 
(5) Packages drug in containers which is compatible with its par- 
ticular form. 


(6) Labels with specific instructions to nursing personnel concerning 
the method of preparation, where required, and the exact quantity to be 
administered. 


(7) Categorizes drug according to its particular legal implications and 
keeps records as required. 


These decisions can only be made by legally qualified pharmacists whose 
professional training and education equip them to assume this responsibility. 


The dispensing of prescribed medication, while perhaps the most obvious of 
the pharmacist’ s responsibilities, is only one of the eighteen responsibilities 
outlined in the Standards, all of which are designed to give the patient the best 
pharmaceutical care. These responsibilities require teamwork with the physician 
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and nurse, involving the pharmacist in Adverse Drug Reactions Recording and 
reporting programs, Drug Information Services, and the handling of Investi- 
gational Drugs. 

Drug use control which has been defined as “the sum total of knowledge, 
understanding, judgment, procedures, skills, controls and ethics that assures 
optimal safety in the distribution and use of medication”, is exercised by the 
medical staff, pharmacist, and hospital, through a procedure known as the 
Formulary System. 


The Formulary System 

This is the system by which the medical staff of an individual hospital 
decides on medications, in various pharmacologic and therapeutic categories, 
which will be stocked in that particular hospital. 

The medical staff makes these decisions upon the advice and recommenda- 
tion of its Pharmacy and Therapeutic Committee, which is composed of medical 
staff members specialized in certain areas and the pharmacist. The pharmacist’s 
responsibility is to present factual information on medication to the committee, 
to assist the physicians in their responsibility of evaluating the comparative 
usefulness of medications in specific situations. 

The decisions of the medical staff result in a list of medications (or For- 
mulary), which reflect their judgment of the most effective medications to treat 
the patients in that institution. The pharmacist is then charged with the 
responsibility of implementing the decisions of the medical staff, in purchasing 
and distributing medications of known quality and effectiveness. 

The primary purpose of the system is to make valued judgments, to select 
and to inform those authorized to prescribe and dispense, of the medications 
stocked and readily available in the hospital. 

Although certain economies result through this selective process, and also by 
the stocking of a single rather than numerous brands of the same drug, the main 
concern is to provide the patient with medications of known quality and effec- 
tiveness, to give the best possible care. 

The effective operation of the system requires constant re-evaluation, in 
view of new developments and research findings, coupled with the communica- 
tion of this knowledge to medical, nursing, and pharmacy personnel. 

The decisions of the medical staff of an individual institution regarding 
medication, as reflected in the hospital medication list (or Formulary), are not 
necessarily transferrable to another institution with different needs. In the view 
of the Society, a medication list (or Formulary) on a provincial or national basis 
would not be feasible. The Society believes, however, that a Comprehensive 
Drug Information Service could contribute to the quality of care provided for 
patients of Canadian hospitals. 


Pharmaceutical Service to the Outpatient 

An outpatient has been defined as a person, who in the course of his 
attendance at the hospital receives the services of that hospital including its 
pharmaceutical services. 

Hospitals which have outpatient pharmacy services, usually supply medica- 
tion without charge to those unable to pay, or at a minimal charge to those with 
limited financial means. 
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In the purchase of medications, hospitals enjoy a preferential position in 
obtaining price benefits for a number of reasons: 

(1) the traditional charitable nature of hospitals to which some 
manufacturers contribute, by providing special discounts, or providing 
drugs without charge. 

(2) the ability to purchase in large quantities and on the bid system. 

(3) the clinical nature of hospitals to which some manufacturers 
provide medication, without charge, for evaluation. 

(4) the promotion of certain pharmaceuticals to encourage prescrib- 
ing by physicians in private practice, or continued use by patients after 
discharge. 


Without knowledge of the fact that the hospital does not charge for the 
services of its pharmacists, and obtains and supplies the medication commodity 
at benefit prices, the erroneous impression may be created that this is the true 
cost at which medication could be obtained by the general public. 

Without prejudice to the right to seek tender on quantity, the Canadian 
Society of Hospital Pharmacists approves a policy of like price for like quantity 
to all legally qualified to purchase, with the expectation that a more equitable 
cost can be achieved to the ultimate benefit of all patients. 

It is realized that certain medications are, because of their nature, available 
only through the hospital pharmacy. The hospital pharmacist’s first responsibili- 
ty, however, is to those seriously ill patients who depend solely on the hospital 
for their pharmaceutical needs. The Canadian Society of Hospital Pharmacists 
believes that no service should be instituted or expanded that would interfere or 
detract from this vital function. Indeed, it is our belief that greater encourage- 
ment and ways and means should be found to enhance present pharmaceutical 
service to the hospital’s inpatients. 

It is the view of the Canadian Society of Hospital Pharmacists that the 
existence of an adequate medication inventory and the professional services of 
the pharmacist in the community are essential to public health. 

Regardless of where medication is obtained by the patient, we believe that 
the service of the pharmacist is not a function of the cost of the drug and a 
reasonable method of payment is cost of the medication commodity, plus a 
professional fee. 

We believe that the pharmacist whether located in the hospital or communi- 
ty makes available to physician and patient not only the medication, but also his 
background of technical and scientific knowledge, in his interpretation of the 
prescription, and his ability to communicate required essential information. 

In conclusion, we have attempted to illustrate some of the duties and 
responsibilities of the pharmacist which may have no direct application to the 
dispensing of medication, or the price paid for drugs, but which are, never- 
theless, vital to the provision of the best pharmaceutical care. 
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MINUTES OF PROCEEDINGS 


THURSDAY, December 1, 1966. 
(33) 


The Special Committee on Drug Costs and Prices met this day at 9.50 a.m. 
The Chairman, Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout, and Messrs. Brand, Enns, Forrestal, 
Harley, Isabelle, Mackasey, O’Keefe, Orlikow, Rynard, Tardif (11). 


In attendance: Mr. D. M. Erskine, Director of General Purchasing Branch, 
Department of Defence Production; Dr. H. A. Showalter, Chairman, Inter- 
Departmental Advisory Board on Standards for Pharmaceutical Manufacturers, 
Distributors and Agents, Department of Industry; Mr. H. H. Poyntz, Director, 
General Requirements, Major A. R. Friesen, both of the Department of National 
Defence; Mr. M. G. Allmark, Assistant Director General—Drugs, Food and Drug 
Directorate, and Mr. I. C. Ellis, Pharmacist and Chief, Materiel Services Division, 
Department of National Health and Welfare; Dr. K. S. Ritchie, Assistant Deputy 
Minister and Mr. B. J. Larocque, Pharmacist, both of the Department of Vet- 
erans Affairs. 


Also in attendance: Mr. A. M. Laidlaw, Q.C., of Ottawa, Legal Counsel for 
the Committee. 


The Chairman introduced the officials of the departments. 
Mr. Erskine, Dr. Showalter and Mr. Ellis made preliminary statements. 


Agreed,—That information supplied by the Department of Defence Pro- 
duction at the request of the Chairman, with reference to the last purchase of 
specific drugs by that department be printed in this day’s Minutes of Proceedings 
and Evidence (See Appendix “A”), 


Agreed,—That the Standard for Manufacture, Control and Distribution of 
Drugs of the Canadian Government Specifications Board, 74-GP-1b-7 October 
1966, Department of Defence Production, be printed in this day’s Minutes of 
Proceedings and Evidence (See Appendix “B”). 


The Governmental officials were examined on the purchasing of drugs for 
their departments. 


Mr. Laidlaw also asked questions of the witnesses. 


The Chairman thanked the officials for having supplied information to the 
Members. 


At 1.00 p.m. the Committee adjourned to 9.30 a.m. Tuesday, December 6, 
1966. 


Gabrielle Savard, 


Clerk of the Committee. 
1495 
25322—1} 


EVIDENCE 


(Recorded by Electronic Apparatus) 


THURSDAY, December 1, 1966. 
@ (9.30 a.m.) 


The CHAIRMAN: Gentlemen, we have a quorum. 


We have with us today a multiplicity of witnesses who really all deal with 
the same subject, namely, the government purchase of drugs. 


First of all I think I should go around the table and introduce these people 
to you. Sitting on my extreme right, Mr. D. M. Erskine, Director, General 
Purchasing Branch, Department of Defence Production. Next to Mr. Erskine is 
Dr. H. A. Showalter, Chief of the Consumer Chemicals Division of the Depart- 
ment of Industry. Dr. Showalter has appeared before the Committee in a 
previous hearing. Next to him is Mr. Poyntz, Director, General Requirements, 
Department of National Defence. Sitting next to Mr. Poyntz, as an adviser, is Mr. 
Friesen, who is a pharmacist. Next to Mr. Friesen is Mr. Ellis, from the De- 
partment of National Health and Welfare; Mr. M. G. Allmark, Assistant Director 
General, Drugs, Food and Drug Directorate, with whom we are all familiar. He 
has been at almost every meeting in one capacity or another. Also with us is Dr. 
K. S. Ritchie, Assistant Deputy Minister, Department of Veterans Affairs and Mr. 
B. J. Larocque, a pharmacist from the Department of Veterans Affairs. 

I think we should start the meeting today with a statement from the first 
gentleman I introduced, Mr. D. M. Erskine. If I have misstated the title of any 
of you gentlemen I wish you would introduce yourselves properly. 


Mr. D. M. ERSKINE (Director, General Purchasing Branch, Department of 
Defence Production): The General Purchasing Branch of the Department of 
Defence Production is charged with the responsibility of procuring a very wide 
range of commodities, and among these are drugs. Until this year our sole 
customer, of course, was the Department of National Defence. However, during 
the year we have taken on the responsibility of purchasing for the Department of 
Veterans Affairs and the Department of National Health and Welfare. 


Our purchase action takes place after we are in receipt of a requisition from 
the user department that properly describes the particular commodity that is 
required, and our normal practice is to invite competitive tenders. Contracts are 
awarded, of course, to the firm submitting the lowest price and meeting all the 
conditions of the tender. 

In the case of the Department of National Defence, over 90 per cent of the 
drugs and pharmaceutical items which are bought are bought to generic descrip- 
tions. With the newer departments, we have not been able to establish sufficient 
records and data as yet—the percentage is somewhat smaller but it is rising. 

I think that explanations have been given a number of times about the 
policies which are followed by the Department of Defence Production. The 
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acquisition of drugs and pharmaceuticals follows the standard pattern of buying. 
If there are any particular areas that you would like me to cover in the field of 
purchasing, I would be glad to do so. 


The CHAIRMAN: Thank you. I am going to come back in a few moments to 
information which Mr. Erskine has given to the Committee. I asked for it on 
your behalf, and I will distribute it to you in the very near future. 


Did you wish to say a few words, Dr. Showalter? 


Dr. H. A. SHOWALTER (Chief, Consumer Chemicals Division, Department of 
Industry): Mr. Chairman, my function today is really to represent the Inter- 
Departmental Advisory Board on Pharmaceutical Standards, to use the short 
form of the term. 


A couple of years ago I gave a complete history of this Board and its 
functions to the Committee; it was actually on November 17, 1964. The complete 
history of standard 74-GP-1, of which I have copies, if you are interested, was 
given. 

Some things have happened in the interval and perhaps a little repetition 
could be made. As Mr. Erskine has said, traditionally the purchase of drugs has 
been by tender, and the bids are based on product description. I would like to 
stress that this is the standard for the manufacturer and that in buying by 
competitive tender one must also have a description of the product. These 
descriptions are necessarily rather brief and simple. They do not, for instance, 
contain requirements for clinical tests, but they do describe the product as well 
as it is possible to describe it, assuming that the examination of the product, 
when it is offered by the contractor, is of short duration. This, of course, you can 
see is more difficult as drugs become more complex, and that is the trend which 
has been occurring. 

It has also been found difficult to describe some of the vague general 
qualities of drugs in these descriptions for purchase. Good workmanship and 
what is sometimes called pharmaceutical elegance are not easy to describe and to 
police with exactitude. Experience showed that the lowest bidder was often a 
firm without the best facilities or the best skills for manufacturing products. This 
was the situation we reached in the year 1960. 

In an effort to do something about this problem the federal departments and 
governments which were buying drugs consulted together to find some further 
quality assurance system. They decided to establish a standard of company 
operation, the standard before you now, which is a prerequisite for bidding and 
at the same time retaining the product descriptions and the inspection of deliv- 
ery. The result was 74-GP-1, first issued in September, 1961, revised in Febru- 
ary 1964, and further revised about a month ago. 

Arrangements were made for the Food and Drug Directorate to provide 
information obtained during its normal inspections of these companies on the 
basis of which we could assess the conformity of a company with the standards, 
and a board composed of representatives of the federal department was set up to 
decide about conformity in each case, and to maintain the list of companies 
which conformed. If you look at the standard, you will note that it contains 
requirements for a number of the aspects of the operation of the supplier. It 
describes facilities, personnel and their qualifications, production methods and 
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records, the system of quality control, arrangements for recall, and a few other 
things. 

We judge conformity to the standard by a rating system. You will see that 
opposite each major requirement there is a number indicating the mark that can 
be granted, somewhat after the fashion of an examination at school. The rating, 
in the latter part of the standard, can be diminished by demerits which may be 
imposed in the case of delivery of unsatisfactory material to a user department. 

At the outset, when we wanted to apply this standard to government 
purchasing, we sent notices to as many drug firms as possible, inquiring of their 
interest. This was purely voluntary: Do you wish to continue to supply govern- 
ment? If so, you will have to conform with this standard later on. What is your 
decision? The list of those notified totalled 145 firms and these all received a 
letter on the subject from an officer of the Department of Defence Production 
who at that time was acting as Secretary to the Inter-Departmental Board. We 
followed up with a later letter and as a result of that correspondence 86 firms out 
of 145 invited inspection, 19 replied that they had no interest and 35 did not 
reply. 

In the course of time a further number of firms had become interested and 
invited the inspection. The list has undergone a number of changes, additions 
and deletions for several possible reasons. As of October 1, 1966 the situation was 
that 75 firms were listed, but this does not include some cases of multiple names 
which really are related to a single operation. 

I think we should emphasize that if the name of a company is not on that 
list, it does not mean that that company does not conform with the standards. It 
may mean, and usually does mean, that the company is not interested in 
government procurement. There are many companies, as you may know, making 
certain products that are not of interest to government, for one reason or 
another. A small number of companies wishing to be listed actually has been 
found not to meet the standard. 

You may wonder why government requires a standard of this kind. As Mr. 
Erskine has explained, federal government departments do not buy, in general, 
at retail levels. Their responsibility in the use of public funds requires that they 
buy by competitive tender as far as they can. In this system a product description 
is inevitable. 

You are aware, no doubt, that brands are not necessarily equivalent or of 
fixed character. Therefore, the successful bidder has the privilege of making 
special production to the contract because the contract requires him to meet the 
description only and then his product need not conform with the standards used 
for his regular business. The product needs only to be as good as the description 
in the contract. Since a commercial brand does not have to be supplied, the 
quality is not necessarily a quality that has survived in competition in the 
market place as is the case with products for sale at retail. That is to say, brands 
appear to provide a means of protection to the user, which is lacking in 
purchases by tender. 

This standard 74-GP-1 is no more than an added assurance in these circum- 
stances. It conveys no certainty that the supplier can, or will, deliver only 
satisfactory goods. It is not a guarantee of the company’s competence to make a 
given product. It does not provide certainty that errors will not occur in 
production. We all know that even the most enlightened and sophisticated 
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human systems go wrong. But we can say that prior to the use of the standard 
many products were submitted which failed to meet the description and many 
which came very close to failure although technically in some cases not quite 
close enough for legal rejection. Since the time of the use of the standard there 
has been a significant improvement in this situation. 


Another thing happened. It would seem that many agencies outside the 
federal government, which purchase by tender, would like to have this added 
assurance. A number of requests have been received by our Board for the 
standard and for the list of those we believe conform with it. Therefore, with the 
consent of the member departments, the Board has now made the standard and 
the list available to the provincial governments and a number of the major 
institutions. 

I understand also that there has been considerable interest shown in this 
standard by several European countries and also by the World Health Or- 
ganization. There is evidence that the standard has exerted a considerable 
beneficial influence on the quality of manufacturing and handling of drug 
operations in Canada. This effect will, no doubt, be increased if the standard is 
made to apply to a larger proportion of drugs sold. 

There may also be some grounds for hope that an increase in competitive 
buying of drugs will exert a downward influence on prices. In any event, a high 
standard of production in Canadian industry is the obvious aim of the federal 
government to the end that Canadian products may be fully competitive in the 
present state of the world. 


The CHAIRMAN: Thank you, Dr. Showalter. Mr. Ellis, you have a short 
statement? 


Mr. Branp: Now that Dr. Showalter has made a very comprehensive state- 
ment, could we perhaps direct some questions to him before we go on to another 
area? 


The CHarrMAN: Mr. Ellis has the last statement to be given. You have Mr. 
Ellis’ statement before of you. 


Mr. I. C. Extis (Pharmacist, Department of National Health and Welfare): 
Do you wish me to read that, Mr. Chairman? 


My only reason for putting forward a statement, Mr. Chairman, is that. the 
Department of National Health and Welfare does have a variety of programs. We 
all seem to go along in different directions in the procurement of drugs. The 
Medical Services Branch, which covers the activities of the Indian health services 
and northern health services, sick mariners services and civil service health, 
requires pharmaceuticals and continuing supplies in varying amounts. The 
Emergency Health Services Division of the Health Services Branch require large 
annual purchases of drugs and pharmaceuticals for additions to, and resupply of, 
the national stockpile. One which is not mentioned in the statement which I have 
distributed is the requirement of the field inspectors of the Food and Drug 
Directorate, who make on-the-spot purchases of samples for cash in drug stores 
in order to carry out their responsibilities. 

With reference to the manner of procurement, the bulk of the drug and 
pharmaceutical requirements of the Medical Services Branch are acquired by 
requisitioning on the Department of Veterans Affairs central medical stores— 
and I would imagine that the gentlemen from the Department of Veterans 
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Affairs will speak further on that—for shipment to service hospitals and other 
treatment facilities operated by the branch. Items ordered are based on a 
catalogue of pharmaceuticals and medical supplies, which is published by the 
branch. The nomenclature used is largely generic, but new products to which 
generic titles have not yet been assigned may be listed by brand name. 


In addition to that, we have a requirement—and I have a word of explana- 
tion here, because I know that we have a number of physicians around the table. 
We have consultants and fee-for-service physicians who have their pet phar- 
maceuticals and drugs, and we endeavour to meet their demand. For this reason 
we requisition many pharmaceuticals, specialties and brand name products 
through the Department of Defence Production. If there should be recurring 
requests for certain products, or for the products of a specific manufacturer, we 
ask the Department of Defence Production to arrange standing order agreements 
against which designated establishments may call up deliveries as required. The 
nomenclature used on this type of purchase is generally the manufacturer’s 
brand name. 


In addition to this, the Medical Services Branch has arrangements with 
pharmacists in locations not convenient to service facilities whereby these phar- 
macists fill prescriptions issued by fee-for-service physicians to local beneficiar- 
ies of a treatment activity of the branch. 

I might also add that all treatment facilities and all appointed medical 
officers of medical services have authority to meet medical emergencies by 
immediate local purchase action. They do not really have to depend on any of 
these sources. 

As far as the emergency health services national stockpile program is 
concerned, the requirements are met through purchase by the Department of 
Defence Production for delivery to a central warehouse in Ottawa. There is a 
direct involvement of the Surgeon General’s staff, Department of National 
Defence, because the nomenclature, product descriptions and specifications used 
are the same as those used for defence procurement, and quality control is 
achieved through use of that department’s inspection services. 

Field inspectors of the Food and Drug Directorate purchase sample packages 
directly from commercial outlets, as I previously mentioned. 

The other question which you raised in your letter to my minister, Mr. 
Chairman, was the matter of quality. I am happy to be able to say that none of 
the branches concerned has reported any criticism of the quality of drugs and 
pharmaceuticals received through these various methods of procurement. 


The CHAIRMAN: Thank you, Mr. Ellis. 

Gentlemen, in explanation of the relatively large sheet that you have before 
you, I have provided Mr. Erskine with the names of twelve drugs that are 
commonly purchased and are in common use throughout Canada. I asked him to 
take the names of those twelve drugs and provide the Committee with the 
number of firms that tendered on the last government purchase of each of those 
drugs, a list giving a few examples of the lowest prices that were given in the 
tenders, the actual contractor who was awarded the tender and at what price he 
Was awarded the tender. 

In addition to that, there is a list showing which department used the drug, 
and the quantity of the drug ordered is also given, and in some cases over a 
million tablets at a time have been ordered. 
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For the record, the twelve drugs which I listed for Mr. Erskine are, by trade 
name: Chloromycetin, Achromycin, Gantrisin, Pentids, Decadron, Librium, 
Equanil, Enovid, Butazolidin, Mobenol, “992” and Premarin. Each one of those 
products is put out by a different drug company and each is in fairly common 
usage. We asked for the common sized tablet in each case, 100 tablet price, with 
the exception of “222’s” for which we asked for the 1,000 tablet price. This is the 
explanation of this large price list that you have before you. 

Is it agreed that this list be incorporated as part of today’s Minutes of 
Proceedings? 

Some hon. MemMBERS: Agreed. 

The CHAIRMAN: The meeting is open for questioning. Mr. Mackasey. 


Mr. Macxasey: Mr. Chairman, I have a few questions that I would like to 
direct to Dr. Showalter, if I may. 

I was present two years ago, Dr. Showalter, when you came before us with 
your 74-GP-1la. Have there been any revisions? 


Mr. SHOWALTER: The revision in October of this year is 1b. 

Mr. Macxasey: Is there any great difference between the two? 
Mr. SHOWALTER: Standard 1b is more stringent. 

Mr. Macxasey: In what area? It is stringent in what manner? 


Mr. SHOWALTER: There is a rating system, as I mentioned, and for each of 
those sections you must meet a certain rating. Some of the sections had only to 
be met to the extent of 70 per cent in the la issue; In the 1b, I think it is four 
sections that now require a 90 per cent performance. 


Mr. MacxKAseEy: Dr. Showalter, I wish to refresh my memory. I will use la 
because I am more familiar with it. We will start with section 5—premises and 
equipment. You lay out very excellent minimum standards. Who carries out this 
inspection? 

Mr. SHOWALTER: The Food and Drug Directorate. 


Mr. Mackasev: Section 6—sanitation: Would this be the Food and Drug 
Directorate, as well? 


The CHAIRMAN: Perhaps we should register a “yes” to that. 


Mr. SHOWALTER: Yes; the entire standard is judged on the basis of evidence 
produced in the Food and Drug Directorate inspection. 


Mr. Mackasgy: I will get to the Food and Drug Directorate afterwards. Who 
provides the health certificate to personnel under section 8? 


Mr. SHOWALTER: I do not see the section to which you are referring. 


Mr. MacKasEy: Section 8 says that everybody working in the manufacture 
should be healthy. Who issues the certificate of health? 


Mr. SHowALTER: I do not know that. The inspector would determine wheth- 
er there is a practice in the plant of checking health troubles and of seeing to it 
that personnel not suitable are not on the job. This is the system, and to the 
extent to which that system works the inspector would give a rating under that 
section. 
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Mr. MackAasey: But we do not have under government jurisdiction any plan 
whereby an employee has to prove to someone’s satisfaction that he has a certain 
standard of health? 


Mr. SHOWALTER: No. 


Mr. Mackasry: The inspector goes into a plant. What confuses me a little is 
how he determines who is, or is not, healthy? What standard or test does he use? 


Mr. SHOWALTER: Well, I think one should ask the Food and Drug inspectors 
this, but I do not think that it is possible to have perfect enforcement of every 
point in the standard demonstrated at the time of inspection. 


Mr. MackaseEy: Section 9—raw material tests: Each lot or batch of raw or 
bulk material used in the processing of the drug in dosage form shall be tested to 
ensure identity and purity of such raw or bulk materials. It says, ‘“‘each lot”. Who 
carries out this test? 


Mr. SHOWALTER: The company does. 
Mr. Mackasry: And what do they do with the test? 


Mr. SHOWALTER: It is recorded in their files. The inspector searches the files 
to find if he can detect the— 


Mr. Mackasry: The Food and Drug Directorate. In other words, all these 
tests are carried out on the premises by employees of the company and the 
results are filed for the inspector to check periodically? 


Mr. SHOWALTER: It is not essential that the tests be done on the premises. It 
is required in the standard that the quality control system be on the premises, 
but quality control system is a system of supervision of various types of opera- 
tions which, added together, make a quality control. Individual parts of those 
may be done elsewhere. You may have no spectrophotometer. You may rent one 
from another laboratory. 


Mr. MAcKASEy: Does the inspector or company run it? 


Mr. SHOWALTER: I am referring to the operations of the company. The 
inspector’s task is merely to look at the operations of the company. 


Mr. Macxasrty: How often does the Department of Industry insist on a 
report from the Food and Drug Directorate on whether these things are being 
carried cut on the premises of your suppliers? 


Mr. SHOWALTER: First of all, I should explain that I am speaking not for the 
Department of Industry but rather for the Inter-Departmental Board which I 
described earlier. 

As Chairman of that Board, I do not normally request an inspection by the 
Food and Drug Directorate of a company unless there is a specific reason. They 
have inspections of their own going on regularly. They do not, I believe, inspect 
all companies with the same regularity, but I do not know what that regularity 
is. 

On occasions when they are inspecting a company that they know wishes to 
be inspected for 74-GP-1, they send me the information about the inspection. I 
will, however, request an inspection if a new company comes to me and says it 
wishes to be listed, or if a company which has been disqualified for some reason 
comes back and says, We are now ready to be inspected again. 
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Mr. MAcCKASEY: You mentioned two occasions, one of which is when a person 
is requesting the right to tender. Do you, under any circumstances, permit that 
company to tender before the Food and Drug Directorate has given it a clean bill 
of health? 


Mr. SHOWALTER: No; if they do not appear on the list, the departments 
normally do not purchase from that company. 


Mr. Macxasey: Not until the Food and Drug Directorate has established to 
everybody’s satisfaction that this is a legitimate, safe source of supply? 


Mr. SHOWALTER: That is right. 


Mr. Macxasey: Naturally, in other cases, where the company has been 
disqualified for, say, dirty light bulbs, they have washed them in the meantime 
and they reapply? I ask this because the last time we had the Food and Drug 
Directorate before us Dr. Morrell made a very strong case of the fact that they 
are badly understaffed, and statistically we established two years ago that they 
did not have enough personnel to inspect the premises of all the manufacturing 
pharmaceutical outlets in Canada more than once every three and a half years, I 
think it was. I am wondering how you get around this obvious staff shortage in 
the Food and Drug Directorate? 


Mr. SHOWALTER: Well, I do everything possible to avoid any unnecessary 
load on the Food and Drug Directorate. If a company comes to me and says that 
it wishes to be inspected, in order to avoid unnecessary inspection I say to them, 
“First, give me a story which will be your evidence that you have checked your 
operations carefully yourself.” Often you believe that they have. When they send 
me a satisfactory statement, only then do I request the Food and Drug Direc- 
torate to make an inspection. 


Mr. MacxaseEy: I think you should be quite proud of the fact that after two 
years it has proved to be such a safety factor for the users of drugs purchased by 
the government. I am a little puzzled, however, in reading through these eight or 
nine pages and in looking over the list of people who normally supply the 
different agencies, when I come across a firm with an address, 1245 Sherbrooke 
Street West, Suite 1430, Montreal 25. I have no idea who they are. The only 
reason for picking it out is that I am familiar with the Montreal area, and know- 
ing Sherbrooke street, 1245 must be around the centre of it. The name of the firm 
is Immuno. I am wondering about all these physical facilities that appear in here. 
Suite 1430 seems to be a rather glamorous address for a drug company. How can 
this happen? Can anyone explain this to me? 


Mr. SHOWALTER: Mr. Chairman, I do not myself inspect these plants. 


Mr. MacxkaseEy: I am not trying to blame anyone. I know that you have set 
up this thing and that it is foolproof provided that everything is carried out 
according to the plan. If the plan breaks down somewhere we want to help you 
by publicizing it. 

There may be a pharmaceutical manufacturing outlet at that particular 
address in the heart of Montreal, in suite 1430, but the very impressive list of 
premises and equipment would hardly seem to be appropriate to a suite. There 
are one or two others here. There is one in Nova Scotia that also intrigues me a 
little. However, I am familiar with this one. 
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I am just wondering whether anyone has had occasion to buy from Immuno. 
Perhaps you could give me the answers later. I do not need them this morning. If 
I could have them this afternoon I would appreciate it. 


The CHAIRMAN: Perhaps this is just an agent, or a mailing address. 


Mr. MackAseEy: I would imagine that; but I am always suspicious of or- 
ganizations hiding behind mailing addresses, particularly when dealing with 
drugs. I would like to know, from the Food and Drug Directorate, when was the 
last time that inspectors visited the premises of Immuno. 


Mr. SHOWALTER: I am afraid I cannot answer that this morning, Mr. 
Chairman. 


The CHAIRMAN: The Food and Drug Directorate are reappearing before the 
Committee on January 26, and I would ask that they bring that information. 


Mr. MackAsEy: I would like to get it this afternoon. It should not take two 
minutes to find out whether or not you buy from Immuno. Certainly when he 
calls the Food and Drug Directorate it does not take Dr. Showalter a month to 
find out who has, or has not, been inspected. This leads to the other factor, Dr. 
Showalter, which has impressed me greatly—and I say this in all sincerity—that 
your standard has, according to your own statement, a certain amount of—not 
notoriety—justifiable compliments. Do you sometimes have cases of drug compa- 
nies running around the country afterwards and saying, ‘““We have passed the 
acid test. Why can we not sell your agency? This is something like the Good 
Housekeeping stamp of approval. Has this type of complaint been brought to 
your attention? 


Mr. SHOWALTER: Mr. Chairman, this has not been the subject of complaint. 
We are aware that this is being done. I think the Board would probably say that 
they wish it were not being done. However, we do not feel that we can stop it. 


Mr. MAcCKASEY: You mentioned that you do get requests from various other 
organizations, provincial bodies, European firms, and so on. In your correspond- 
ence with them do you emphasize the fact that there are certain limitations on 
this standard? 


Mr. SHOWALTER: The list that we distribute to those who want it nowadays 
carries a preamble which describes the limitations of its use and the obligation 
placed upon those who use it which is principally to report material that is not in 
conformity—material that is found unsatisfactory—that they receive from a 
listed company. It does not in any way enjoin companies to keep quiet about 
their status. 


Mr. MAcKASEy: Well, the Chairman is looking at me very sternly. I have 
just three short questions. 


The CHAIRMAN: Three short minutes. 


Mr. MAcKASsEy: What prompted that question is that in the section entitled 
“Scope” you have a warning: “Conformity with this standard, as judged by any 
purchaser, is not to be construed as a guarantee of quality of products, or as 
evidence of products of any manufacturer are superior to those of others. This 
standard does not apply to the skill used in developing, designing or manufac- 
turing these products, to the hazards of their use, or to their stability in storage.” 
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It seems to me, however, that these are important factors which should be 
considered by purchasing agents, such as the stability in storage. 


Mr. SHOWALTER: Well, there are two ways in which the purchasing system 
in government deals with that problem. One is the specification to which the 
product is bought in the first place, and the other is the demerit system in the 
standard itself, which is a sort of “after the fact” assurance. 


Mr. MAcKASEY: Well, I would like to see, in your correspondence with other 
bodies, a little more emphasis on the warning, particularly about stability, 
because some of these purchasing agents may, in good faith, buy on the strength 
of a name such as Immuno, and overlook the fact that the goods they purchase 
may not conform to their stability requirements because of their usage and so on. 


I have one last question. Perhaps someone else will answer it, but I would 
appreciate it, Dr. Showalter, if you could. 

I compliment you on the fact that in every case the lowest tender has been 
awarded the contract, which I think is healthy. Nevertheless, do you get cases, 
for example, in a D.V.A. hospital where a doctor has prescribed a medicine and 
refuses to accept what he gets? In other words, he may require Stelazine or 
Librium. Do you run into cases where he refuses to use a substitute, if there is a 
substitute? 


Mr. SHOWALTER: I think this is a question that the user department ought to 
answer. 


Mr. Macxkasey: If anyone could answer this, I would appreciate it. 


Dr. K. S. Rircuie (Assistant Deputy Minister, Department of Veterans 
Affairs): Mr. Chairman, we have had instances where members of the attending 
staff who have, in their original requisition, specified that they wanted a brand 
name product, and, it is being the practice to order by generic name and to go to 
tender, they have been supplied with a product from some other firm. We have 
had instances where a doctor has refused to use the product because he was 
completely familiar with the properties of the product he had originally ordered. 
He had probably tested the other product informally, either in his own private 
practice or within the department, and had found that the name product was a 
better product. 

We do not attempt in the department to regulate the actual drugs that a 
physician may use. If he feels that a particular product is better for the care of a 
patient we accede to his judgment unless we feel that the generic name drug 
from another manufacturer is equally good. We try wherever possible to accede 
to the request of the practitioner. 


Mr. MackaAsEy: You made one significant qualification. You said ‘““—if we 
think. ..that the generic equivalent is as good”. Is this not the prerogative of the 
physician? 


Mr. RITCHIE: Well, there have been instances where a product has been 
quite acceptable under the generic name in one hospital and with a practitioner 
of probably equally good standing, but it is not acceptable in that community. 


Mr. Macxasey: I leave it to the doctors in the committee to follow this up. If 
they will follow up on that one, I am not going to bother. What prompted this is 
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that in reviewing the Restrictive Trade Practices bible, as I call it—which is a 
very good reference book—I see this paragraph at page 488: 
The prescribing physician’s first aim should be to select— 

And I emphasize “the prescribing physician’s first aim”— 

—the most suitable drugs for the treatment of his patient. Only when two 
or more drugs are approximately equal in their treatment value, or when 
the physician has a genuine doubt as to which drug will be most effective, 
should economic considerations be taken into account. 

It seems to me that the one weakness in our system—and perhaps it is a 
desirable one—is that purchasing agents may have a tendency to substitute a 
generic drug, or vice versa, despite the fact that the original requisition coming 
in from the doctor is more specific. 


Mr. RitcHtE: Well, where the product is requisitioned by the hospital under 
a no substitute title, then this is ordered for that hospital in particular. 


Mr. Macxkasey: I have one final question, Mr. Showalter. Some publicity was 
given in the press a few weeks ago to drugs being flushed down a basin. Have 
you any comments on this? Do you know of any such instances since these 
regulations have been in force, or is this something which took place prior to 
their establishment? 


Mr. SHOWALTER: I would not know about any of those cases. 
Mr. MacKAsEy: Why would you not know, if they exist? 


Mr. SHOWALTER: I receive reports, but I have received very few from the 
user departments indicating that a material has failed to meet the purchase 
description when bought on contract. In those cases, it is my function to see to it 
that the Board decides on the application of these demerit points provided in the 
standard, if they are appropriate. 


Mr. Macxkasrty: Mr. Chairman, I have a few other questions, but perhaps I 
should leave the discussion to someone else. 


The CHAIRMAN: Gentlemen, before we move on to Dr. Rynard, I think we 
should print Canadian Government Specifications Board Standard 74-GP-1b as 
part of today’s record. Is that agreed? 


Some hon. MemsBers: Agreed. 


The CHAIRMAN: With reference to Mr. Mackasey’s question, as a practising 
physician I can tell you that I do receive mail from several drug companies 
saying: “We are proud to announce that we do meet these specifications”’. 


Mr. Rynarp: Mr. Chairman, it appears to me, from the complexity of all the 
data we have, that we are rapidly being locked up in a prison of bureaucratic 
controls, and that it is operating at about the lowest level of efficiency. The 
question is asked: What is done to correlate health standards? There are no 
Standards. There are no X-rays, there is no checking to see what the skin 
conditions are or whether the person is fit to work there. This is a ridiculous 
Situation, after all the reams of printing that we have done, and with all the 
regulations and all the orders. I have to reiterate, that we are becoming locked 
up in bureaucratic controls, in a prison of our own. We are operating at the 
lowest level of efficiency. I think it is pitiful to see us get into this situation. I say 
this with a spirit of kindness, because it is quite evident, from the questions 
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which have been asked here this morning, the mass of material with which we 
have been furnished and the answers we have received, that we do not know 
what is going on. We have pointed a lot of standards, and we still do not know 
what is going on. What sort of efficiency is that? Iam not criticizing anybody. 

The CHAIRMAN: Dr. Showalter did say that the inspection services were up 
to the Food and Drug Directorate. I do not think his knowledge— 


Mr. Rynarp: This is not the point at all. We have not got the answers. He 
has not the answers. He did present the regulations to us, but he has no idea 
whether or not they have been carried out. This, as was very well put on the 
record by Mr. Mackasey, that it may take two or three years. 

How do you know whether or not someone is working in that plant, who has 
tuberculosis or some skin condition? 

You said the lowest tender was not always accepted. I was interested in that. 
I would like to know why the lowest tender is not accepted, and by what 
standards you judge when you refuse the lowest tender? 


Mr. ERSKINE: If the lowest tenderer has met the requirements of 74-GP-1 he 
would be awarded the contract. He would be invited to tender and unless we had 
an adverse report it would not occur until after the user had carried out his 
inspection. At that time the remedies provided in the terms and conditions of the 
contract would be implemented. 


Mr. Rynarp: Do you run any tests on the drugs before you purchase them? 

Mr. ERSKINE: We do not ourselves; the users are responsible for the inspec- 
tion. 

Mr. Rynarp: In other words, you take a drug with a generic name, which 
has not been tested, as far as you are concerned, and you use it? 


Mr. ERSKINE: No, that is not true. We do not use any drugs; we merely buy 
what the user— 


Mr. RYNARD: You purchase it for the hospital? 
Mr. ERSKINE: That is correct. 


Mr. Rywarp: In other words, there is no chemical test on them, so far as you 
are concerned? 


Mr. ERSKINE: No, the tests are run by the inspection agencies named in the 
purchase document. 


Mr. RynarD: You mean, you do have them tested? 


Mr. ERSKINE: Well, tests are carried out. We do not do them in my depart- 
ment. 


Mr. RYNARD: On every batch of drugs that you purchase? 


Mr. ERSKINE: I cannot speak for the entire inspection procedures of the three 
major user departments. I am not familiar in detail with just how they inspect. 


Mr. Rynarp: I wonder if we could have that answered, because I think that 
it is important? Have you found that any drugs which you have been using have 
clinically not come up to the standards that the doctors felt that they should, or 
with which they were not getting the response in the treatment of the patient? 
Did you have to discontinue any of these? 
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Mr. ERSKINE: I am afraid I can only answer by quoting what Dr. Showalter 
said, that since this new standard has created an environment for the manufac- 
ture of these drugs and pharmaceuticals the incidence of unacceptable drugs had 
dropped very sharply. 


Mr. RyNArRD: Yes; but I think you will agree with me that we are not given 
the answers on this. 


Mr. ERSKINE: I am sorry; it is not within my— 


The CHAIRMAN: Perhaps we should allow the user departments, who are 
here, to answer your question. 


Mr. RYNARD: Let us ask them now, so that we can get the answers. 


The CHAIRMAN: I am just pointing out that you are not asking the right 
person. 


Mr. RYNARD: You direct it right, Mr. Chairman. 


The CHAIRMAN: We have a representative from each of the three user 
departments. 


Mr. RYNARD: I am overwhelmed by the staff. 
The CHAIRMAN: Mr. Poyntz represents the Department of National Defence. 


Mr. H. H. Poyntz (Director, General Requirements, Department of National 
Defence): Mr. Chairman, we carry out a very stringent test procedure on all our 
bulk purchases of drugs. Before we actually accept them they are inspected by 
the quality control branch of Materiel Command, or, biologically, by the Food 
and Drug Directorate. Only after that test has been carried out are they ac- 
cepted. 


Mr. RYNARD: Have you any idea—and I do not know that you would 
have—what it is costing you to do this testing? 


Mr. Poyntz: No; it would be very difficult to define. The quality control 
branch of Materiel Command is involved in all types of testing for the Depart- 
ment of National Defence. 


Mr. RYNARD: You have no way of separating the costs of this particular 
program? 


Mr. Poyntz: I would say it would be very, very difficult. 
The CHAIRMAN: Can we ask each of the departments in order? 


Mr. ELLIs: Mr. Chairman, as far as the Department of National Health and 
Welfare is concerned, we depend on our two suppliers, as I pointed out in my 
statement. We get all our drugs from either Department of Veterans Affairs or 
through the Surgeon General’s Branch of the Department of National Defence. 
We depend on the testing procedures of those two departments. 


I can make an unequivocal statement though that we have had not a single 
complaint of lack of efficacy in our drugs. This was borne out this past week by 
phone calls to four senior pharmacists across the country. 


Mr. RyYNARD: Mr. Chairman, it seems to me that there was an article in the 
press—of course, you cannot believe all of what appears in the press—that some 
of the drugs were being resold. I am wondering where this rumour started. I was 
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phoned on a couple of occasions and asked about it. If this is untrue, and 
government agencies have never resold drugs, then I think we should make the 
unequivocal statement that no drugs which have been used in any government 
agency have been found to be inefficient and have been disposed of in any way. 
If we could make that unequivocal statement I think it would do a lot to clear up 
some of our problems. 


Mr. M. G. AttMarRK (Assistant Director General, Drugs, Food and Drug 
Directorate, Department of National Health and Welfare): Mr. Chairman, I 
would like to make it clear that the responsibility of the Food and Drug 
Directorate in this area is to test those drugs which are referred to them by user 
departments. During the last. couple of years we have examined many, many 
drugs, and unfavourable reports are sent back to the user departments. It is up 
to those departments to dispose of those drugs as they see fit. 


Essentially, this is our responsibility in this purchasing area. 


The CHAIRMAN: Would you like to comment on the earlier statement. Dr; 
Ritchie, about what your department does when they buy a batch of drugs? 


Mr. Ritcuie: If any product is supplied to us with which we are not familiar, 
if we do not know that this is a satisfactory supplier in our own minds then the 
drug is quarantined by our central medical stores, or, locally, by our district 
pharmacist, and the drug is tested by.the Food and Drug Directorate. I may say 
that in all instances these tests have been reported satisfactory, and the drug has 
been released for consumption. ; 


The CHAIRMAN: Perhaps.we could ask the two gentlemen from the two main. 
departments. In reference to Dr..Rynard’s last question, has your department 
ever resold any drugs which it has purchased? : 


Mr. Rrrcuie: We have returned drugs to the manufacturers. 
The CHAIRMAN: But you have never resold them? 
Mr. RITcHIE: No. 


The CHAIRMAN: Could we ask Mr. Poyntz the same question? Has the 
Department of National Defence ever resold drugs? 


Mr. Poyntz: We do not resell. We declare to Crown Assets Disposal Cor- 
poration, in accordance with regulations. 

If we have drugs which have become surplus, for one reason or another, 
which, after test—if the quantity is sufficient to justify testing—still prove 
adequate, they are then declared to Crown Assets Disposal Corporation, and they 
can sell them. These can be drugs of various types that we are no longer using. 
They are good drugs if they are declared; otherwise they are not declared, and 
therefore could not be sold. 


Mr. Rynarp: Mr. Chairman, I am going to bring my questioning to an end. 
Unfortunately, I have to leave. However, there is one other question that I would 
like to have answered. 

Do the doctors working in those hospitals under the Department of National 
Defence, or under any other government agency, have to use the stock drugs. 
They cannot specify the drug of their choice or the drug that they feel would do 
the best job? 


The CHAIRMAN: I think Dr. Ritchie answered that question earlier. 
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Mr. RITCHIE: This is not true. Doctors may specify a particular drug for the 
treatment of his patients in that particular hospital, and indicate no substitute. If 
this is signed by the superintendent of the hospital this drug is ordered and 
supplied. 


Mr. RYNARD: Does this ever happen? 
Mr. RITCHIE: Yes, very frequently. 
Mr. RyNarD: You have bills then? Thank you very much. 


.- Mr. ORLIKOw: Mr. Chairman, first of all, I would like to commend you for 
helping us do our job. From what I know, as a one-time pharmacist, you have in. 
your list a very good cross-section of drugs which are very commonly used. 


I may be stupid or a little dense, but I would like a little more detail on 
what these things. mean. For example, let us take Chloromycetin. We have a long 
list of the companies which were invited’ to tender. We have four companies 
which actually did tender. They were asked to tender on Chloromycetin; 250 
milligrams, in quantities of 100°tablets. The prices range from $3.25, by the low 
tender, which. was.accepted, to. $8.80. How were these supplied? Were they. 
supplied in bottles of 100, or were they supplied in larger quantities? You bought 
180,000 tablets. Did they come in bottles of 100, or did they come in larger 
quantities? pce ; ary 

Mr. Poyntz: That will be specified in the purchase description. under which 
they are ordered. 


Mr. ORLIKOW: In other words, they were supplied in bottles of 100 tablets? 
Mr. Poyntz: If they were called up in bottles of 100. — 


Mr. ORLIKOW: Now, I notice you say that the manufacturer is Parke Davis. 
You purchased the quantity you required from a different company, Laboratoire 
Pentagone Ltée. Did they purchase from Parke Davis the drug that they sup- 
plied, or is that a generic? : 


The CHAIRMAN: I am sorry; that confusion may be my fault rather than 


| theirs. When I prepared the list I put in the trade name and the trade name 


manufacturer. They actually bought under a generic name, which is listed there. 
On that list it just means the manufacturer of the trade name drug. It was 
actually purchased under Chloramphenicol. 


Mr. ORLIKowW: I understand that; but I wonder whether the department 
knows who was the actual manufacturer of the Chloramphenicol which it 
purchased? Is Laboratoire Pentagone a manufacturer, or a distributor, or does 
the department know? 


Mr. SHOWALTER: I happen to know that Pentagone is not a manufacturer. 


Mr. OR.IKkow: Therefore, they would purchase elsewhere? They would 
purchase in the United States or in Europe? 


Mr. Chairman, I want to get this on the record, because we have been told 
again and again by the large companies who have been here that there is a 
danger that if the generic drugs are used the quality will not be satisfactory. Are 
the user departments satisfied that the Chloramphenicol which was purchased 
and used in the various government hospitals and so on was satisfactory? Have 
there been any complaints that the Chloramphenicol used was not up to the 
standard desired by the doctors who prescribed it? 
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Mr. ERSKINE: Mr. Chairman, this particular purchase was made by the 
Department of Veterans Affairs, and so far as I am aware there have been no 
complaints. 


Mr. LARocquE: This drug was purchased by the Department of Veterans 
Affairs, on our own tender, prior to the Department of Defence Production 
taking over. It goes under the trade name of So Framycetin, and I believe the 
manufacturer is the Royal Dutch Fermentation in Holland. 

This drug has been tested in various forms over the years, and this current 
purchase is now being tested at the Department of National Health and Welfare. 
I do not think that I have a report on it as yet. 


Mr. MacxkaseEy: Are we talking about the top sheet? 
Mr. LAROCQUE: That is right. 
Mr. MackaseEy: You refer to it as what? 


Mr. LarRoc@uE: Chloramphenicol is the generic name. This firm, Laboratoire 
Pentagone is supplying it under a trade name of So Framycetin. Each drug, even 
although you ask for it by its generic name, generally has a trade name, on their 
own label. 

Mr. Macxasey: Is this trade name registered in another country? 


Mr. LAROCQUE: I believe that it is the Royal Dutch Fermentation of Holland. 
I would not swear to that, however. 


Mr. ORLIKOW: Mr. Chairman, just for the record, I would like to point out 
that the department was able to purchase at the price of $3.25 per 100, and that 
Parke Davis, which is the big manufacturer or distributor in Canada, offered 
them to the department for $6.39 per 100. 

I made a phone call after we got this table. The list price which Parke Davis 
offers to retail druggists in Canada is $39.40 a hundred; the discount which the 
druggist gets is 40 per cent. The retail druggist therefore pays $23.64 for 100 of 
these capsules which Parke Davis offered to the department for $6.39 a hundred. 
I think it is an interesting comparison. 

I would like to turn, Mr. Chairman, to the sheet on Librium. I notice that 
here again prices were asked for 10 milligram tablets in bottle sizes of 100 
tablets. I notice that Hoffmann-La Roche, which tendered the lowest price, 
offered them to the Department for $2.60 a hundred, in bottles of 100 tablets. The 
price to retail drugstores by Hoffmann-La Roche is $12 a hundred, list price. We 
take the 40 per cent off, and the price which the retail druggist pays is $7.20 a 
hundred. 

Mr. Chairman, I am very interested in item 7—Meprobamate. I noticed 
400,000 tablets were purchased. This is a very commonly used tranquilizer. I 
notice that the department was able to purchase them for roughly 353 cents a 
hundred tablets. I wonder if we could be told whether the company from which 
they were purchased make them in Canada, or whether they purchase them 
elsewhere? 

Mr. ERSKINE: I would not have any information on this. 


The CHAIRMAN: This was for the Department of National Defence. Do you 
have any idea, Mr. Poyntz or Mr. Friesen? Where would the Meprobamate have 
been originally manufactured? Is that your question, Mr. Orlikow? 
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Mr. ORLIKOW: Yes. 
Mr. ERSKINE: Bell-Craig Pharmaceuticals. 


Mr. A. R. FRIESEN (Department of National Defence): That would be manu- 
factured in Canada. 


Mr. ORLIKOW: I would like to get on the record whether the department 
is satisfied that the products they purchased is satisfactory and that there have 
been no complaints from the doctors who prescribed it that they did not get the 
results they expected, or that there were any adverse results. 


Mr. FRIESEN: We have had none. 


The CHAIRMAN: There is one point I would like to put on the record for your 
information, Mr. Orlikow. You asked if they were buying them in 100 tablet 
containers. It depends on what it says in the tender. As an example here, I have 
two tenders before me, one covering Meprobamate; those were not purchased in 
bottles of 100, but in bottles of 500. One other example is Sulfisoxazole— 
Gantrisin; the total purchase was 500,000 tablets, and those were purchased 
in bottles of 5,000 rather than in bottles of 100. 


Mr. ORLIKOW: Mr. Chairman in the case of the Meprobamate I notice that 
the department was able to buy them for 35.6 cents a hundred. John Wyeth, 
which is the biggest distributor of the brand name, Equanil, offered them at $1.44 
a hundred, whereas the list price to retail druggists, which Wyeth quotes, is $3 
for 50, and with 40 per cent off that is still a very substantial amount more than 
the $1.44 for which the department was able to purchase them. 

Mr. Chairman, I wonder whether anyone from the various departments 
would care to make any further statement. I think we need to emphasize the 
point—and I do not want to put words in their mouths that throughout the 
record of these hearings we have constantly heard the suggestion by the large 
companies that if users use drugs which are generic drugs imported, or made by 
smaller companies, there is a distinct possibility—and I wish I had looked 
through the record, because I do not want to misquote them—that they will get a 
drug which is inferior in quality. I wonder whether the departments would like 
to make any further statement on their experience in the purchase of generic 
drugs. Obviously, they are purchasing these very commonly used drugs listed. 
Have they—particularly the users—any further statement to make on these 
generic products? 


The CHAIRMAN: What you are asking is if they have any examples of drugs 
that have been rejected because they were not safe? 


Mr. ORLIKOW: Yes; and, if they have, what is the percentage of the cases, 


and so on. What is the experience of the hospitals operated by the Department of 
Veterans Affairs? 


Mr. LarocquE: We have bought many generic drugs and in each case we 
have attempted to have them tested by the food and drug laboratories. We have 
had very few rejections, on the whole. Since 74-GP-1 came into effect, I think 
there is only one I can recall, offhand, our hospitals have used these drugs and no 
one has said that they were not medically effective. 


Mr. ISABELLE: May I interject, Mr. Chairman? Are you speaking about the 
Department of Veterans Affairs? 
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Mr, LArRocquE: The Department of Veterans Affairs only, yes. In the case of 
the Gantrisin or Sulfisoxazole tablets we bought 500,000. This is a fair quantity, 
and enough to make it a special run. A normal drug store is well stocked if they 
have 500 or 1,000. In the case of Chloromycetin by Parke Davis, the normal drug 
store will have perhaps 16 to 32 capsules on hand, and perhaps up to 100 in the 
bigger stores. We buy, cr we will use 50,000, a month, which, I think, is our 
requirement. This is one reason, I think, for the considerable difference between 
the retail druy store price and the departmental price. 


Mr. MacKASEY: On a point of order, and only because of Mr. Orlikow’s 
mention of librium. I want to be accurate. It is not that I want to ask questions. 
He mentioned librium as selling for $7.20 to the druggist, but I notice that there 
were 15,000 capsules bought on this tender, and I have been informed that for 
the same quantity sold to a drug store it would be $4.86 and not $7.20. It does not 
change the principle, but for the press it could— 


Mr. OrLIKow: I said the list price was $7.20—no; I said $12. 
Mr. MAcKASEY: You said $12 less 40 per cent, which brings it to $7.20. 
Mr. ORLIKOW: Yes. 


Mr. MAcKASEY: But you did not mention the quantity; and in the identical 
quantity, the price would be $4.86 for librium. 


The CHAIRMAN: I think we interrupted in midstream here. Would Mr. 
Poyntz and Mr. Friesen like to comment on Mr. Orlikow’s question about the 
safety and the rejection of drugs? 


Mr. Poyntz: Yes, I think we can say that, with the introduction of GP-74-1, 
and the further protection which National Defence has called up on its require- 
ments—which is a guarantee or warranty under which the goods are warranted 
to meet the specification for a period of three years, or are returnable for full 
credit—we are almost assured of better quality, particularly when the drug is 
tested before we even accept it; and there have been very few instances of drugs 
being rejected after they have been accepted, since the introduction of this 
standard and this guarantee. 


Mr. OrRLIKow: Mr. Chairman, these are all the questions I want to ask now. 


It seems to be obvious from what we have heard this morning, that, 
providing there is adequate inspection of all drugs, including generic drugs, by 
some government agency the public could be assured that the drugs they get are 
of high quality and meet all the standards of the medical professions and I think 
it is obvious from the figures provided that they could save a substantial amount 
of money. 

I think this goes a long way to answering the questions which this Com- 
mittee was set up to inquire into. 


Mr. ISABELLE: I am a bit confused, but I am trying to understand. I want to 
know how you proceed when you are buying drugs. Do you go after quality first, 
before asking for tenders, or do you go for quality after your pharmaceuticals are 
bought? In other words, how do you proceed when you buy drugs? Do you invite 
tenders first? 


Mr. ERSKINE: Mr. Chairman, we follow our standard buying practices. We 
receive a requisition from the user department, which specifies the particular 
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drug or pharmaceutical required, the quantities and the delivery date, and we go 
to all the known sources of supply that have met the requirements of 74-GP-1. 
When the tenders are received, providing the company is in good standing and 
has met the requirements of the specification, and we have no adverse reports on 
their products, the contract is awarded to the lowest tenderer. 


Mr. ISABELLE: As you said before, you do not do the research, nor do you test 
anything you buy. 


Mr. ERSKINE: Not before, no. The test takes place after the user gets it. He 
checks it before he puts it into service. 


Mr. ISABELLE: In other words, you buy drugs in the same way that you 
would buy potatoes for the department? 


Mr. ERSKINE: That is correct. 
Mr. ISABELLE: There is no question of quality before; that only comes after. 


Mr. ERSKINE: The same as I would do myself in going into a drug store. I 
simply rely on the integrity of the man who sells it. 


Mr. ISABELLE: On the doctor. 


The CHAIRMAN: If I may interrupt, with one exception; they invite tenders 
only from people who have already passed the Specifications Board. 


Mr. ERSKINE: I think I mentioned that, Mr. Chairman. 


Mr. ISABELLE: If I understand correctly, you buy drugs in the same way as 
you buy tomatoes and potatoes, and those who are buying them, are the De- 
partment of Defence Production, the Department of Industry, the Department 
of National Defence, Department of National Health and Welfare and the De- 
partment of Veterans Affairs. There is no one buyer. There are four different 
buyers. 


Mr. ERSKINE: No; actually there is ony one buying department now, and that 
is the Department of Defence Production. The Department of Defence Produc- 
tion buys for the Department of National Defence, and the Department of 
National Health and Welfare’s requirements are normally supplied out of the 
Department of National Defence stocks, or are purchased by D.V.A. for the 
Department of National Health and Welfare. This is a private arrangement 
between them. The major customer is the Department of Veterans Affairs. 


Mr. ISABELLE: But there is only one buyer— 

Mr. ERSKINE: One purchasing department. 

Mr. ISABELLE: —who buys, and you have a special arrangement for D.V.A. 

Mr. ERSKINE: If I may, Mr. Chairman, there are exceptions, in that all 
departments are granted small, local authority to make emergency purchases 
within the locality where the medical unit is located, whether it be a hospital or 


a treatment centre; they are allowed to buy things themselves under the au- 
thority granted by the department. These are small purchases. 


Mr. ISABELLE: How can you explain that in the Department of Defence 
Production, 95 per cent of the drugs are bought under generic names; in the 
Department of National Health and Welfare, 85 per cent of drugs are bought 
under the generic name; and in D.V.A.—in which department you said that you 
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did not have any trouble with them—65 per cent are generic drugs and 45 per 
cent are brand name drugs. What is your reaction to that, if you have one 
purchasing department? 


Mr. ERSKINE: We have no reaction. Mr. Chairman. Our job is to give service 
to our customers. If the customers demand a particular product, or a particular 
brand-name product, and their deputy minister approves of this purchase, we 
will certainly buy it for them. 

I also explained earlier that we have only recently started to buy for D.VA. 
and National Health and Welfare, and we really do not have any statistics as yet 
to show our percentage of generic purchases as opposed to trade names. 


The CHAIRMAN: Before you go on, Dr. Ritchie wanted to comment on what 
you said. 


Mr. RiTcuHiE: There is possibly one answer to this disproportion between 
what the Department of Defence Production is reporting as purchases by generic 
name and what we are reporting on. Actually, I think the information is 
identical, except that in many instances, there is only one supplier. The drug is 
therefore ordered by generic name, but it comes from the one supplier. 


Mr. Enns: I would like to ask a’supplementary to the questions asked by Dr. 
Isabelle and Dr. Rynard earlier. I was out for a few minutes. 


Even although the request is made in the generic name, is it not true that in 
the list of the 12 drugs, the suppliers have not always been generic drug 
manufacturers; they have been actual members of P.M.A.C. This does not reflect 
the fact that they are all copiers. Is this correct? 


I think this is the wrong line of questioning which came up earlier, when we 
tried to give the impression that the department was using only the supplies or 
products of the copiers, as we have come to call them. This is not so. 


Mr. ISABELLE: Mr. Chairman— 


The CHAIRMAN: I was going to say that the government buys from the 
lowest tenderer the cheapest and on page 6, with reference to librium, the 
actual tenderer got the contract at a cheaper rate than one of its so-called 
copiers. 


Mr. ISABELLE: Did you have any trouble recently with phenylbutazone? 
Mr. RitcuieE: No, we have had no difficulty. 


Mr. ISABELLE: I think I have finished. I find it amazing, and very interesting, 
to know that we buy drugs as we buy potatoes. 


Mr. Branp: I have been impressed by the protestations of innocence by 
everyone who has spoken today. It reminds me of that Shakespearian line about 
“Methinks he doth protest too much”. Apparently everything has been sweetness 
and light in all the departments, and we have had no difficulty with any drugs. 


Is it not a fact that several D.V.A. hospitals received Paul Maney’s trifluorin 
when they had ordered S.K.F. stelazine, that at least three D.V.A. hospitals 
returned this product and that the department received a covering letter from 
the Drug Committee of St. Marys’ hospital—which is a vererans’ hospital in 
Montreal—saying that they had no intention of supplying patients with untested 
drugs from a questionable source. Is this not a fact? 
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Mr. LARocQqUE: This is an area where the drug asked for was stelazine. 
There was no substitute clause, and it was not countersigned by the chief of 
medicine. D.D.P. exercised their right to go out and buy this drug by competi- 
tion. 

Three months ago there was only one source of supply so the name “stela- 
zine” covered it completely. About two months ago a competitive drug came on 
the market, and D.D.P. exercised their right to go and get it competitively. 

Only one hospital that I know of returned the drug right away. We are now 
investigating this matter, and it is an internal policy of the department that is 
involved. 


The CHAIRMAN: They returned it because of a name rather than quality? Is 
this what is being investigated? 


Mr. LAROCQUE: They did not have testing facilities themselves, and they felt 
that they did not want to use a drug that was not tested. This drug that we are 
referring to is now at the Food and Drug laboratory being tested. 


Mr. MAcKAsEY: May I ask a supplementary? You have twice used a phrase 
which intrigued me—‘“exercised their right” to substitute something or other for 
stelazine. Is this right spelled out in our directives or regulations? It seems 
contrary to the original premise that we established earlier that in the final 
analysis, the doctor has the right to prescribe for his patient. What right are you 
talking about when you say “exercise their right’’? 


Mr. LAROCQUE: The only time a drug is bought on a no-substitute basis is 
when the requisitioning hospital writes on their requisition, after the drug, “no 
substitute” and this is countersigned by the chief of service medicine or the 
senior treatment medical officer. Then only is that brand purchased, and nothing 
else. 

The fact that they put down a trade name on their requisition, does not 
mean that they want that drug and nothing else, and D.D.P. realizes this. The 
name there to begin with is merely there as an identification. 


Mr. BRAND: Obviously everything is not sweetness and light, and, in fact, 
there have been returns for some of the reasons that have been suggested. 

I trust that the witnesses will be as frank as possible in the future, because I 
think it is very important in view of the tremendous amount of money going into 
tranquillizers. 

This Committee recently requested, and has received, a comparison of 
stelazine and trifluoperazine tablets. I noted in going over it that one of them 
was this Paul Maney drug. 

These were very interesting studies made by an independent laboratory, the 
Warnock Hersey Company Limited, and they showed that trifluoperazine, rather 
than meeting the standard base, which would be 100, varied, on the average,— 
and I want to be fair about which one this is—from somewhere around 70 to 80 
per cent base instead of 100 per cent; therefore, you are not getting your money’s 
worth. They varied considerably in changes in disintegration time and things of 
this nature. 

Had these particular trifluorins to which I have referred, and which 
apparently were returned been tested by anyone in any of the departments? 
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Mr. LAROcQquUE: The first shipment which was received by the central medi- 
cal stores here in Ottawa has been sent over to the Food and Drug laboratories 
for testing. I have had no report on it. 


Mr. BranD: You mean that it was first sent to the hospital to be used by 
them, and only when they returned it did you send it over to be tested? Is that 
right? 


Mr. LARocquE: No, I did not supply these hospitals; they were supplied 
directly from the firms. 


Mr. FORRESTALL: How would this happen? 
Mr. LARocquée: It is standard procedure in the department. 


Mr. BRAND: Do you mean to tell me that when you order in this way, if the 
area of consignment is indicated, they go directly to the hospitals concerned and 
they do not go through to be checked and looked over as we have heard so 
piously explained this morning—that this is, in fact, not true? 


Mr. Ritcuie: I think one has to understand the present requisitioning 
authority for departmental hospitals. They now raise their own requisitions for 
most of their drugs and these are processed through D.D.P. I would ask to have 
this verified. 


Mr. LARocqueE: This is a program that has been goind on for years. We 
purchase somewhere in the neighbourhood of $3.5 million worth of phar- 
maceuticals in a year. I cannot possibly stock all these and bring them into 
medical stores and ship them out. Any large quantities requisitioned are requisi- 
tioned directly for that hospital, and shipped directly to them. 

In the other areas that I supply I bring them into my medical stores, and I 
do the checking there. 

At one time all the generic products were brought into the medical stores 
and I reissued, them, but with D.D.P. taking over the purchasing this control 
became almost impossible, and, therefore, each hospital is responsible for the 
products which it receives now. 

This problem of trifluoperazine, or any Other tranquillizer, is very similar to 
meprobamate. When it first came out we got requests for equanil and no 
substitute, or miltown and no substitute, but for the last five or six years they 
have been buying the generic products and been using the generic products, and 
I have had no reports of any one that is not being used. 


Mr. Branp: May I interject at this point. We have already had evidence 
before this Committee that all the meprobamate comes from one firm. 

Mr. MAcKASEyY: I am not hearing you, Mr. Brand. 

Mr. BRAND: I am sitting directly on top of the microphone. 


Mr. Mackasty: I am not going to apologize for deafness. I depend very 
much at all these meetings on the amplificiation, not the translation. It is not 
your fault. I am just not getting it. I noticed that you tried to help and I 
appreciate it. I would like to sit close to everyone, including the pious witnesses, 
because I am quite impressed by them. 


Mr. BRAND: I will get a bit closer. Does that come through all right now? 
Mr. MACKASEyY: Yes, that is much better. 
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In effect, then, what you say is that the hospitals will do their own testing, 
and with the new method of purchasing drugs they go directly to the hospital, as 
in this case. Therefore, the statement that was made—and which was denied— 
earlier this morning, that some of these are bought, and you never see them 
and they go right to the patients is probably true, in some instances at least? I 
find it difficult to believe that the average small hospital, or even the large 
hospital, has available to them sufficient testing facilities to test the quality of 
these drugs. I just do not believe this, and I would like to be convinced 
otherwise, if you can do this and are willing to try. 


Mr. Ritcute: I think one has to agree that if a drug is supplied to a hospital 
and they accept it and issue it to their patients they are accepting the responsi- 
bility of doing this. If they are in any doubt they have the facility to have this 
drug tested. They are under no obligation to put it into use until such testing has 
been carried out. 


Mr. BRAND: Where is this testing carried out? 
Mr. RitcuHiE: At the Food and Drug laboratory. 


The CHAIRMAN: Could we go back for one moment? I think Mr. Allmark 
wanted to comment on this. 


Mr. ALLMARK: Dr. Brand has mentioned stelazine. I would like to put on 
record that we have not been able to confirm the analytical findings in that 
report. We have assayed these several brands of stelazine and at the moment we 
have not been able to find anything wrong with them. 


Mr. OrLIKow: If I could interject, does that include, the .Paul Maney 
products? 


Mr. ALLMARK: Yes; we have assayed them all—Paul Maney, Mowatt & 
Moore, S.K.F. and one other brand—and we have not been able to confirm the 
results in this report. 


Mr. BRAND: This last report, dated November 1? 


Mr. ALLMARK: Yes, this last one. I should point out that the reason for our 
not having been able to assay some of the products that are mentioned is that 
we have not been able to secure them. We are trying to do this at the present 
time. We have assayed lots that precede these batches and also those that come 
afterwards, and, as far as we can find out, there is nothing wrong with these. 
They meet existing standards. 


Mr. Branp: That is fine. Perhaps, while we are talking to the Food and Drug 
Department, I should ask about phenylbutazone. I notice that some has been 
bought. That is on page 9. Have you been testing any phenylbutazone? 


Mr. ALLMARK: Yes; over the years we have tested many lots of phenylbuta- 
zone. I cannot give you the exact numbers because I have not got them here. 

There have been some brands that have been unsatisfactory, but there have 
been many, many of them that have been satisfactory. 


Mr. BRAND: I do not suppose that you have the facilities for testing every 
batch that has been purchased? 


Mr. ALLMARK: You mean by the various departments? 
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Mr. BRAND: Yes. 


Mr. ALLMARK: As I pointed out before, we test only those batches which we 
are asked to. We do not set the program. They simply submit to us products for 
assay, and we carry out these assays and report back to them what our findings 
are. 

Mr. Branp: Are you familiar, sir, with the paper on phenylbutazone pro- 
duced by Dr. Pernarowski. 


Mr. ALLMARK: I would like to point out that these results have not being 
published yet. I know Dr. Pernarowski, and I think that before these— 


Mr. Branp: I do not know what you mean by “published”, sir, but surely it 
was presented to the Committee in Halifax. 


Mr. ALLMARKE: It was presented to the meeting in Halifax, but they have not 
been published in an official publication as yet. 


Mr. BRAND: What has that got to do with what is in it? 


Mr. ALLMARK: I think it may have quite a bit to do with it before it is finally 
published. 


Mr. Branp: I am afraid I do not follow you. You have left me somewhere 
around the last corner. 


Mr. ALLMARK: I think you will agree that papers are presented at scientific 
meetings, but very often by the time they go to press they have been altered 
considerably. 


Mr. BRAND: By whom? 
Mr. ALLMARK: By the authors themselves, and very often by the editor. 


Mr. BRAND: Do you mean that he presents a scientific paper to a scientific 
assembly and then decides, after chatting with some people, that he is not 
satisfied with his results and he changes them so that they will sound a bit 
better? Is this what you are intimating? 


Mr. ALLMARK: Not exactly. 


Mr. Branp: I have never heard of anything quite like this. Certainly, in my 
profession, if J present a paper to a meeting and it is then published in a scientific 
journal it will be the same as I presented to the meeting. I am not going 
to change it unless there is new evidence to warrant changes; but I am not going 
to take the basic paper and change it. Are you trying to intimate that this is nota 
valid paper that was presented? 


Mr. ALLMARK: No, I am not intimating that at all. What I am intimating is 
that the paper has not yet been published and that there may be some additions 
to the work that he is already doing, which might change, to some extent, the 
views that he expressed at the Halifax meeting. 


Mr. BRAND: Let us change the subject because that is in the field of conjec- 
ture! I wonder if we could get back to the D.D.P. In the D.D.P. invitations to 
tender these is an equivalency clause, is there not? 


Mr. ERSKINE: Not necessarily, no. 


Mr. Branp: But you do have it, though. 
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Mr. ERSKINE: Well, it all depends. If we have an adequate purchase descrip- 
tion we have no equivalency, because the description covers anything in that 
general area. You are thinking of the “or equal’’? 


Mr. BRAND: Yes; that where equivalent products are offered proof of the 
equivalence shall be submitted with the tender and shall be sufficient to establish 
to the satisfaction of the surgeon general that the product offered is professional- 
ly acceptable and is, in fact, equal to the product named in all respects including 
potency, therapeutic effect, physical characteristics and stability during storage. 
Such proof shall include reports of clinical trials, results of stability studies, 
assay results of previous batches or lots, standard tests, test methods and the 
supplier’s record of production and sales for the relevant product. 


Would that be a fair approximation of the clause? 

Mr. ERSKINE: The clause contained in our invitation to tender? 
Mr. BRAND: Yes. 

Mr. ERSKINE: It could be contained in some, yes. 


Mr. BRAND: I do not quite understand when you would use it and when you 
would not use it. I understand that if you ask for one specific thing, as has been 
pointed out, and they say “no substitution” you would not ask for it then. 


Mr. ERSKINE: Or if there was a generic name that was descriptive and 
covered a wide field of similar products we probably would not use an equiva- 
lency. 


Mr. BRAND: You would not use. 
Mr. ERSKINE: It would be very unlikely that it would be necessary. 


Mr. Branp: I think your understanding of the equivalency clause and mine 
are two different things. 


Mr. ERSKINE: Well they may be; they could well be. You are suggesting 
that if we had a requirement for a drug from one of our customer departments 
and they asked specifically for a trade name, or a generic name, drug we would 
add this probably to introduce something else, or something that might do the 
job. 

Mr. BRAND: What I am suggesting is that if you ask for something—and I 
think the evidence here today is certainly that most of it is asked for by generic 
name—with which you are not familiar, then, perhaps, in the case of some of the 
companies this sort of material should come along with the tender on the drug, to 
show the stability studies, clinical files and things of this nature, if it is not 
familiar to the department. Would not that be a fair assessment? 


Mr. ERSKINE: I am looking at some of the invitations to tender that I have 
here. None of them contains this equivalency clause. There are times, I presume, 
when it is used, I do not see all these orders myself. We have a good many tens 
of thousands of them in a year, of all commodities. I am really not in a position 
to tell you at the moment when this equivalency clause is used in them. 


Mr. BRAND: I have one here which has it in. 
Mr. ERSKINE: You have one? 


Mr. Branp: I have a photostat of one here that has it in. 
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Mr. Mackasey: Mr. Chairman, once again I must record my protest. I cannot 
follow the hearing. Obviously it is not your fault. Probably you are all, including 
Dr. Brand, speaking well into the microphones but every few seconds we get too 
much amplification and then. the sound disappears as though somebody was 
playing with a switch, or a knob, or something. 


The CHAIRMAN: I would ask every member to speak up. I would like ss 
carry on because we might finish by noon. 


Mr. Branp: If chloramphenicol, let us say, had been purchased from Parke 
Davis on one of these orders, would they have been tested, as apparently these 
from this Dutch fermentation lab are being tested, or would they have been 
accepted at their face value because of the reputation of the company? 


The CHAIRMAN: Would you care to comment, Dr. Ritchie? 
Mr. RitcHIeE: They would be accepted on their reputation at that time. 


Mr. BranpD: Then I think it is fairly important—this question was brought 
up before—to know how much these testings add, in actual fact, to the cost of 
tender of these drugs? Do you know what I mean? If it is going to be cheaper in 
the long run to accept one. from a firm that is trusted is it not better to buy in that. 
way rather than to buy a drug.on price alone, and then, as has certainly been the 
evidence here today, having to have it tested to make sure that it is all right, or 
having to test it after it has been sent back because it is not up to standard? 


The CHAIRMAN: Perhaps we could ask Mr. Allmark of the Food and Drug 
Directorate to ascertain whether Dr. Chapman could give us what percentage of 
the total budget of the Food and Drug Directorate is oT tereee by the testing 
of drugs? 


Mr. Mackasey: Mr. Chairman, I cannot follow Dr. Brand’s question. Am I 
right in assuming there is no differentiation on what the source is? Whether it:is: 
Smith Kline and French, or Paul Maney, you still test? Is-this not the least 
protection we should afford to the patient? 


Mr. BRAND: The reason I asked how much it would cost is that I noticed one 
tender here for chlordiazopoxide in which the difference between the two 
tenders and the one accepted, which was the lower one, from a firm that is. 
certainly not as well known as the other, is $7.50, and I was wondering whether 
you can test drugs for $7.50. I very much doubt it? 


Mr. ENNS: Yes; but you would also have to test the drugs supplied for $7.50 
and add the cost to that figure. This is Mr. Mackasey’s argument, that the testing 
is required whether it is from an innovator or from a copier. 

Mr. Branpb: I asked a question, as you recall—and I am sure Mr. Mackasey 
heard that portion because the equipment was working then—and the answer 
was that they would not have checked Parke Davis because they were aware of 
the background of this firm. Therefore, they would not have checked their drugs 
because they accept them as being of high quality. 


Mr. Enns: I would like that question answered. This is my point. 
Mr. Branpb: That was answered, and it was answered in that way. 
Mr. Enns: I did not hear it. Would you repeat it? 

Mr. BRAND: Would you answer it again, sir? 


} 
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Mr. Rircuie: I am sorry, Dr. Brand. 


Mr. Branp: My question was this: If you bought chloramphenical—trade 
name chloromycetin—from Parke Davis, would they be tested, as has the one 
accepted on tender here from the fermentation lab, which is now being tested, 
I understand, for adequacy and potency and so on? 


Mr. RITCHIE: The answer given previously was that it would not have been 
tested if it was supplied by a known, reputable supplier. 


Mr. ORLIKOW: I accept that answer, but I wonder if the department should 
not give some thought to whether that is a valid position. I have not got the 


_ information here, but I can certainly bring evidence of reports from the United 


States, where the biggest companies have had to withdraw drugs. I can think of 
one specific one, William Merrill, which is a very big firm, who, when they first 
produced the polio vaccine, were in real trouble. I am speaking from memory 
now, but there were deaths. 


Mr. Branp: I think you are speaking from memory. It certainly was not the 
William Merrill company. 


The CHAIRMAN: You have the wrong firm. 
Mr. Branp: You have the wrong firm. | 
The CHAIRMAN: The firm that had trouble with the polio vaccine was, I 


_ think, the Cutter Laboratories. 


Mr. ORLIKOW: I am sorry, Mr. Chairman; nevertheless, it happened to a big 


_ company. The big companies have had difficulties too. Within the last couple of 
_ months the Food and Drug Administration in the United States has ordered some 
_ of the big companies to withdraw drugs for various reasons. 


The CHAIRMAN: Perhaps it would be reasonable to ask the Food and Drug 


Directorate to review their findings over, say, the past six months or a year. 


Perhaps they could give us a list of the drugs that have been tested and those 
rejected, and the reasons for rejections. 


I can see that I will have to speak to Dr. Chapman in some detail. 


Mr. ALLMARK: Mr. Chairman, I can tell you there have been about 500 
recalls in the United States during the past year. 


The CHAIRMAN: And in Canada? 
Mr. ALLMARK: No, not in Canada; in the United States. 


Mr. MAcKASEy: May I ask a supplementary question. Do you know how 
these 500 are divided? What intrigues me, and what concerns me,is. that 
someone is deciding which firms should be tested by the purchasing agent and 
which should not. It seems to me that you have a double standard, which is 
perhaps unfair in view of the fact that everybody tendering has already met 
your 74-GP standard. 


Mr. ALLMARK: In the case of the United States firms I think it was about a 


50-50 proposition. 


Mr. Macxkasey: In other words— 


Mr. ALLMARK: It involved just about as many brand name products as 
generics. 
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Mr. MacKASEY: Then why do you not test the batches coming in from brand 
names? 
Mr. ALLMARK: That has nothing to do with us. 


The CHAIRMAN: The Food and Drug Directorate test what they are asked to 
test; is that right? 


Mr. ALLMARK: What they are asked to test. 


Mr. MacxkaseEy: If it has nothing to do with you, whose responsibility is it? 
The purchasing department, obviously— 


The CHAIRMAN: I think the answer is the user’s rather than the purchaser’s. 


Mr. BrAnpD: Perhaps what Mr. Allmark is referring to is that article in Drugs 
News Weekly of November, which said that there is a 45-50 per cent chance that 
drug firms’ manufacturing facilities will fall short of government standards. Is 
that what you are referring to? 


Mr. ALLMARK: No; I was actually referring to the recalls. 


Mr. Oruikow: Mr. Chairman, if there have been 500 recalls in the United 
States and 50 per cent of them have involved the big companies, by population 
comparison, and since we use a lot of drugs manufactured in the United States. 
There probably have been 50 recalls in Canada of which 45 would be from the 
big companies. Now, if there were not, then the question I think we have to ask 
ourselves is: Are our testing standards as good as those in the United States? 


Mr. MAcKASEY: I would supplement that by saying that it is not a question 
of whether our testing standard is good, but of why it is not being applied 
uniformly. Why is there a requirement that certain firms have to be tested, and 
other firms are not, in view of the fact that this is supposed to be a standard 
which one attains? Everybody is supposed to be equal before the law. Why give 
Parke Davis an exemption from testing and pick on someone like Paul Maney, or 
Empire? 

Mr. ALLMARK: I might say something to this. 

As someone suggested, it is just impossible to test everything. After you 
have been dealing with a particular firm for a number of years and know 
something about their quality control facilities you rely on their being able to do 
a good job. This is my own personal opinion, but I think probably it is what 
some of the user departments actually do. They have tested drugs from some of 
these companies, probably as many as 25 or 50 batches over the last few years, 
and they have found them satisfactory, so they feel at this point in time that they 
can purchase the drugs without their being tested. 


Mr. MackasrEy: Of course, it follows that if they keep testing some other 
small firm and find, to their pleasant surprise, that their quality meets the 
standard, they will eventually develop the same type of confidence in the 
product? 


Mr. ALLMARK. Yes, I think so. 


Mr. FORRESTALL: I have one or two questions and then I would like to let Dr. 
Brand continue. I am a layman, so that there will be no great difficulty with my 
questions. 
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Could any of the witnesses, Mr. Chairman, tell me approximately how 
many people in Canada are being serviced by drugs through the government? 
Are there a million, perhaps, or half a million, annually? 


Mr. ELxLIs: About 300,000 for National Health, Mr. Chairman. 
Mr. ORLIKOW: D.V.A.? 


Mr. RiTcHIgE: We have a large veteran population, and to say what propor- 
tion of them are being serviced, I cannot readily answer. 


An hon. MEMBER: The potential market? 


Mr. RiITcHIE: I cannot give you a figure. 1 can obtain a figure if the 
Committee would like one. 


Mr. FORRESTALL: If we take ten of the 12 sample drugs submitted by the 
Chairman as a bit of a breakdown on recent purchases, because two were 
composite tender blocks, we find that there were some 6,437,500 dosages, either 
_ injections, or tablets or something. I am curious about what is happening to all 
these drugs. Would that be a year’s supply, or is it a six months’ supply, or what? 


Mr. ERSKINE: Mr. Chairman, in some cases it is a year’s supply. 
Mr. Branpb: Ask them what they are using the contraceptives for? 


Mr. ERSKINE: In some cases, Mr. Chairman, it is a national emergency 
stockpile which is actually being held. Over $1 million a year goes into that 
alone. 


Mr. FORRESTALL: In E.M.O.? 
Mr ERSKINE: Well, into Emergency Health Services. 


Mr. FORRESTALL: So that roughly one-third of your purchases would be 
stockpiled. 

I wanted to pursue that a little bit later on but we might follow it up now. 

What happens to these drugs? How long are they kept, and what happens to 
_ them? Certainly there must be a life expectancy, not necessarily in terms of the 
_ dosage of the drug, but of how long you keep them. I would assume this is what 
is turned over at some point to Crown Assets for disposal. 


Mr. E.uis: They are under constant surveillance. Every depot has its own 
program. They have it classified according to their shelf-life—from long shelf- 
life to very short shelf-life—and they are under constant surveillance. There is a 
program with D.V.A. and National Defence whereby, if National Defence require 
a certain drug such as chloromycetin, they take it out of the national stockpile 
and replace it with new drugs which they purchase on the market. 


Mr. FORRESTALL: What would they do, for example, with the chloromycetin? 
| Would they offer that to Crown Assets for disposal? 


Mr. Exits: No, they are never offered to Crown Assets. There is a constant 
turn-over of all these drugs by user departments. They draw out of the national 
stockpile and replace with new drugs. 


Mr. FORRESTALL: And destroy? 


Mr. ELLIs: No, no: they take them to use them. D.V.A. takes them out of the 
national stockpile— 
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Mr. FORRESTALL: No; I am sorry. I am speaking of E.M.O. 

Mr. ELLIS: These are the drugs that they take out of the national stockpile. 
If D.V.A. wants aspirin they will take it out of the national stockpile, and replace 
it with new drugs that they buy that day to put in the national stockpile. The 
national stockpile has a constant turn-over. 

Mr. FORRESTALL: We do not, then, have a stockpile of drugs, for example, at 
a place like Debert in Nova Scotia? There is not a stockpile of drugs there that 
would, simply because of the passage of time— 

Mr. EvLis: No, no. This is a constant program. It costs a lot of money to keep 
this program alive, too. 

Mr. FORRESTALL: I expect it would. You have suggested that it is one-third 
of your total purchases, and that is a substantial amount of money. 

I am a little puzzled about some of the questions— 

The CHAIRMAN: Could you speak ug a little, Mr. Forrestall? 

Mr. FORRESTALL: I will try. 

Mr. EvLutis: Mr. Chairman, I have suddenly remembered the phrase I was 
thinking of, it is “rotation program”. That is the phrase. There is a constant 
rotation program of the national stockpile. 

Mr. FORRESTALL: Would these 12 drugs that the Chairman has listed, 


constitute perhaps half of the drugs you buy, or 95 per cent? Would these 12 
generally cover the great bulk of your purchasing? 

Mr. RITcHIgE: Which 12 are you speaking of? 

Mr. FORRESTALL: I am sorry. 

The CHAIRMAN: The user departments are not aware of the list of 12 that I 
gave to D.D.P. I just picked out 12 common drugs. 

Mr. FORRESTALL: Then if I may direct the question to the proper house, what 
percentage of your purchases would these 12 samples cover? 

Mr. ERSKINE: Mr. Chairman, in total dollar value I could not tell you. 
Certainly it is a very small percentage of individual types of drugs; but we have 
not yet any statistics for the two departments that are fairly new customers of 
ours. We have some estimates of their total requirements in a year. I think 
around 33 million is what we expect. The Department of National Defence 
would run anywhere from $750,000 to $1 million, and National Health and Wel- 
fare would be relatively small, perhaps $100,000. I am speaking only from 
memory. 

Mr. Evuis: Of these 12 drugs? 

Mr. ERSKINE: No; I am talking about total drug purchase. 

Mr. Exuts: I am forecasting that for the current year you will buy $200,000 
worth of brand name drugs for us. 


Mr. ERSKINE: We would have to put the total against the grand total to find 
out what percentage this is. We have not done this. 


Mr. FORRESTALL: I thought perhaps there might have been a ready answer. 


I had just one other question for the time being. I am concerned, for 
example, about people working for Canada outside of Canada, such as our armed 
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forces, who may happen to be in Cyprus, or wherever the case may be. How are 
_ these people supplied with drugs? 


Mr. Poyntz: As far as we are concerned they are just another area we 
service as we do the units in Canada. 


Mr. FORRESTALL: The corps that is there is a unified, or self-contained, unit, 
and they would take their medical supplies with them? 


Mr. Poyntz: And they would requisition as they— 


Mr. FoRRESTALL: They would requisition. In short, they would be supplied 
_ out of the national tendering? 


Mr. Poyntz: Out of our National Defence stocks. 


Mr. FORRESTALL: Yes, and this is true in all cases? Would it be true of our 
bases in Europe, for example—the more permanent ones that we used to have 
and still have? 


Mr. Poyntz: That is right. I am not sure to what extent it would apply to 
small, isolated units, but it is certainly available for them. 


Mr. FoRRESTALL: That is all I have for the time being. 
The CHAIRMAN: Dr. Isabelle, did you have a supplementary question? 
Mr. ISABELLE: Yes, Mr. Chairman. 


I am going to quote an official answer I received from the Secretary of State 
of Canada to questions I put on the order paper, which read: Do hospitals and 
medical centres under federal jurisdiction buy drugs under their generic names 
or under their brand names? My second question was: What is the percentage 
of each. I received an answer as follows: Generic names, 95 per cent and brand 
names 5 per cent. 


Now, in light of the answers up to now it means that generic drugs are 
cheaper, because in the way the purchaser is buying the drugs if they go to 
tender it means that they have a lower price; therefore, they buy 95 per cent of 
_ the drugs under the generic name because they are cheaper. 

Now, because of what I have heard, and what has been said, do you not 
think that it would be very interesting to know how much it is going to cost to 
test those drugs, because I think, in the long run, we are going to have a cheaper 
quality for a high price—a higher price than the brand names. We do not test the 
brand names, because as you said, you rely on these important companies. Do 
you not think that this is so? In the long run, you have to pay to test them, and, 
therefore, the cheap price that you pay may turn out to be the highest price for 
drugs of the cheapest quality. 


The CHAIRMAN: I think that is a very difficult question to ask anybody. It is 
a hypothetical question. The government will not stop testing drugs. Perhaps 
someone would like to attempt to answer it, however. 

I will ask Dr. Chapman when he comes before us to see if he can break down 
the expense of testing that is done in his directorate. Mr. Mackasey? 


Mr. Mackasey: Are there any generic firms whose quality standards you 
accept without question? 


The CHaIRMAN: Are you directing the question to Dr. Ritchie? 
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Mr. Mackasry: They are all interesting people. It does not matter who 
answers it, as long as it is answered. 


Mr. RITcHIE: There is no such thing as a generic firm. 


Mr. MAcKASEY: Well, obviously, according to an earlier witness, there is a 
certain competence in particular firms as opposed to other firms. Now, we have 
had the bad habit here of talking about innovators, copiers, brand names, generic 
firms, but I think we all know what we are talking about. The industry has a 
tendency to divide itself, and the presumption is that if you are supplied by the 
“in” group, or the brand group, or the innovators, you are automatically getting 
a certain standard of safety. I think it is justifiable when one sees their premises. 
What I am asking is, are there any firms that we usually call copiers or generics, 
who are also, in your opinion, entitled to the same degree of confidence? 


Mr. LAROCQUE: In this case, each part will be considered individually. If we 
bought one product from the same firm, they being the successful tenderers over 
a period of, say, two or three years, supplying six, seven or eight requests—and 
perhaps supplying a dozen or more batches in those requests—without any 
indication that this product has ever been of a questionable nature, then we may 
eventually accept this particular product the next time without testing. 

That does not mean, however, that when they tender on another product 
entirely we would not test the new product. Each case is dealt with individually. 


Mr. MackasEy: Is this generally true whenever you are purchasing a new 
product for the first time? 

Mr. LAROCQUE: Yes. 

Mr. MaAcKASEY: This will be of all suppliers, or any supplier? 

Mr. LarocqueE: No; in the case of new drugs coming out the only test 


available is the test that the supplier makes. They are the originators. They 
supply the test, and we pretty well have to trust to its being accurate. 


Mr. MackasEy: Of course, you rely on the fact that the Food and Drug 
Directorate periodically visit that source of supply and inspect it. 


Mr. Laroc@uE: If there is any doubt at all about any product, we will refer 
to the Food and Drug Directorate for their advice before we will use it. 


Mr. Macxasey: Am I right, Mr. Chairman, in assuming that the Food and 
Drug Directorate make periodical inspections and analyses anyway? 

I am getting into another question now, Mr. Chairman. Do you have any 
restrictions this morning on the type of questions, or the area? 

The CHAIRMAN: Perhaps we can wait and see. 


Mr. MackasEy: That is fine. You mentioned earlier a very large purchase of 
chloromycetin, originating in Holland. This leads me to another area, that of 
goods originating outside the country. 


Am I allowed to get into that area, Mr. Chairman? 
The CHAIRMAN: I am not sure that they will be able to answer the question. 


Mr. Macxkasey: No; but the Food and Drug Directorate people could, and 
they are here; and it relates to safety. 
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What did you do with these goods coming from Holland? You say that you 
now have received these goods. 


Mr. LaARocaQuzE: I believe we received some of these goods, yes. 


Mr. MAcKASEy: Well, you received a fairly substantial quantity of 180,000 
tablets. 


Mr. LarocaQuE: I cannot tell off hand how many we bought up against this. It 
has been on tender for a year. 


Mr. Mackasey: Did they come in in part shipment? 
Mr. LAROCQUE: We request them that way. 


Mr. MacKaSEy: You request them in part shipment. Therefore, is every lot 
re-tested ? 


Mr. LAROCQUE: Yes. 


Mr. MacKAsEy: Every lot is re-tested. In other words, if they come in 15,000 
at a time, in 12 shipments, is each one of these 12 shipments re-tested? 


Mr. LAROocQuE: This is our policy if we are doubtful, yes. 


Mr. MackasEy: Now, what do the Food and Drug Directorate do about these 
goods at the border point when they are coming in from Holland? 


Mr. ALLMARK: Are you speaking about the raw material, Mr. Mackasey, or 
the formulated product? 


Mr. MACKASEY: Well, we will make it easier and stick with raw material. 
What do you do with raw material? 


Mr. ALLMARK: Well, actually, as probably you know, every batch of raw 
material has to be accompanied by a certificate indicating the complete analysis 
of that raw material. This goes to the manufacturer, and at the point of entry our 
inspectors do not usually hold this up unless there is some previous warning. It 
goes to the manufacturer, and then the inspector may ask to see this certificate 
when he makes his inspection. 


Mr. MAcKASEY: Who issues this certificate? 


Mr. ALLMARK: Well, the manufacturer of the drug—the originator of the 
drug. In some countries there will be a control laboratory within that country 
that will do the analysis for them. 


Mr. MAcKASEy: Have you found different standards in different countries? 
Mr ALLMARK: Occasionally, yes. 

Mr. MackKAsEy: Could you give examples? 

Mr. ALLMARK: No, I could not give you examples on that. 


Mr. Mackasey: Are there any countries that you view with more suspicion 
than others? 


Mr. ALLMARK: I do not know that I would want to answer that either. 


Mr. MackasEy: Why not? That is the purpose of our hearings. Why would 
you not want to answer it? 


The CHAIRMAN: He is thinking of our international relations. 


1530 DRUG COSTS AND PRICES Dec.;1, 1966 


Mr. MackAasry: I am not interested; I am interested in the safety of 
Canadians. 


Mr. BRAND: Mr. Chairman, may I point out that Dr. Chapman has already 
pointed out that he disagrees with Canadian laboratories, and surely if he is 
going to disagree with the results of Canadian laboratories he can certainly tell 
us which other one he disagrees with; and I would insist on an answer to Mr. 
Mackasey’s question. 


The CHAIRMAN: Mr. Allmark is here representing the department; I would 
remind you that Dr. Chapman himself will be back before the Committee at the 
end of January. 


Mr. Mackasey: Mr. Allmark is a very knowledgeable and intelligent witness 
in the few times that we have had dealings with him, and I am quite happy to 
accept his appraisal and perhaps Dr. Chapman could elaborate on it. 


Mrs. RipeouT: Flattery will get you nowhere. 
Mr. MAcKASEy: No, it is not flattery; I think that is unfair to Mr. Allmark. 


Mr. ALLMARK: Of course, Mr. Mackasey, I have my own views on many of 
these things, and they may not necessarily be the directorate’s views. I think 
there really should be a directorate policy-decision on to naming the companies 
abroad that we do not like, or have found wanting. I would not wish to name 
them. 


Mr. MackAsey: The point is that some of these people who are supplying the 
lowest tender to a hospital could have their source of supply in a country in 
Europe, the standards of which are not perhaps exactly what you would suggest 
should be maintained. How early can you prevent that so that it does not get all 
the way to the hospital? 


Mr. ALLUMARK: Well, I think the testing program that has been set up will 
pick this up. 


Mr. MacKAsEy: Eventually. 


Mr. ALLMARK: I think you have heard from the purchasing agents this 
morning that if they are at all suspicious of a new tenderer they would have this 
checked before it ever would go into any hospital. 


Mr. MackaseEy: Yes; but the point, Mr. Allmark, is that it is only when it 
gets to the hospital that they are suspicious. Obviously if they are suspicious 
beforehand, they should not permit the firm to tender in the first place. I would 
imagine that, in the case of everybody on this very long list, surely before they 
are issued an invitation to tender somebody must know what is their source of 
supply, whether it is Canada, the United States, or Switzerland. 


Mr. ALLMARK: As I understand it, the source of supply may change, actual- 
ly, from one batch to another. They do not always purchase their raw materials 
from the same source. They may buy the raw material in Copenhagen at one 
point, and may go to Italy at another point, even during the year, or within three 
or four months. 


Mr. MAcKASEy: Are we not concerned where they get it from? 


Mr. ALLMARK: I think we are. 
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Mr. MackaseEy: I know you are, and I am being polite about it. If you are 
concerned, what are you doing about it? 

Mr. ALLMARK: I might tell the Committee this, that we are doing quite a lot 
of research on raw materials at the present time, and up to this point in time our 
research has not revealed anything to be alarmed about. 

Mr. MaAckKAsEy: Well, Dr. Morrell, when he was before this Committee in 
1964, said—and now I am quoting from Maclean’s, and you can say it is inapt 
if you care to: 

Our greatest concern is the raw pharmaceutical materials coming from 
abroad; from countries where production controls are not as good as they 
should be. 

Do you feel that this is still a fair appraisal two years later? 


Mr. ALLMARK: I think so, Mr. Mackasey. I think it is still a big concern. 


Mr. MAcKAsEy: Now, could you verify, or deny, the fact that a committee 
representing the Food and Drug Directorate did tour Europe about a year ago 
on a fact-finding mission? 


Mr. ALLMARK: Yes, I can verify that; I was a member of the team. 


Mr. MacKaseEy: Could your findings be placed at the disposal of this Com- 


mittee, one of the functions of which is to investigate safety of drugs? 


Mr. ALLMARK: Well, I think this still would be the responsibility of the 
minister. If he wants you to hear about our findings, I think it would be up 
to him. 


The CHAIRMAN: I think we have already asked Dr. Chapman about that. 
They did not want to put the committee’s findings before this Committee. 


Mr. MACKASEY: Why? 


The CHAIRMAN: I will have to go back and refresh my memory, but it 
seems to me that we discussed this point when the Food and Drug Directorate 
was before us at almost the first meeting. I will have to refresh my memory. 


I am prepared to discuss this with Dr. Chapman. 


Mr. Mackasey: Mr. Chairman, I must go on record once again to say that 
it makes a mockery of our Committee if we are to be denied this type of 
information. 


An hon. MEMBER: I am glad to hear you say that, Mr. Mackasey. 


Mr. MacKaAsey: The point is that either we are going through an exercise in 
futility, and our work is already being done at the same time by a government 
agency, or we are not. If we are to do a job we should be entitled to all sources 
of information, not only from the government but from private industry. I think 
this is very pertinent to safety and, eventually, to prices, of course. 


The CHAIRMAN: You are talking about safety, and our terms of reference are 
actually cost; but there is no question that the two are related. 


Mr. Mackasey: I think we all agree, Mr. Chairman, that if safety was not a 
factor you could buy drugs even cheaper. 
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Would you say that our requirements, or our standards, are as good here as 
they are in England, for instance? 


Mr. ALLMRK: As you probably know, our official standards for drugs are 
outlined in our regulations. The official text actually is the B.P. and the U.S.P. 
and a national formulary, and French codex, and one or two others. We have no 
reason to believe that these standards are not good standards. We use these 
every day in the week. 


Mr. ALLMARK: As you probably know, our official standards for drugs are 
tion because the United Kingdom saw fit—according to this article—to remove 
Italy and Poland as suppliers of antibiotics. Should we have done the same thing, 
or are our standards a little lower? 


Mr. ALLMARK: I do not know the particular circumstances of why they did 
this; I think probably they found it was an inferior quality material. 


Mr. MAcKASEY: Have we found it inferior quality material? 
Mr. ALLMARK: Do you mean the raw material? 


Mr. MAcKASEY: Well, in the form in which they saw fit to refuse imports 
from those two countries. 


Mr. ALLMARK: We do reject materials periodically, you know, in the for- 
mulated drugs from abroad, and also raw materials. 


Mr. MAckKAsgEy: Well, this article, of January this year—which is not too - 
old—does not say that some suppliers in Italy and Poland were removed. It says 
that they were recently removed from the U.K.’s list of suppliers of antibiotics. I 
really Just want to know whether we have done the same thing? 


Mr. ALLMARK: No; we have not excluded drugs from Poland, although I 
have the feeling that there are none coming into Canada. 


Mr. MAcKASEY: Because when they get to the door here they are not 
acceptable? 


Mr. ALLMARK: I would not say that we would object to them if they met our 
standards. 


Mr. MAcKASEy: In other words, we have no policy of discrimination against 
any country as a source of supply? 


Mr. ALLMARK: No, no; as a matter of fact we made a survey of this situation 
within the last two years, and we were actually obtaining drugs from over 30 
countries at that time. 


Mr. MackKAsEyY: Well, Dr. Morrell, in the same article which I have dug out 
from some of the past hearings, goes on to say: 


For the first time... 

He is talking about the new regulations, and I am glad to see, Mr. Chairman, that 
he says some of these have come out of our past hearings—it means we are not 
quite that useless. 

Now the FDD is going to plug that loophole. When a new regulation 
goes into effect, probably within the next few months, it should dramati- 
cally reduce the incidence of substandard drugs now being sold to the 
public. 
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“For the first time,” said Dr. Chapman, FDD’s new director, “‘we will 
know who is making and distributing drugs in Canada. With this knowl- 
edge, we will be able to plan a more effective inspection program to insure 
proper quality standards are being maintained and our requirements are 
being met regarding safety and effectiveness.” 


Mr. ALLMAaRK: I think that what is meant there is actually the drug 
notification scheme, which is under way now. 


Mr. Mackasey: Which would have an effect in registering and pinpointing 
our sources. 


Mr. ALLMARK: Yes; importing companies, as well as Canadian companies, 
will have to notify us of the drugs they are proposing to sell on the Canadian 
market. 


Mr. MackasEy: Now, do you feel that your staff is adequate at the present 
moment? 


Mr. ALLMARK: I think, Mr. Mackasey, that many of these questions could 
very well be answered when we meet with you in January, if you would not 
mind leaving them over until that time. 


Mr. MaAcKASEy: Fair enough. 

The CHAIRMAN: Dr. Brand, do you have any further questions? 
Mr. Branp: I certainly have. 

The CHAIRMAN: Carry on. 


Mr. BRAND: When I was questioning the last time, Mr. Chairman, I began to 
think you were running interference for the witnesses; I hope that was not the 
case. 


Mr. Mackasey: I think that is an unfair assumption. There are a few things 
that Dr. Brand has said today that I would like to disassociate myself from, and 
one was his reference to the witnesses, as pious. I think the witnesses have been 
refreshingly intelligent, and I would like to know a little more about their 
background. I am quite impressed by the knowledgeability of the gentleman who 
has been the spokesman for the purchasing agents. I do not know whether he has 
an Irish brogue, or what type it is, but he can twist his tongue around generic 
names better than anybody I have heard. 


The CHAIRMAN: Dr. Brand? 


Mr. BRAND: Well, now that all the pats on the back are over with, I think 
we should go on to a few more questions. I do not do this in an attempt, as Mr. 
Mackasey is suggesting, to denigrate in any way any of the gentlemen who are 
appearing before us; but I adhere to any point that some of the statements made 
this morning were quite pious; and I think if you look back over the record you 
will agree with me, particularly since some facts have come out as a result of 
questioning, which did not come out earlier, despite questioning to that effect. 

Now, here is a sneaky one, perhaps. The statement was made—and I think 
Dr. Showalter made it—that by the standards and the purchasing methods used 
we try to encourage Canadian industry. It has occurred to me, as I look at this 
Dutch thing, that this is a peculiar way to encourage Canadian industry. As 
I look through some of the things I have here and I see where they come from, 
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it is going to be a pretty difficult thing to encourage Canadian industry when so 
much of the raw material seems to come from overseas, as I think Dr. Allmark 
pointed out. But that is by the by. 

One thing that intrigued me was this bit about drugs going to Crown Assets 
Disposal. I would like to hear more about that. I would like to Know when you 
decide that a drug is no longer any good, from the viewpoint of the armed 
services, but is still good enough to be given to Crown Assets Disposal. It is 
obviously going to be sold on some market other than Canada. I am interested in 
the criteria. 

Having been in some service hospitals and having seen the age of some of 
the drugs that have been there—I am not speaking about recently; I hope the 
situation has changed—I am a little curious about this. 


Mr. Poyntz: Well, I think I did say, Dr. Brand, that these drugs had to be 
good if they were declared; we were not getting rid of drugs that had not been 
tested. 


Mr. BRAND: Why were you getting rid of them? 


Mr. Poyntz: There are various reasons. Treatments may change, the usage 
may change; a good example would-be the fact that, up until about three years 
ago, we were supplying certain drugs for dependents. This was terminated, and 
these drugs that had been procured for dependents were no longer required; 
therefore they were declared surplus after they were tested. They were not 
necessarily poor drugs. 

Sometimes there is no sale for these drugs. A recent case was where we had 
to dispose of a large quantity of R.C.N. seasickness tablets that were procured 
during the last war and which are no longer used for that purpose. 


Mr. Branp: They were procured over 20 years ago and were they still 
useable and still in good shape? 


Mr. Poyntz: No, they were not saleable; they had to be destroyed. 


Mr. BRAND: Oh, they had to be destroyed. In the matter of destroying drugs, 
I think there was mention in this Committee a few years ago of something that 
happened overseas, where they were quietly flushing drugs down the toilets of 
service establishments. Now, this is a statement, or, let us say, a rumour—lI think 
that is a much better word for it—that has recurred frequently. I wonder if we 
could set the bogey at rest, or resurrect the ghost, or something of this nature. 


The CHAIRMAN: I may say that it was put on the record by yourself. 


Mr. BRAND: This is correct. I am sure that the gentlemen have read the 
records of the Committee and have noticed that— 


The CHAIRMAN: I am saying this because the Committee records are running 
far behind. 


Mr. BRAND: That is true. That was some time ago. 
Do you know anything about this? 


Mr. Poyntz: No, I do not. I have heard the rumour, but we have no evidence 
of it. I think you will probably agree that a doctor may say: “I do not want any 
of that stuff’. 
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Mr. Branp: If you do not know anything about it you can hardly speculate. 
Do you know of anybody who does know anything about this? 


Mr. Poyntz: I would have to have something more concrete than a rumour 
of evidence— 


Mr. BRAND: I can give you a name—Lt. Col. Thurwell. 
Mr. Poyntz: When was this supposed to have happened. 


Mr. BRAND: I am merely seeking information. I am not making suggestions, 
except for the name, at the moment. Do you think there is any possibility that he 
might have something which could contribute to the clarification of this prob- 
lem? 


Mr. Poyntz: He might have. As I say, I do not deny that this sort of thing 
could happen at a particular unit where a doctor—and we use civilian doctors as 
well as military doctors—favours a particular drug and does not use what is 
supplied. However, these would be very small quantities in relation to what we 
procure for the armed services. 


Mr. BRAND: You left me somewhere. What does this have to do with the 
problem of fiushing them down the toilet. Surely, if you do not like a drug you 
do not do that. I know lots of drugs that I do not like asa physician and I do not 
flush them down the toilet. 


Mr. Poyntz: If a drug is not satisfactory to the person who is using it, 
particularly if it has been issued to him against prescription, you have to flush, 
burn or bury. I would say that it was a normal disposal method for unsatisfac- 
tory drugs. , 

I think it was agreed earlier that some doctors do specify “no substitute”, 
and if they do not find it acceptable this could happen. But I reiterate that it 
would happen with only a small proportion of the drugs that we use. 


Mr. BRAND: In view of the fact that the witness has said that Lt. Co 
Thurwell may have something to offer, I would suggest, Mr. Chairman, if at all 
Possible, at some time Lt. Col. Thurwell be asked to appear before this Com- 
mittee. 

The CHAIRMAN: Rather than have him appear, I was wondering if we could 
have Mr. Poyntz’s approval that the Chairman talk with Lt. Col. Thurwell and 
perhaps have it put on the record in writing. It would then become part of the 
record. Is this satisfactory? 

Mr. BRAND: I object strenuously, Mr. Chairman. I have asked to have the 
opportunity to chat with this gentleman in the Committee. I am not interested in 
records being lodged with this Committee, by people who are not witnesses. I 
think this is quite improper, and I do not think it should be done. 


The CHAIRMAN: I will call this to the attention of the steering committee. 
Mr. Brann: All right. 


Mr. MacxaseEy: I might have a little more information perhaps to support 
Dr. Brand. Are we referring to the headlines I saw in the press a few weeks ago 
about drugs having been flushed down a toilet? 


The CHAIRMAN: I saw an article in the press. I did not see any headlines. 
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Mr. MacKAseEy: The article I saw did not mention that it was a rumour. It 
said that it was a statement in the Committee. 


The CHAIRMAN: I think they were quoting Dr. Brand’s statement in this. 
Committee. 


Mr. MackaseEy: Surely, in all fairness to Dr. Brand, he must have mentioned. 
at the time that it was only a rumour. 


Mr. BRAND: I most certainly did mention that it was only rumours. The 
Chairman can bear me out. 


Mr. MackaseEy: Did the newspapers conveniently overlook the fact that this 
was only a rumour. There was nothing in the headlines saying: “Rumour that. 
drugs flushed down toilet.” 


Mr. Branp: I can think of some other newspaper headlines that sometimes: 
are not quite— 


Mr. Macxasey: I am sure you would want to be fair to Dr. Showalter’s. 
department. The inference I got from that headline was that, despite the fact 
that his department had enough initiative to centralize buying and establish. 
74-GP-la, drugs were still being purchased and flushed down the toilet. This is. 
the inference that a layman would have obtained from this irresponsible jour- 
nalism; not, I am sure, from your question. 


Mr. BRAND: It is a rumour, but it is a persistent one, and it was confirmed as: 
a rumour by one of the witnesses who were here that day. I stand corrected, but. 
I believe it was the president of Ayerst, McKenna & Harrison. 

In view of this I think that in fairness to all concerned, including the 
gentlemen at this table, this matter should be clarified once and for all. 


Mr. MacKAsry: I think we should have the witness here to exonerate the 
departments, if necessary. I concur in this. 


Mr. Poyntz: Dr. Brand, the reason I asked, when this is supposed to have 
occurred is that in Dr. Showalter’s presentation he described the situation up to 
1960 or 1961. I also explained that we have a guarantee now. Until 74-GP-1 and 
our guarantee came in, I believe that we may have received inferior drugs. We 
have taken corrective action, and if these are things which were rumoured over a 
year ago, then it is not reflecting the present status. 

At the present time we do not know of any unsatisfactory conditions on 
drugs. 


Mr. MackaseEy: What is the guarantee you are referring to? 


Mr. Poyntz: We call up a guarantee on our procurement documents. This 
guarantees that the product, on receipt, complies with our purchase description 
and that it will meet this purchase description for a period of three years 
afterwards, unless it is a shelf-life item. If it fails within that three-year period 
we get our money back. 


Mr. MackAsEy: What happens to the dead soldier? I can understand “a 
guarantee in the case of a defective can of peas or something, because I guess you 
can get ptomaine poisoning, but— 


Mr. Poyntz: Remember, I said we tested all our receipts. 
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Mr. MackasEy: Mr. Chairman, may I ask another question which, I think, 
arose earlier? 

Dr. Showalter, is there any particular reason why your department should 
not issue periodical bulletins, as is done in many areas in the United States, 
listing these firms who are—I will not say penalized, or punished—but whose 
goods are rejected and who violated the standards? Bad publicity is the greatest 
weapon at our disposal. Why the secrecy? Why are we protecting these people? 


Mr. SHOWALTER: Mr. Chairman, there is no secrecy. That list of firms 
deemed acceptable under 74-GP-1 is now getting very wide distribution. A new 
list is circulated every three months, and during the three-month period amend- 
ments are sent out by special notice to all users of the list. 


Mr. MAckasEy: You may send out a list tomorrow, and three months from 
now you will send out another list which may have certain names deleted. 


Mr. SHOWALTER: That is correct. 


Mr. Mackasey: But you do not say why you have deleted them. In the 
United States they do. 


Mr. SHOWALTER: So far that has not been done. I might say that our wide 
distribution of the list is a very recent development. 


Mr. MacKASEy: But is it not possible that a firm could cease to be on that list 
because they simply intimated to you that they were no longer interested in 
quoting? 


Mr. SHOWALTER: That is quite true. 


Mr. Mackasgy: Therefore, would people not get the wrong inference from 
the fact that a firm was no longer on there, unless you explain why? 


Mr. SHOWALTER: What you ask certainly could be done. It is not being done, 
if that is the question you are asking. 


The CHAIRMAN: I would just like to mention that that recommendation that 
a list of infractions under the Food and Drugs Act be published by the Food and 
Drug Directorate was made by this Committee in 1964 and the government have 
never seen fit to implement it. 


Mr. Mackasey: A lot of our recommendations the government has not seen 
fit to implement. That is why I sometimes question our existence. When are they 
going to get around to implementing it. 


The CHAIRMAN: I am merely pointing out that we have made this recom- 
mendation. 


Mr. Branpb: I would like to ask again about this equivalent clause. 


Do the departments do any testing of therapeutic effect. I know it is much 
easier to do physical characteristics, rate of disintegration, percentage of the base 
in the tablet, and things of this nature; this I understand. How about therapeutic 
effect and potency—whatever that means—unless that is referring to the per- 
centage of base. 


Mr. ALLMARK: As a rule we do not carry out clinical work, but occasionally 
we do a bit of it. I think our most recent work was done at a local hospital on 
tolbutamide. This work has actually been published. We actually studied a 
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number of different brands of tolbutamide, both from the laboratory point of 
view and clinically. This is the sort of work we do when the occasion arises. 


Mr. Branp: When you put the equivalent clause in a tender for drugs, such 
as in the one I have before me, and then you accept the tender of one of these 
firms in the 74-GP-1 list, such as the one Mr. Mackasey mentioned— 

Immuno (Canada) Ltd. on Sherbrooke Street West, or some of these other 
distributing houses—do you insist, when you purchase, on the evidence—“‘proof 
of equivalent” as it says here—to show that the offered is professionally accept- 
able and is, in fact, equal to the product named in all respects including po- 
tency, therapeutic effect, physical characteristics, stability during storage, and 
so on. Do you insist on this? Do you always get this? 


Mr. ERSKINE: Yes, we would, Mr. Chairman. This is a condition of the tender 
and the tenderer must comply with this; and the user department must be 
satisfied that what has been offered is acceptable to it as an equivalent. 


Mr. BRAND: Mr. Mackasey made reference to one Nova Scotia that intrigued 
him. Presumably he was referring to Colonial Agencies. I know they sell tractors 
and snow plows, and apparently drugs to the government, as well. Under what 
seem to be these very fine, 74-GP-1b standards I am puzzled how you can go into 
a distributing house, which may be an office, let us say, with a few tractors 
standing around and things of this nature—how you can apply this and then give 
them a 74-GP-1 rating? I just do not understand how you do it. 

If they import the drug, let us say, from some part of Europe, do you send a 
team of inspectors to the plant in Europe where they made the drug, because 
obviously if they are an agent it must come in in a capsulated or tabletted form? 

Mr. SHOWALTER: It is true that we have listed, as being in conformity with 
the standard, some companies who do not manufacture in Canada. Some of the 
products that they supply are manufactured in Canada, and some elsewhere. If 
they meet the standard they will have in their possession quality control infor- 
mation about everything they provide— 

Mr. Branp: I was thinking of things like personnel, and how you describe 
the plants. This has to do with the manufacturing plant. You mean they supply 
this to you, saying that the toilets all have a sufficient amount of toilet paper in 
them? I understand this was the reason that one was turned down at one time 
not too long ago. How do you know that? 

Mr. SHOWALTER: The company, if it is not a manufacturer, lists its suppliers, 
and it is under obligation to show that they are in conformity with the standard. 


Mr. Branp: That is exactly what I said, then. 
Mr. SHOWALTER: Yes; that is correct. 


Mr. MacKkasey: How do you know if they conform, other than from their 
testimony? 


Mr. SHOWALTER: If it is a Canadian company, of course, we know; if it isa 
foreign company, of course, it is more difficult. But we do have a good deal of 
information about— 


Mr. BRAnp: Are you going to get rid of the inspectors? 


Mr. SHOWALTER: I am sorry, I do not understand the meaning of that. 
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Mr. Branp: I will make it clear then. If you are going to accept the written 
word from some of these firms about overseas ones, why will you not do the 
same thing for Canadian firms and get rid of your inspectors? Do you see what I 
mean? What is sauce for the goose is sauce for the gander, in other words. You 
are going to accept the written word from an agent. You get 1,000 pills of 
chlordiazopoxide, which the D.D.P. has just bought, and you are satisfied be- 
cause they have sent with this a paper which says that the firm that manufac- 
tures these is clean in every way and meets the standards of 74-GP-1b. This is 
how you accept it? 


Mr. SHOWALTER: No, that is not what I have said. We do not accept the word 
of the Canadian company to the effect that its foreign suppliers are in conformity 
with the standard. We have not asked for that. 


Mr. FORRESTALL: You just do not ask for it. It is not a question of whether 
or not you accept it. You just do not ask for it. Is that what you are saying. 


Mr. SHOWALTER: We try to get information on the foreign companies in 
order to support to this, but we are not always able to get it. We do have a good 
deal of information about foreign sources, but we do not have it all. 


Mr. MackAsey: Mr. Showalter, earlier you said that before a person could be 
invited to tender he had to satisfy certain standards which were enforced by the 
Food and Drug Directorate. Am I correct? Was it not your original testimony 
that before they can tender to your department, or to the government they had 
to satisfy your department that before they were invited to tender that they had 
lived up to the specifications of 74-GP-1, and that it was up to the Food and 
Drug Directorate to carry out the checks that are in this particlar formula. 

Now, until Dr. Brand brought this point up I was under the impression that 
all the raw materials that were coming in from other countries because we do 
not manufacture them here—and the big companies cannot tell us differently, 
with a few exceptions—at least were being put into dosage form in Canada on 
premises that met this standard, and with the Food and Drug Directorate 
periodically making sure the standards did not deteriorate. For instance, in 
Section 5.2 it says that all ceilings, floors and walls of a building shall be 
reasonably dust-tight to the extent that dust cannot migrate through the floors 
or walls or from one room or operation to another. 

5.2. All ceilings, floors, and walls shall be constructed, finished and 
maintained to prevent the introduction or migration of extraneous mate- 
rial into drug products. 

This is an extract at random from “Premises and Equipment.” How do you make 
sure that this is being carried out, if the source of the finished form is not in 
Canada? 


Mr. SHOWALTER: There are undoubtedly many cases where we do not know; 
we do the best we can. This standard has provided an additional assurance, but 
there is no certainty, and there would be no certainty of the quality of a drug 
even if the drug were bought entirely from a Canadian manufacturer. 


Mr. BRAND: Why include those where you have no certainty—no way of 
knowing at all—in the 74-GP-1 list? 


Mr. SHOWALTER: This is partly based on history—the fact that government 
purchases has for a long time allowed non-Canadian products. 
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Mr. Branp: Because of price alone? 
Mr. SHOWALTER: No; because there has been— 
Mr. BranpD: Surely if there is no check on quality it must be on price alone. 


Mr. SHOWALTER: There have been benefits or, if you like to call it, handicaps 
for Canadian content in the purchasing; but it is also true that there are some 
Canadian manufacturers who offer, to Government purchase, products which are 
manufactured abroad. It was not felt by the Board that we wished to eliminate 
entirely firms who do not manufacture in Canada from the list of those that we 
would accept in accordance with this standard. 


Mr. Branp: But you do nothing in this to ensure the continuity of legal 
responsibility? In short, you do not ask the supplier, if he happens to be 
receiving his raw material or the package form from a foreign supplier, to 
guarantee, underwrite or accept responsibility for, the actual manufacturer. 
There is no legal responsibility. Your concern is only with yourself and the 
person who supplies you. You do not ask for the extension back? 


Mr. SHOWALTER: Guarantees are a function of the purchasing activity, and I 
am not involved in purchasing activity. This is an accommodation, or a service 
and the list of companies was of purchasers. 


Mr. FORRESTALL: We keep shopping around like this. It reminds me of 
Admiral Landymore’s testimony and what eventually came out of that. Doctor, I 
do not think any one of us here is attempting in any way to do other than to put 
before the public all the information that is available. You gentlemen have come 
and donated your time, but all you are doing is answering questions. What if I 
were to ask each of the seven of you, for example, to tell the Committee what 
you think we could do usefully to achieve the purpose for which we are here? 
Would you feel free to comment frankly on that and give us the advantage and 
benefit of your experience, professional and otherwise? I suggest that you would 
be reluctant to do it. That is all. 


Mr. SHOWALTER: Mr. Chairman, a hint of that was given in my original 
remarks, and I think it may be a valuable one; but in a way it is a sort of 
expression of opinion. 

What I would like to say—because of some of the questions you have asked 
are about the standard and the list of people that we say conform to the 
standard—is that we are attempting to produce a system, and we think that the 
system is considerably better than the system that prevailed earlier. I am 
prepared to admit that it has imperfections. It would be ideal if we could run 
the same kind of inspection in all foreign suppliers to the Canadian drug market 
that we run in Canadian firms. I am afraid this is not possible at the present time. 
We still have created a system which, with some imperfections, has worked 
tremendous improvements in the purchasing of drugs in government. 


Mr. BRAND: There is no argument about this. This is probably true. 


Mr. MAcKASEY: Why should a firm settle in Canada? Why do they not settle 
in some nearby point, such as Puerto Rico or even in Europe, and not have to 
meet with this standard? 

I realize, as you mentioned earlier, that if there is any doubt on the part of 
the purchasing agent he can demand or request a test on the product, but it 
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seems to me we have two standards. I agree fully with your standard for 
Canadian manufacturers, in that they must conform to all this, and that the Food 
and Drug Directorate should be charged with the duty of inspecting the premises 
and of making certain that everything is there just as you outlined, but I did not 
quite realize that we do not really have any way of knowing whether products 
coming in from outside the country are meeting your standards, and I am rather 
surprised that we take a chance on these sources. 


Mr. SHOWALTER: We have two ways of knowing. One is that the material is 
subject to inspection, as received by the user, and the other is the system of 
demerits applied in the standard. All I can tell you is that this standard has been 
used in government purchasing since, I believe, the end of June, 1964, and I have 
had in that time probably not more than about four or five reports of unsatisfac- 
tory material received by users. 


Mr. MackAseEy: Is all material coming in from Europe checked automati- 
cally? 


Mr. SHOWALTER: It is given the same kinds of checks as the others. 


Mr. Mackasey: That is not quite the answer to the question, because with 
the others you can check the premises; you can check the source of material; you 
can check the plant; you can check the physical assets by the Food and Drug 
Directorate dropping in unexpectedly. You cannot do this to the European firms. 
Therefore, do we get goods in from Europe that are not necessarily checked, or 
are they subject only to spot check, or is every batch checked? 


Mr. SHOWALTER: Are you referring to the check of the factory operation, or 
the check of the product? 


Mr. MackKAseEy: The product. 


Mr. SHOWALTER: The products coming from Europe are given the same 
check as products coming from any Canadian source. 


Mr. MAcKASEyY: You are going to adhere to that. Tell me what it is. What is 
— the check? 


Mr. SHOWALTER: I am not the inspection authority here. I am afraid I cannot 
answer this question. 


Mr. MAcKASEy: Are you sure they can? 
Mr. SHOWALTER: I think they can. 
Mr. MAcKASEy: Will someone answer it, then? 


The CHAIRMAN: I think what Mr. Mackasey would like to know is if you get 
a product from the United Kingdom or France, you automatically check every 
~ batch. 


Mr. LAROCcQUE: Yes. If it isa new product and we have never had it before, 
we will check it. We will even check any product that we have checked many 
times before if we are suspicious that the source of the raw material has been 
changed from time to time. 


Mr. MackAsey: That is not quite the answer I am looking for, Mr. Chairman, 
but I guess it is the only answer available. 
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It strikes me—and Dr. Showalter is right—that if we are buying a product 
from, say, Empire, or from Smith, Kline and French, or from Hoffmann-LaRoche, 
these firms are situated and exist in Canada, and in addition to having them meet 
this standard they also have to face the psychological possibility of the Food and 
Drug Directorate walking in unannounced on a Wednesday morning and check- 
ing the lights; checking the fluorescents to make sure that there is no dust on 
them; checking sanitary facilities; and making sure that the tableting machine is 
properly cleansed when it switches from one ingredient to another. These are all 
things that guarantee or safeguard our health in Canada. 


Now, for particular reasons, such as shortage of staff and other logical 
reasons, we cannot make that type of on-the-spot check on all the sources of 
products in Europe. Nevertheless, we do accept these products from Europe, and 
I just want to know why we do not check each and every batch, for that 
particular reason. 

Now, if we are talking basically of food and drugs, we can ask that because 
of the general concern. But I am talking about these drugs that are bought 
according to the specifications of the Department of Industry. We have a very 
progressive section 5 pertaining to premises and equipment which we cannot 
enforce in many instances because the particular factory in which it should be 
enforced is situated thousands of miles away. Therefore, what protection do we 
have? What safeguard do we have, or what alternative do we have to section 5? 


Mr. SHOWALTER: Mr. Chairman, I began by answering that there are two 
safeguards here. 


Mr. MaAcKASEY: One is the demerit system. 


Mr. SHOWALTER: One is the demerit system and the other is the inspection of 
the product when it is received. 


Mr. MAcKASEY: The demerit system is quite obvious. If you get a bad batch 
constantly you are going to eliminate the supplier; but I would like to know more 
about the inspection. Is it an automatic inspection, or is it only because someone 
requests it, or is it automatically all the time on every batch, or every purchase 
coming in? 


Mr. SHOWALTER: If you are referring to inspection of the product, I think 
the department should answer. If you are referring to inspection of the source 
and the operation in which the material is made, then I am responsible, because 
I am the Chairman. 


Mr. MAcKASEY: Would you answer in your area of responsibility, then, and 
we will get the answer from the others. 


Mr. SHOWALTER: I explained that we realize that this is an imperfect system, 
and yet it has brought benefits. It is imperfect partly we cannot inspect 
all companies throughout the world. We do have a good deal of knowledge about 
the many sources throughout the world, partly because Food and Drug has 
travelled very considerably in those areas. 


Mr. MacKAsEy: I have been reading about that. 


Mr. SHOWALTER: Further, we have knowledge about the performance of 
those sources, and that knowledge is officially conveyed into the list of acceptable 
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firms through the medium of the demerits; and the reason I raise that again is 
that the experience with demerits over the last two and a half years has justified 
the system. 


Mr. Mackasey: When the price variation is very little, such as in the case of 
penicillin—$1.21, $1.223, $1.35—do we take into consideration then, Dr. Sho- 
walter, that one of the firms—it may not be the lowest but very close—exists in 
Canada, and as a result of that has to be subject to the physical inspections, as I 
think it should be, as outlined in section 5. Is there any advantage given to these 
companies? 


Mr. SHOWALTER: I am afraid I do not quite understand this question. 


Mr. MacKASEyY: Well, suppose that $1.21 is the price quoted by a firm witha 
source in Poland, which has an office, suite number such and such, and not sub- 
ject to demerit; his price is two cents cheaper than that of a firm that is situated 
in Cooksville, or in an Ontario location, which is at least packaging the raw 
material and so on, but it is a few cents dearer; and incidentally, is subject, as it 
should be, to the periodical inspection of the Food and Drug Directorate. Does 
this second firm, which is a couple of cents dearer, get any advantage by the fact 
that it is Canadian? 


Mr. SHOWALTER: Mr. Erskine might like to answer with respect to the effect 
of Canadian content on purchasing, but if the company’s name is on the list, 
normally it would be question of lowest tender. 


I should explain that the several departments, which participate in what we 
call the Interdepartmental Advisory Board, are independent in their own au- 
thorities. Each reports to the House through its own minister. I, as Chairman, am 
just a sort of co-ordinator in a bull-pen; that is to say, we are a bunch of 
gentlemen— 


Mr. MAcKASEY: But they are not independent to the point that they can 
ignore this standard? 


Mr. SHOWALTER: They can ignore the standard, and we are only around the 
table as a board on a basis of mutual agreement; because each department may 
do what it wishes, and on some occasions it must, because it may be buying 
something for which there is no source approved under this. 


Mr. MacKAsEy: Will the purchasing agents of the departments perhaps 
answer my question? 


Mr. ERSKINE: I will, Mr. Chairman. We do pay a premium for Canadian 
content, but usually when you get into a price which is as close as this one the 
foreign content of the total price would be a very, very small percentage, and 
when we use the factor that we use for the Canadian portion of it it would 
probably make no difference in the award of the contract. The foreign content 
would probably be represented by the actual ingredients that came in. All the 
rest would be Canadian. The customs duty is paid, the clearance, the sales tax, 
and so forth. 


Mr. Mackasey: I was not talking about Canadian manufacture; I was really 
talking about packaging firms, where there is no real manufacture. I am talking 
about people who bring in raw material. At least they are under the supervision 
of the Food and Drug Directorate when they are transferring the raw material 
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into dosage form. I am comparing them to a firm who imports it, already in 
dosage form, we will say, from Poland or Italy, or England. Does the Canadian 
firm gain any advantage from the fact that it is Canadian? 

Mr. ERSKINE: Yes; the foreign content is taken into consideration. 

Mr. Macxasey: Is it a formula? 

Mr. ERSKINE: Yes, it is a formula. 

Mr. Mackasey: Is it a matter of judgment? 

Mr. ERSKINE: No, it is a formula. 

Mr. MackKaseEy: Could you outline the formula? 


Mr. ERSKINE: It is a policy which is applicable to all the products. There is a 
10 per cent allowance, but only on that factor which is foreign. 

Mr. MAcKASEY: Only on the material? 

Mr. ERSKINE: On whatever was involved in the foreign price. In the case of 
purchases in the United States, for instance, which were bought f.o.b. down in 


the south, the transportation costs that were incurred outside the country would 
also be a factor. That would be foreign content, too. 

Mr. Macxkasey: It would be a factor in the final price of the submission 
would it not? 

Mr. ERSKINE: That is right. But the proportion of the foreign content would 
include an element that was not really material. It would be a service charge in 
there, for freight in that case. 

Mr. Macxkasey: In this source of supply in the deep south, do we have any 
type of agents—perhaps a United States government agency—whose word we 
accept that this source of supply meets the standards of the Food and Drug 
Directorate? 

Mr. ERSKINE: No; I cannot recall our buying anything in the United States 
in the drug field; but the formula is used very, very generally, and if we are 
dealing with military supplies we use the same formula. I was merely using that 
as an illustration to show an element that was not directly material. 

Mr. Macxkasey: I think you will agree that there is a different element here 
in drugs, however; that there is the safety factor, if nothing else. 


Mr. ERSKINE: Well our formula, of course, is just that—a formula. 

Mr. MAcKASEY: Do any of the other departments make the distinction? 

Mr. LARocQUE: The Department of Defence Production are now doing the 
purchasing for us, but when we were doing our own purchasing we also used the 
same formula as D.D.P. used. 

Mr. Branp: I asked previously about inspection of these foreign companies. 
You said that this just was not done. At page 9 of your 74-GP-lb, under 
paragraph 15, Inspection, I read the following: 

When all or part of the inspection required by this Standard must be 
carried out in a foreign country, the necessary living and travelling 
expenses related to such inspection shall be provided by the supplier. 
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Now, if you do not do that, why do you not? 


Mr. SHOWALTER: This is a Food and Drug Directorate problem, I believe, 
but— 


Mr. BRAND: This is under the 74-GP-1, which I heard you say a few minutes 
ago is your baby. 


Mr. SHOWALTER: That is true. This standard was drafted by a committee 
which contained representatives of various government departments and of 
industry. They wanted to have that provision in there in order that it would be 
already made clear to any supplier that he must allow this. It is optional on our 
part, but not on his. 


Mr. Brann: I still do not understand, though, why you have two standards, 
one for those from foreign countries and another for those in Canada, for 
inclusion in the 74-GP-1 list, and for the life of me, despite the historical 
references you mention, I do not understand why you do not delete from the 
74-GP-1 list any foreign or other companies who do not comply, as Canadian 
manufacturers must, with the 74-GP-1b standards as amended 7 October, 1966. 
Or are these orders from higher up suggesting that it might be wise to buy from 
such-and-such a country? 


Mr. SHOWALTER: No; I can answer quite frankly, Mr. Chairman, that I 
have no orders from higher up. Our Board is attempting to do a job. We think 
that we have done an acceptable job. We know that there are faults in the 
system, but it has brought about benefits. 


Mr. Branp: I agree; I have already said that this is a good standard. 
However, I do not necessarily agree that you are implementing it the way that 
you should. Why should you accept companies that you have not inspected, and 
then send inspectors into Canadian firms and turn one down, for example, 
because he does not have any toilet paper in the receptacle, as occurred not very 
long ago? I do not understand this; it just does not make sense to me. I do not 
know how it makes sense to you either. 


Mr. SHOWALTER: If we turned down all imported material we would be 
turning down the supplies of many of the large Canadian manufacturers. 


Mr. BRAND: You are avoiding the question. You just skidded around the 
corner. I am not talking about the bulk supplies that are brought in from 
Europe, that must be mentioned on the tender; the amount, in Canadian funds 
that are doing out to the United States or in United States funds—whichever it 
is—of stuff brought in from other parts of the country. I am talking about these 
other firms who are on this list whom you have not inspected according to 
the specifications laid out in 73-GP-1. That is what I am talking about; I am not 
talking about all imports or raw materials and things of that nature. 


All I am saying is that if you are going to do this why not inspect them all 
and see if they are really good? If you were seriously ill would you like to take 
some medicine from some place in Poland? I know that we do not get any from 
Poland, according to the Food and Drug Directorate, so that I will use that as an 
example. Would you take something that comes in from Poland not knowing how 
it was made, or where, why, or when? You are lying in a veterans’ hospital and 
the supplies go directly to the veterans’ hospital. It is the weekend and it arrives 
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on Saturday. Nobody looks at it to make sure whether they like it or not, or 
whether they are going to send it away for testing. In the meantime you take 
some? Would you like to be in that position? 


The CHAIRMAN: I think it is fair to point out that under D.V.A. I am sure 
this would not happen. They do not open— 


Mr. BraAnp: It is in evidence that it does happen. This is in evidence today, 
Mr. Chairman. I ask you to look back on the transcript of today. You will find 
that this indeed happened in connection with the trifluorin, the one I mentioned. 
The shipment was made directly to the hospital. 


The CHAIRMAN: From a Canadian company. We are here talking about an 
overseas company. 


Mr. Branp: I do not care what company it is from. I want them to apply the 
standards everywhere. The fact is that it can happen. If it can happen from a 
Canadian company, what is going to stop it happening from one of those? 


The CHAIRMAN: Because the gentleman have already told you that they 
would test every batch before they released it. At least that was my interpreta- 
tion. 


Mr. BRAND: That is the idealistic approach. 


Mr. LAROCQUE: In the three cases that were mentioned I do not think any of 
the three hospitals that received them have taken this material into use as yet. 
One hospital is sending it out and having it tested before they use it; one hospital 
returned it to the firm without even looking at it that closely; the other hospital 
is holding it for some decision some place. 


Mr. BRAND: I am very pleased, Mr. Chairman, to hear that finally what I said 
was confirmed. It was one hospital a short while ago, now there are three. Thank 
you very much. 


Mr. LAROCQUE: I said one returned it; three received it. 

Mr. BRAND: Ah. 

Mr. LarocquE: Another thing which is involved here is that our hospitals 
are not down to rock-bottom, we hope, when they re-order, and they should have 


at least a month’s supply on hand when they receive a new product. This is our 
standard. 


Mr. Mackasey: If they are down to rock bottom, they do have permission to 
buy it locally. I understand there is a fund. 


Mr. LAROCQUE: A veteran never goes short. 


Mr. MAcKASEY: Well, this is one of the reasons why he does not. You do have 
the right to run down the corner store if you run out of something, because of, 
say late shipment as the result of a shipping strike, or the longshoremen holding 
up the shipment. You do have the right to go down to the corner, and regardless 
of price, buy the product you need? 


Mr. LARocQquE: Treatment comes first; price comes second. 


Mr. MACKASEY: Fine. 
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Mr. LamLaw: I have just one very brief question, Mr. Chairman, that 
happens to relate to prices. 


Witnesses have appeared before this committee, Mr. Chairman, and one of 
the many reasons given for the lowest prices to hospitals was the fact—and I 
think several witnesses said this—that the companies like to get their products 
into the hospital so that the medical profession can become aware of their 
product, and they hope that the medical profession will, when they are prescrib- 
ing to their own patients, use this particular product. 


Now my question is this: if, for example, on an order placed by the 
Department of Defence Production for a Chloramphenicol, Parke, Davis & Com- 
pany was the lowest bidder, does the product come into the hospital marked 
“Chloromycetin” or does it carry the trade name and the generic name. Or, if it 
carries both, does it carry the generic name in small letters compared to the 
trade name? This of course could apply to any order of a generic which has a 
trade name. 


Mr. ALLMARK: According to the regulations covering this, both names have 
to appear on the labels, if there is a generic name. They both have to appear, and 
they have to be displayed prominently. 


Mr. LaipLaw: But my question would be: if Chloramphenicol is ordered, 
then it comes back marked “Chloromycetin” in the case where Parke, Davis & 
Company had been the successful bidder, then in small letters underneath would 
be the generic name which was ordered in the first place. 


Mr. ALLMARK: Yes; it could appear that way. The brand name would take 
prominence in that particular case. 


Mr. LaipLaw: Thank you, Mr. Allmark. 
The CHAIRMAN: Are there any other questions of the witnesses. 


I am sorry to keep the Committee so long but I had hoped that we would 
perhaps finish this morning by, say, one o’clock. 


Mr. FoRRESTALL: There is one final question that I would like to ask, and 
perhaps they could all comment on it. 


Is there any other group of people in Canada who can buy dr ugs as ae 
as the government? 


Mr. ERSKINE: Apparently a number of the larger hospitals, Mr. Chairman, 
are able to buy drugs as cheaply as some of the ones we buy. We do not have a 
complete price comparison across the board, though. 


Mr. FORRESTALL: Is this something that you perhaps are attempting to do, as 
a matter of your history. 


Mr. ERSKINE: As a matter of fact we are trying to achieve an utopian goal in 
the new department of supply, as I guess it will be named, to have a total cost 
concept in all our buying, which will include all factors; so that in the case of 
many of the questions which have been asked today, about inspection and so on, 
these costs would be added until you got a total cost of an end product; and this 
will include all fields, not just drugs. 
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Mr. FORRESTALL: In light of your personal experience, would you make one 
comment and tell us whether or not you think the costs of drugs to the general 
public are too high? I am speaking very personally. 


Mr, ERSKINE: Mr. Chairman, I can only say that about two or three weeks 
ago I, unfortunately, had to get a prescription from my doctor. I had it filled by a 
drugstore. It happened to be one of the drugs mentioned here. The price that I 
paid for twelve was certainly very different. 


Mr. FoRRESTALL: Dr. Showalter, would you care to just briefly comment for 
the Committee. 


Do you think the costs of drugs for the Canadian public are too high. 
Personally speaking, as a Canadian citizen, taxpayer and resident? 


Mr. MackAsey: I should warn Mr. Forrestall and the doctor that whether he 
says yes or no I am going to ask him on what he bases his argument. 


Mr. FORRESTALL: I would be interested, because, Mr. Chairman, these are 
responsible Canadians who have some understanding, and I wonder if, just as 
Canadian citizens, and very personally speaking, they could just briefly com- 
ment. 


Mr. SHOWALTER: I am afraid I do not have a very good opinion here, Mr. 
Chairman. I wonder if, when we say, “Too high,” we are thinking about econom- 
ics or ethics. I am not quite sure that I understand the question. 


Mr. FORRESTALL: Now, that is an excellent answer. 

An hon. MEMBER: The best answer we have had today. 

Mr. FORRESTALL: Would the other gentlemen care to comment briefly. 
Mr. Poyntz: Only when I have to pay for a prescription. 

Mr. FoRRESTALL: Thank you. 

Mr. FRIESEN: I think all prices are too high, including food and drugs. 


Mr. ELiis: It has not been mentioned, Mr. Chairman—I am bashful—but I 
must admit that I am a pharmacist. A doctor in Ottawa attends my family when 
any of us is sick. I pay the retail drugstore price for prescriptions. I do not feel 
hurt. 


Mr. FORRESTALL: You are not unhappy. 
Mr. ELLIs: I know what goes into it, and I am not unhappy. 


Mr. ALLMARK: I must say that I am not unhappy either. I do not buy too 
many drugs. 


Mr. RitcHiE: I think you have to have a personal opinion. We are all 
concerned with the cost of treating our patients, and certainly the cost of drugs 
contributes in no small way to this. 


I think there are too many factors involved to be able to express any firm 
Opinion on whether the prices are too high or not. 


Mr. FORRESTALL: Thank you, doctor. 


Mr. LAROcQUE: It depends on what side of the dispensing counter I am 
working on at the moment. I would like to say, however, that when a doctor 
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writes a prescription I am much happier dispensing a trade name drug than a 
generic one. If he puts down the generic name, with the cheapest beside it, I do 
not like filling that prescription. 

Mr. FORRESTALL: Thank you, very much. 

The CHAIRMAN: May I thank the committee and the witnesses for persever- 
ing until one o’clock. I would like to thank the gentlemen for appearing. 


There will be no meeting this afternoon. There will be two meetings next 
week. 


The meeting is adjourned. 
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APPENDIX ’’B” 
CANADIAN GOVERNMENT SPECIFICATIONS BOARD 


Standard 
for 


MANUFACTURE, CONTROL AND DISTRIBUTION OF DRUGS 


1. SCOPE 


Ls 


deg 


5 


i! 


2 


3 


This standard applies to the manufacture, control and distribution of 
drugs for supply to agencies of the Government of Canada. 


It applies to primary manufacturers of drugs, primary distributors of 
drugs, importers and commercial testing laboratories. (See par. 19.1.) 


Warning—Conformity with this standard, as judged by any purchas- 
er, is not to be construed as a guarantee of quality of products, or as 
evidence that products of any manufacturer are superior to those of 
others. This standard does not apply to the skill used in developing, 
designing or manufacturing these products, to the hazards of their 
use, or to their stability in storage. 


2. GLOSSARY 


2. 


i! 


Supplier—Any person or firm that undertakes to contract for the 
supply of a drug. 

Drug—Any substance or mixture of substances manufactured, sold or 
represented for use in: 

The diagnosis, treatment, mitigation or prevention of disease, disor- 
der, abnormal physical state or symptoms thereof in man or animal. 
Restoration, correction or modification of organic function in man or 
animal. 

Bulk Drug—Loose, unpackaged material, usually in lots larger than 
the largest commercially available package size; material in a 
semifinished form, or material in other than its final dosage form. 
Quarantine—Status of material isolated and not available for use 
until released by a designated authority. 

Lot—A portion of any drug distributed under a specific lot number, 
of which the character and quality are uniform within specified 
limits. 

Lot Number—Any distinctive symbol or combination of letters or 
numbers, or both, by which any drug can be traced in manufacture 
and identified in distribution. 


Batch—A portion of any drug manufactured according to a single 
manufacturing order as attested by the signatories of the order. A 
batch will be smaller than a lot except in the case of continuous 
procedures. 
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3. APPLICABLE ACTS AND REGULATIONS 


In addition to complying with this standard, the manufacture, testing and 
handling of all drugs shall conform to the relevant provisions of the following: 


3.1 
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Food and Drugs Act and Regulations. 

Proprietary or Patent Medicine Act and Regulations. 
Narcotic Control Act and Regulations. 

Pest Control Products Act and Regulations. 

Animal Contagious Diseases Act and Regulations. 


Municipal and provincial regulations that apply in the area where the 
plant of the supplier is situated. 


4. INSPECTION AND CRITERIA OF CONFORMITY 


coe 


4.2 
4.2.1 


4.2.2 


4.2.2.1 
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4.2.2.3 


Anyone wishing to supply a drug may request through the purchaser 
an inspection of the system of manufacture, control and distribution 
of the drug. 


Rating System 


The degree of conformity with each of the detailed provisions within 
Sections 5 to 14 shall be indicated by a figure based on the figure 
shown in the right-hand column of this Standard, which represents 
full compliance with that requirement. The final rating is obtained by 
expressing the aggregate of all such individual figures as a per cent of 
the maximum. Where parenterals are not manufactured, the rating 
for Section 7 will not be included in the computation. 


The supplier shall be deemed to have conformed with the Standard if 
the final rating obtained in the manner described in 4.2.1 is: 

Not lower than 90 per cent of the total rating for all the requirements 
of the Standard. 

Not lower than 90 per cent of the indicated individual rating for the 
requirements in each of Sections 7, 9, 10 and 11. 


Not lower than 70 per cent of the indicated individual rating for the 
requirements in each of Sections 5, 6, 8, 12, 13 and 14. 


5. PREMISES AND EQUIPMENT 50 


5.1 
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5.3 


5.4 
5.5 
5.5.1 
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All processing, packaging, testing, storage and distribution areas shall 
be of material, construction and finish that will permit the ready and 
efficient cleaning of all surfaces. 


All ceilings, floors and walls shall be constructed, finished and main- 
tained to prevent the introduction or migration of extraneous mate- 
rial into drug products. 


Drains shall be of adequate size and suitable type; and where con- 
nected directly to a sewer, they shall be equipped with traps. 


Adequate light and ventilation shall be provided in all working areas. 
All processing, packaging and finishing equipment shall be: 


Suitable for the operations carried out in accordance with accepted 
pharmaceutical manufacturing practice. 
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5.9.2 


5.5.3 


5.5.4 
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Designed so as to permit ready and thorough cleaning, and shall be of 
materials and construction that will not contaminate or add extrane- 
ous materials to drugs for which it is used. 


Maintained in a manner that will prevent contamination of drugs 
with extraneous materials. 


Subject to clean-up procedure following the manufacture of each lot 
of drug. 


6. SANITATION 100 


Gr 


The premises shall be clean, sanitary, orderly and free from ac- 
cumulated waste and debris, vermin and pets. 


A written sanitation program shall be available. 


Toilet facilities and sanitary supplies shall be provided and main- 
tained in satisfactory condition at all times. 


An adequate number of sanitary wash basins near working areas, 
with a satisfactory supply of hot and cold water, liquid or powdered 
soap, air dryers or single-service towels, shall be provided. Hand- 
washing shall be carried out before commencement of work and after 
each absence from duty. 


5 No eating, smoking nor spitting shall be permitted in working areas. 


6 Only material required for the particular manufacturing operation in 


progress at any one time shall be stored in the immediate working 
area. 


Clean working garments shall be worn over, or in place of, street 
clothing for work in processing and packaging areas. 


7. PARENTERALS 300 
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General 


Every parenteral drug shall be terminally steam sterilized, except 
when such sterilization may cause harm to the drug, or it has been 
shown that the drug is self-sterilizing. 


Nothing in this Standard shall be taken as an indication that ter- 
minally sterilized drugs may not be aseptically filled. 


No clinical nor diagnostic procedures, and no other unrelated opera- 
tion, shall be carried out in the filling area for parenteral drugs. 


Distilled water used in parenteral solutions, or when used in the final 
rinsing of the ampoules, vials or components thereof, shall be pro- 
duced by a still that is not operated beyond its rated capacity; the 
body of the still shall be emptied and cleaned periodically, and the 
distilled water storage tanks shall be emptied at least every 24 hours, 
unless suitable precautions are taken to prevent bacterial growth. 


Nonpyrogenic distilled water shall be used in all aqueous parenteral 
drugs, Pyrogen tests shall be conducted on this water unless the final 
dosage form is so tested. 
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7.1.6 The manufacture and testing of parenteral drugs shall be the 
responsibility of personnel complying with the requirements of 8.2, 
provided such personnel have had training in microbiology. 


7.2 Aseptically Filled Drugs 


7.2.1 All aseptic processes shall be carried out in an aseptic processing area 
that shall be a separate and enclosed area designed for the processing, 
filling and closing of the drugs and operated in a manner that will 
prevent contamination of the drugs. 


7.2.2 The asceptic processing area shall be designed and equipped to ensure 
the safety and the sterility of drugs compounded and filled; the area 
shall be provided with a supply of filtered “sterile” air under positive 
pressure, subject to disinfectant sprays or disinfectant wipe-downs; 
and the area shall be subject to limited access of personnel through 
an airlock. 

7.2.3 Immediately before entering the aseptic processing area, the opera- 
tors shall scrub with liquid antiseptic soap and be dressed with sterile 
outer garments, rubber gloves, face mask, and coverings for the head 
and shoes (or the shoes shall have been subjected to an effective 

. sterilizing procedure). 

7.2.4 The aseptic processing area shall be checked routinely by performing 
bacterial counts on the air in the room. 

7.2.5 The aseptic filling operation shall be proven by testing the efficiency 

of sterilizing procedures used and by carrying out normal filling 
operations with sterile thioglycollate medium or other means suitable 
for dry-powder fills. 

7.2.6 Records shall be prepared and retained of the processing, filling and 
sterilizing procedures used, including recording sterilizer charts, or 
exposure time and temperature details, for the component parts of 
the finished drug. 


7.3 Terminally Sterilized Drugs 

7.3.1 All processing and filling shall be carried out, and all units shall be 
filled or closed, in a separate and enclosed area designed for the 
processing, filling and sealing or closing of such drugs and operated in 
a manner that will prevent contamination of the drugs. 

7.3.2 The filling, processing and sealing or closing area shall be designed 
and equipped to ensure safety of the drug, and the area shall be 
provided with a supply of filtered air under positive pressure, subject 
to disinfectant sprays or disinfectant wipe-downs; the area shall be 
subject to limited access of personnel. 

7.3.3 Before entering the filling and processing area of parenteral drugs, 
the operators shall scrub with liquid antiseptic soap and be dressed 
with clean outer garments and covering for the head. 

7.3.4 The sterilizing operation shall be checked routinely for the efficiency 
of the sterilizing procedures used. 

7.3.5 Records shall be prepared and retained of the processing and filling, 
and of the sterilizing procedures used, including recording sterilizer 
charts. 
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The time lapse between the preparation of the distilled water or other 
solvent and the terminal sterilization of the drug shall be reduced to a 
minimum and shall not exceed 24 hours, unless suitable precautions 
are taken to prevent bacterial growth. 


8. PERSONNEL 125 
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8.2 
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8.2.2 


8.3 


Health of Personnel—No person known to be affected with a disease 
in a communicable form or to be the carrier of such disease, and no 
person with open lesions on the exposed surface of the body, shall be 
employed in the processing, packaging, testing or storage of drugs. 


Qualified Personnel 
Technically qualified personnel shall be: 


Graduates in Science from a university of recognized standing, witha 
degree requiring the study of chemistry, biochemistry, pharmacology, 
pharmacy, microbiology, chemical engineering, medicine or veteri- 
nary medicine, with adequate practical experience after graduation in 
the formulation, processing, packaging, labelling or testing of drugs. 


Persons qualified by training or experience to carry out the supervi- 
sion of formulation, processing, packaging or testing of drugs, who 
are directly responsible to one of the persons complying with the 
requirements of 8.2.1. 


Maintenance Personnel—Personnel in charge of all equipment, ma- 
chinery and sanitation shall be suitably qualified and shall be re- 
sponsible to a person complying with the requirements of 8.2. 


9. RAW MATERIAL TESTS 100 
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9.2 


Each raw or bulk material shall be: 


Sampled after receipt on the premises and then tested to ensure 
indentity and to distinguish it from chemically or therapeutically 
related materials. 


Tested to ensure compliance with applicable specifications; all 
analytical reports shall be signed and dated by the Control Depart- 
ment. 


The tests carried out shall be of pharmacopoeial (or equivalent) 
status and the records available shall be in a lucid form and include 
disposition of rejected raw materials. 


10. FINISHED PRODUCT TESTS 200 


1051 


Each lot of drug in dosage form shall be: 


10.1.1 Tested in dosage form to ensure identity, potency and purity for its 


1071.2 


10.2 


recommended use. Where necessary to ensure the quality of the 
finished product, in-process testing may be required. 


Checked in packaged dosage form, under recognized statistical pro- 
cedure, to ensure identity. 


Records of these tests shall be in a lucid form and signed and dated 
by the Control Department. 
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10.3 All finished products shall be covered by detailed written specifica- 
tions including the limits of variability and methods of analysis of 
pharmacopoeial or equivalent status, or, where such standards do not 
exist, the standards established by the originator of the drug entity. 


10.4 All finished products shall be released for distribution only over the 
signature of the head of the Quality Control Department or his 
superior. 


11. QUALITY CONTROL 350 
11.1 Raw Materials—All raw materials used in processing shall be: 


11.1.1 Covered by detailed written purchase specifications. 
11.1.2 Identified by a lot number, receiving number, or laboratory control 
number. 
11.1.3 Generally kept in an area separate from immediate manufacturing 
areas. 
4 Held in quarantine until released by the Control Department. 
5 Stored in such a way as to preserve potency and quality. 
11.1.6 Adequately labelled as to identity. 
2 
u 


Manufacturing 


Master Formula Cards shall be available and prepared by, and sub- 
jected to independent checks by, personnel complying with the re- 
quirements of 8.2.1. 


11.2.2 The formulation and processing shall be supervised by personnel 
complying with 8.2.1. 


11.2.3 All processing operations shall be perfomred in accordance with 
individually numbered manufacturing orders issued by personnel 
complying with 8.2.1 or 8.2.2. 


11.2.4 All raw materials shall be precisely described on manufacturing 
orders. 


11.2.5 All raw materials dispensed for processing shall be labelled as to 
identity and quantity and, where possible, grouped for batch. 


11.2.6 The raw material lot number, receiving number or laboratory control 
number shall be recorded on the manufacturing order. 


11.2.7 All processing operations shall be performed according to compre- 
hensive and detailed written procedures. 


11.2.8 Each ingredient added to a batch shall be subjected to one or more 
checks for identity and quantity by personnel complying with 8.2.1 or 
8.2.2. 


11.2.9 Addition of each ingredient to a batch shall be confirmed by person- 
nel complying with 8.2.1 or 8.2.2. 
11.2.10 The initials of personnel performing each step of the process shall be 
recorded on the manufacturing order. 


11.2.11 All containers of semi- or fully processed bulk shall be adequately 
labelled as to identity. 
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11.4 
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All bulk drugs shall be held in quarantine until released by the 
Control Department. 


Bulk drugs shall be stored under conditions approved by the Control 
Department of preserve potency, quality and safety of the drug. 


Packaging 


All labels, printed materials and packaging materials shall be quar- 
antined upon receipt from the supplier and shall be subject to release 
by the Control Department only after inspection. 


Printed packaging materials and labels shall be: 

Stored in limited access area (preferably fully enclosed). 
Restricted to designated personnel. 

Supervised by a person complying with 8.2. 

Withdrawn against packaging order. 

Issued and checked by personnel complying with 8.2. 


The packaging and labelling processes and withdrawal of bulk drug 
in dosage form shall be supervised by personnel complying with 8.2. 


All packaging operations shall be performed following the issue of 
individually numbered packaging orders, or of manufacturing orders 
as described in 11.2.3, where packaging standards and procedures are 
provided. 


All packaging operations shall be performed according to comprehen- 
sive and detailed written operating procedures or specifications, 
which shall include disposal procedures for unused printed packaging 
materials. 

The initials of personnel supervising the packaging operation shall be 
recorded on the packaging order. 


Every package of drug shall be identified by a lot number. 


All packaged drugs shall be held in quarantine until released by the 
Control Department. 


Packaged drugs shall be stored under conditions approved by the 
Control Authority to preserve potency, quality and safety of the drug. 


Quality Control Department 


A manufacturer shall have a Control Authority on the premises responsible 
only to the Management and such Control Authority shall: 


11.4.1 Have personnel and functions separate and distinct from Processing, 


Packaging, Finishing and Sales Department. 


11.4.2 Be supervised by personnel complying with 8.2.1. 


11.4.3 Have a Control Laboratory, or have true and effective access to 


adequate equipment and facilities for inspecting and testing, to en- 
sure the quality, identity, potency and safety of all ingredients and 
materials used in the production of drugs as well as the finished 
drugs. 


11.4.4 Be responsible for drawing all samples for their use. 
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11.4.5 Be responsible for determining the stability of the finished drug. 

11.4.6 Be responsible for checking to see that all processing, packaging and 
storage specifications are met. 

11.4.7 Check the theoretical yield against actual yield on the Manufacturing 
and Packaging Orders. 

11.4.8 Be responsible for the maintenance of a formal written record of 
every complaint on each finished drug distributed, during or after its 
distribution. Such records shall include the action taken in dealing 
with the matter. 

11.4.9 Be responsible for inspection of all returned drugs. 

11.4.10 Be responsible for checking to see that disposal procedures are fol- 
lowed. 

11.4.11 Be responsible for maintaining Quality Control records in a lucid 
form. 

12. RECALL SYSTEM 35 


The supplier shall have a written procedure, capable of immediate im- 
plementation, for the complete and rapid recall of any lot or batch of a drug 
from the market. 


13. PRODUCTION RECORDS AND SAMPLES 20 
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13.2 


Records required to be maintained in respect to a finished drug shall 
be kept until the expiration of five years from the date of the testing 
of the drug, or the expiration date of the drug, whichever occurs first. 


A sufficient sample of each lot of the finished drug in dosage form 
shall be kept by the manufacturer under suitable conditions of 
storage until the expiration of five years from the date of the 
testing of the drug, or the expiration date of the drug, whichever 
occurs first. 


14. PRODUCT INFORMATION RECORDS 20 


Adequate records relating to the drug shall be maintained showing all 
information received pertaining to the quality or hazards of any drug. This sahll 
include letters from all Regulatory Agencies and the action taken on this 
information. 


15. INSPECTION 
When all or part of the inspection required by this Standard must be carried 
out in a foreign country, the necessary living and travelling expenses related to 
such inspection shall be provided by the supplier. 
16. PENALTY FOR NONCONFORMITY OF SUBMITTED MATERIALS 
16.1 If a drug submitted to a purchaser is found either before or after 


tk 


delivery not to conform with the requirements of the contract, the 
following demerits shall apply to the rating arrived at in accordance 
with 4.2: 

First Rejection—Four percentage points shall be deducted from the 
rating established. 
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16.1.2 Second Rejection—shall constitute noncompliance with this standard. 


16.2 If as a result of rejections described in 16.1 the rating obtained by a 
supplier falls below the required 90 per cent, the supplier shall be 
deemed not to comply with the requirements of this standard. 


17. REINSTATEMENT 


A supplier whose rating is inadequate, either as computed under par. 4.2 or 
because of penalties imposed under par. 16.1, may apply for reinstatement after 
90 days by presenting to the purchaser a submission indicating appropriate 
corrective action. 


18. ENQUIRIES 


18.1 Any correspondence or negotiations regarding the application of this 
Standard shall be directed to the purchaser. 


18.2 Applications for qualification or for reinstatement under the condi- 
tions of this standard should be addressed to: 


The Chairman 


Interdepartmental Advisory Board on 
Standards for Pharmaceutical Manufacturers, 
Distributors and Agents 


Third Floor, Gillin Bldg. 
Laurier Ave. West, Ottawa 4. 


19. NOTES 


19.1 The supplier is responsible for ensuring, and for demonstrating to the 
satisfaction of the purchaser, that material he supplies is manufac- 
tured, controlled and distributed in conformity with this Standard. 
The decision as to conformity with the requirements of this Stand- 
ard rests with the purchaser. 


19.2 The publications referred to in 3.1 to 3.5 inclusive are available as 
follows: 


The Food and Drugs Act and Regulations—The Queen’s Printer, 
Ottawa. 
Proprietary or Patent Medicine Act—The Proprietary or Patent 


Medicine Division, Food and Drug Directorate, Department of National 
Health and Welfare, Ottawa, Canada. 

Narcotic Control Act—The Narcotic Control Division of the Food and 
Drug Directorate Department of National Health and Welfare, Ottawa, 
Canada. 

Pest Control Products Act—Plant Products Division, Canada De- 
partment of Agriculture, Ottawa, Canada. 

Animal Contagious Diseases Act—Health of Animals Division, 
Canada Department of Agriculture, Ottawa, Canada. 
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MINUTES OF PROCEEDINGS 


TUESDAY, December 6, 1966. 
(34) 


The Special Committee on Drug Costs and Prices met this day at 9.50 a.m. 
The Chairman, Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout, and Messrs. Asselin (Richmond-Wolfe), 
Brand, Enns, Harley, Howe (Hamilton South), Howe (Wellington-Huron), 
Isabelle, Mackasey, MacLean, Orlikow, Tardif (12). 


In attendance: Representing the Canadian Wholesale Drug Association: Mr. 
C. M. Peel of Winnipeg, President; Mr. Geoffrey C. Pitcher of Fredericton, NBS 
Vice-President, and Mr. Douglas R. Weston, of Montreal, Secretary-Manager. 


Also in attendance: Mr. A. M. Laidlaw of Ottawa, Legal Counsel for the 
Committee. 


The Committee proceeded to the consideration of the brief of the Canadian 
Wholesale Drug Association. 


The Chairman introduced the officials of the Association. 


Agreed,—That the brief, the 1965 Operating Survey and the Service Survey 
be printed as appendices to this day’s proceedings (See Appendices “A” “B”’, and 
aC”): 


Mr. Weston made a short opening statement. 


Messrs. Weston, Peel and Pitcher were questioned by the Members and by 
Mr. Laidlaw. 


The Chairman thanked the representatives of the Association for appearing 
before the Committee, and at 12 o’clock noon the Committee adjourned to 9.30 
a.m. Thursday, December 8th. 


Gabrielle Savard, 
Clerk of the Committee. 
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EVIDENCE 
(Recorded by Electronic Apparatus) 


TUESDAY, December 6, 1966. 


The CHAIRMAN: Mrs. Rideout and gentlemen, I think we might start the 
meeting this morning. I would like to introduce to you the representatives of the 
Canadian Wholesale Drug Association. They have presented a brief with two 
appendices. Representing the association, on my immediate right is Mr. Douglas 
R. Weston, the Secretary-Manager from Montreal, next to him is Mr. c. m. peel, 
president of the association and next to Mr. Peel is Mr. Geoffrey C. Pitcher from 
Fredericton, the vice president of the Canadian Wholesale Drug Association. Is it 
agreed that we print today’s briefs as part of the minutes? 


Some hon. MEMBERS: Agreed. 


The CHAIRMAN: I think in all fairness to the association we should print all 
three. Is that your wish? 


Mr. Douglas R. Weston (Secretary Manager, Canadian Wholesale Drug 
Association, Montreal): Yes. 


The CHAIRMAN: That is fine. 


There are two surveys, one is an operating survey and the other one is a 
service survey. The other document is the brief itself. Do you have a statement 
to make, Mr. Weston? 


Mr. WESTON: Thank you very much, Dr. Harley. 


Ladies and gentlemen, we of the Canadian Wholesale Drug Association are 
pleased to have the opportunity of appearing before this Committee and we hope 
that our submission and answers to your questions will be of value to you in 
your deliberations. Our board of directors is composed of drug wholesalers from 
all across Canada. Unfortunately they could not all be with us. However, Dr. 
Harley has introduced Mr. Peel, our president and Mr. Pitcher, our vice presi- 
dent. Our immediate past president, Mr. Raymond Dupuis, general manager of 
Pharmacie Moderne, one of the major wholesalers in the province of Quebec, 
unfortunately could not be with us today. We also appear to have lost our legal 
adviser, who was supposed to come in from Montreal this morning. 

We would like to make a few brief comments regarding our submission. 
Firstly it is our belief that Canada’s drug wholesalers are doing, and will 
continue to do, an efficient and economical job of distributing pharmaceuticals 
and other health aids. Secondly, it is not economically practicable or feasible for 
all retail pharmacies, hospitals and government institutions—between 6,500 and 
7,000 dispensing outlets—to carry the complete pharmaceutical line. Wholesalers 
have a duty and a moral obligation to have the right drug at the right place at 
the right time. Thirdly, we believe there is unnecessary duplication of effort 
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where manufacturers maintain their own warehouses or depots. Drug whole- 
salers are stragetically located all across the vastness of Canada and can provide 
maximum overnight service, which is not always possible for manufacturers. 
Fourthly, it has been said that you can eliminate the wholesaler, but you cannot 
eliminate his function. Someone has to perform his job, and his essentiality is 
recognized by leaders in manufacturing pharmacy and retail pharmacy. Fifthly, 
we believe that in performing his vital and necessary function, the drug whole- 
saler is instrumental in keeping down the cost of drugs. Distribution by whole- 
sale druggists does not add to the cost of drugs. By efficient and rapid distribu- 
tion the wholesale druggist can keep costs down. 


The CHAIRMAN: Thank you, Mr. Weston. The meeting is now open for 
questioning. 


Mr. Howe (Hamilton South): To start off, I hope this is basic to the intent of 
the wholesale druggist. As I understand it, retail drug stores purchase shares in 
your companies or company, as the case may be, in order to participate in buying 
from you. Is this correct? 


Mr. WEsToN: I believe you are referring here to what are known as mutual 
houses. It is not necessary, to the best of my knowledge, for any pharmacist to 
have shares in a mutual drug wholesaler in order to purchase from that par- 
ticular drug wholesaler. If he is a shareholder he does get the advantage of 
dividends and certain rebates. If that right, Mr. Peel? 


Mr. Howe (Hamilton South): I got this information from page 28, and 
actually it is the dividends or the kick-back that the druggist gets by being a 
shareholder in that wholesale outlet, and it says: 

We are informed by one company that dividends are set at 10 per 
cent per annuni st... 


Could you tell me 10 per cent of what? 
Mr. WESTON: I will have to direct this to Mr. Peel. 


Mr. C. M. Pre, (President, Canadian Wholesale Drug Association, Win- 
nipeg): In most instances it is 10 per cent of their purchases. I believe that most 
mutual houses have two columns on their invoice, a net column and a usual 
column, and they receive 10 per cent on merchandise which is priced in the usual 
column. 


Mr. Howe (Hamilton South): In other words, they get their wholesale price 
less 10 per cent on each purchase they make, rather than an over-all amount for 
the year’s work in one lump sum, and this is deducted as an additional 10 per 
cent from the usual wholesale price? 


Mr. PEEL: Yes, usually, though, the 10 per cent rebate is taken off every six 


months. It is credited against their account, it is not a cheque. It is a credit note 
against their purchases. 


Mr. Howe (Hamilton South): But no matter how you add it up, it is another 
10 per cent on the wholesale price of the drug. At one time or another when they 
quote a wholesale price or list less 40 per cent, there is an additional 10 per cent 
added to it, or it may be 40 per cent less 4 per cent less another 10 per cent, or 
whatever the case may be. It could even be 50 per cent less another 10 per cent. 
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So that in some instances druggists are buying drugs at somewhere between 40 
and 50 per cent of their retail selling price? 


Mr. PEEL: Yes, if they are shareholders in ‘a mutual house. 


Mr. Howe (Hamilton South): I will quote one example. The other day 
librium was brought up, which sells at $12 a hundred by the retail druggist if 
bought in 100 lots, that is, if they do not have to break their 100’s down into a 
_ lesser quantity, and I was able to find out from retail druggists that they actually 
purchase at $4.68 when they buy in 5,000 lots. Would they get an additional 10 
per cent to this too? 


Mr. PrEL: This all depends on the mutual with whom they are doing 
_ business. For instance, in the company which I represent, Hoffman-La Roche 
merchandise is priced in what we call the net column. There is no further rebate 
_ on Hoffman-La Roche products in the company I represent. 


Mr. Howe (Hamilton South): In other words, within this price is included 
_ the kick-back from the wholesale distributors? 


Mr. PEEL: Excuse me, I did not quite understand that. 


Mr. Howe (Hamilton South): I said within the wholesale price that the 
druggist buys from you is included the additional rebate they get from being a 
_ shareholder in your company? 

| Mr. PEEL: Not in the case of Hoffman-La Roche or librium. 

Mr. Howe (Hamilton South): May I ask what company it is? 

Mr. PEEL: I am with National Drug in Montreal. 


Mr. Howe (Hamilton South): It was National Drug I was interested in. You 
Sell to the retail druggist who buys in 5,000 lots; does it work out to $4.68 a 
hundred? 


Mr. PEEL: We sell librium at list less 44 per cent net. 


Mr. Howe (Hamilton South): List less 44 per cent. This would involve 
doing a bit of arithmetic, but this would come to higher than $4.68. How could 
one explain how a druggist could get it for $4.68, then? 


Mr. PEEL: It could be that we are talking about different lots, because 
_ librium comes in 100’s, 500’s and 1,000’s. 


Mr. Howe (Hamilton South): You mean there is a different retail price on 
5,000? 


Mr. PEEL: The list price on 5,000. 


Mr. Howe (Hamilton South): What is the retail list price on 5,000, do you 
know offhand? 


Mr. PEEL: I do not know, I am sorry. 


Mr. ORLIKOW: I wonder if I could ask a supplementary. Is it not fair to say 
that the price charged by the wholesale druggist will usually be a little higher 
than the price charged—and I think you deal with this in your brief—by the 
manufacturer if a retail store buys directly from the manufacturer? Usually for 
Standard prescription items the retail druggist buys from the wholesaler in 
| relatively small quantities? 
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Mr. PEEL: That is correct. 


Mr. Howe (Hamilton South): If I may ask, then, what is your price off list 
when you buy from the manufacturer? If you give 44 per cent off, what per cent 
do you get off list when you buy from the manufacturer? 


Mr. PEEL: I stand to be corrected, but I believe our price on librium is 40 per 
cent and 162 per cent. 


The CHAIRMAN: I think this is important. Just for the record, what quanti- 
ties would you buy in? Do you buy 5,000, 10,000, or what? 


Mr. PEEL: Normally we buy in 100’s, 500’s and 1,000’s. 


Mr. HowE (Hamilton South): Surely as a wholesale distributor you are not 
going to be buying single bottles of 100. What quantity would you buy at a time 
to get this discount? 


Mr. PEEL: What I am trying to suggest is that the manufacturer makes the 
product in several sizes and we, as wholesalers, carry it in all the sizes that they 
list, 100, 500, 1,000, or whatever. The reason we would have it in 100’s is that 
some retail pharmacist might just simply order 100. 


Mr. Howe (Hamilton South): Does the man who buys a single bottle of 100 
from you have to pay a higher price than he would if he were to buy 500 or if he 
were to buy 5,000? 


Mr. PEEL: That is right. 


Mr. Howe (Hamilton South): In other words, the small man who does not 
require the large quantity, is being penalized in a sense for the fact that he 
cannot handle large quantities? 


Mr. PEEL: That is correct. 


Mr. Howe (Hamilton South): Therefore, if the druggist were to come up 
with the idea of selling at a cost plus basis, the cost is going to be such a variable 
factor that this would not be an equitable way to sell drugs from one drug store 
to another; this price would vary because their cost varies. Is this correct? 


Mr. PEEL: It would appear that way, yes. 


Mr. Howe (Hamilton South): This is not an answer, then to what some of 
the druggists are doing, selling drugs at a cost plus, because the cost varies and 
so you are going to get an even greater variance of price between drug stores. 
This is really a repetition of the same question. You are not going to get 
something constant by dispensing on a cost plus basis, such as some drug stores 
are attempting to do? 


Mr. PEEL: I am not personally familiar enough with the retail set-up of 
pricing to answer that question. 


Mr. Howe (Hamilton South): But as it stands at the moment the larger drug 
store, if he is selling at the same price as the smaller drug store, is making a 
larger profit? 


Mr. WEsToN: If I may interject here, I think it is true that in the purchases 
of many product lines the greater the quantity you buy—not always mind 
you—the less your per unit cost. I think that is what you are driving at, sir. 
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Mr. HowE (Hamilton South): It is what I am driving at, and what I am 
trying to prove is that instead of this being a discount for the large store I feel it 
is a penalty for the small store. 


Mr. WESTON: On the other hand, the wholesaler purchases from the manu- 
facturer and the manufacturer has set the price on his different sized units. Is 
this not true, Mr. Peel? 


Mr. PEEL: That is correct. 


Mr. Howe (Hamilton South): I agree with you. I am not disputing this fact, 
but it is still a penalty to the small man that he has to buy his drugs at a higher 
cost and compete against the other stores that are buying at a lower cost, and 
selling either at a greater profit or marking his profit down and selling a larger 
quantity at a lower price. 


Mr. WESTON: As we have pointed out ourselves, the wholesaler has very 
little to do with the setting of prices. He is quite literally the man in the middle. 
The manufacturer says, ‘Here is the product and here is the price.’”’ The whole- 
saler figures in his discount, whatever it is, and goes to the retailer and says, 
“Here is the product you ordered and this is the price.’ We have nothing to do, in 
a sense, with setting prices, we have no control over prices. 


Mr. Howe (Hamilton South): From your point of view, could this be 
equalized between the stores so that the varying quantities sold at the same 
amount per unit, and in this way one could arrive at a cost plus basis of selling 
drugs that would be equitable throughout the retail drug business? 

Mr. WEsTON: I think you are in a sense entering into the field of multiple 
pricing. 

Mr. Howe (Hamilton South): I think we are multiple pricing now. 

Mr. WESTON: Well, you are but, as we have said, the price for 100 is X, the 
price for 500 is Y and the price for 1,000 is Z. The wholesaler simply takes this 
and if someone’s pharmacy calls up and says, “Send me 100”, Mr. Peel or Mr. 
Pitcher may be the wholesaler in this case and they simply ship that over and 
say, “This is the price”. The pharmacy on the next corner wants 1,000 and this, 
of course, is more or less in bulk and therefore the price is less. 

Mr. Howe (Hamilton South): I was really asking you if the feasibility of it 
was such that they could make all the prices Y, which is halfway between X, Y, 
and Z, and therefore have a more equitable pricing for everyone so the drug 
pricing could be the same and profits could be equal through the retail trade? 


Mr. Weston: I think in this particular case— 


Mr. Howe (Hamilton South): I realize your position but it is an opinion I 
am asking for. 


Mr. WESTON: —that this is something the manufacturers are going to have 
to determine, because it is the manufacturer who sets the original price, not us. 

Mr. Howe (Hamilton South): Do you think this is feasible? 

Mr. WESTON: Quite frankly, I do not know. Do you know, Mr. Peel? 

Mr. Pee: I do not really know. 

Mr. WESTON: What about you, Mr. Pitcher? 
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Mr. GEOFFREY C. PITCHER (Vice President, Canadian Wholesale Drug Asso- 
ciation, Fredericton): Yes, I would say it was feasible. 


Mr. Howe (Hamilton South): You are into a standard set-up now, and what 
I am asking you is something that is aside from the standard set-up that you now 
have, but it was the feasibility of it that I was interested in. 


The CHAIRMAN: Could I ask a question on a point of clarification. Your 
function is really to take the product as it is already packaged and sell it as it is 
packaged. In other words, just because you sell in any year 100,000 tablets of a 
certain drug, this does not mean you can buy 100,000 in one bulk package and 
re-package it and re-label it yourself. You do not do this at all, you really take a 
package of 100 and sell it as labelled and as already packaged by the originating 
company? 


Mr. PEEL: The wholesale druggist does not re-package, because on any 
pharmaceutical product there is a lot number and a control number and the 
wholesale druggist does not re-package merchandise. He sells it in the original 
package in which it is purchased. 

I would like to correct one thing, if I may,. Mr. Chairman, in fairness to 
librium. I indicated the wholesale cost was list less 40 per cent and 16 per cent. 
That is incorrect. I have reminded myself of a change recently made by this 
company, and they now have net pricing. What I said, therefore, was incorrect in 
that it is 40 per cent and 16 per cent. They charge us a flat amount for a given 
size of a given product and we add a mark-up to it. In other words, there are no 
list prices on Hoffman-La Roche. 


Mr. Howe (Hamilton South): Do you get any additional discounts for 
quantity buying of these packagings? 


Mr. PEEL: No. 


Mr. HowE (Hamilton South): This is set whether you buy 10 of them or 100 
of them or 1,000? 


Mr. PEEL: That is correct. 


Mr. Howe (Hamilton South): Therefore you get yours at roughly—if my 
arithmetic is anywhere near correct—-50 per cent off and you sell at 44 per cent 
off, therefore you retain roughly 6 per cent. Am I correct? 


Mr. PEEL: Right. 


Mr. Howe (Hamilton South): Do you get any additional discounts for 
6, projects undertaken by your association, and it mentions tele-tips. What 
would that be? 

Mr. WESTON: Pardon our levity, sir, but we were just discussing that, and it 
occurred to me that we should have brought one of these along. 

This is simply a small plastic easel which sits on a telephone order clerk’s 
desk and it has 6 plastic envelopes. The manufacturers—regardless whether thy 
are drug manufacturers, proprietary, cosmetic, toiletry or sundry—supply small 
cards, which are 5 by 8, and these fit in the clear plastic envelopes and 12 cards 
can be fitted in. There may be a special deal on Scotch Tape—which comes to 
mind—and when the order clerk is talking to the pharmacist she will have this 
in front of her and she will say “By the way, we have a special on Scotch Tape, 
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you get one free with 12.” This is really all it is. There is no cost to the 
manufacturer or the supplier beyond the supplying of these cards. We supply the 
tele-tip easels to our wholesale drug members, and, if I am not in error, we have 
something like 170 to 180 of them out across the country at the moment. We 
provide these at cost price to our wholesale drug members and the associate 
members supply the cards which are inserted in there. 

Mr. Howe (Wellington-Huron): Do you charge the firms that supply the 
cards anything for getting their inserts in those tele-tips? 

Mr. Weston: No. This is simply a service which we provide so that the 
retail pharmacist may be aware of new products, of any special deals, or 
anything of this nature. 


Mr. Howe (Wellington-Huron): How is your association supported, by fees, 
dues, or what? 


Mr. WESTON: Yes, we are a non-profit organization incorporated under the 
Dominion Companies Act, and 99 per cent of our revenue is from annual fees 
received from our members. 


Mr. Howe (Wellington-Huron): I notice you have active members and 
associate members at the back of your brief. I would like you to define those two 
types of membership for me. 


Mr. WESTON: This, sir, is on page 1 of our brief. The active members are any 
full service wholesale druggist who has been in business for five years and whose 
application shall be endorsed by at least two active members in the same trade 
area. 

Our associate members are entirely composed of suppliers. As you will 
probably notice by the list, this includes pharmaceutical houses, proprietary 
houses, sundry houses, toiletries and cosmetic houses. 


Mr. Howe (Wellington-Huron): Do they pay a fee to be an associate 
member of your organization? 

Mr. WESTON: Yes, they pay a flat fee of $200 a year. The active members are 
based on a sliding scale, ranging from $125 to $500 a year. 

Mr. Howe (Wellington-Huron): And do your organizations refuse to buy 
from anyone else except associate members? 


Mr. WESTON: Oh no, definitely not. We have a representative of a company 
here today who is not a member of our association and who deals with all our 
active members. 


Mr. Howe (Wellington-Huron): What percentage of the drug business is 
done through your wholesalers? 


Mr. WESTON: It has been estimated that roughly 40 per cent of the drug 
business in Canada moves through drug wholesalers. As we have noted, this 
compares with about 60 per cent in the United States and Great Britain. We are 
hoping to improve this by encouraging our wholesalers to do a far more efficient 
job and also to encourage manufacturers and suppliers to make greater use of 
the wholesalers’ facilities. 
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Mr. Howe (Wellington-Huron): Does this mean that more of the drug 
business in Canada is going through the big drug chains, who buy direct from the 
manufacturers, than through the smaller operators? 


Mr. WESTON: Not necessarily sir, because some of the manufacturers in 
Canada sell direct. To the best of our knowledge, there is no such thing as a 
complete, 100 per cent, direct house. All direct houses do sell, to some extent, 
through drug wholesalers, but there are certain companies which say, “no, we do 
not wish to deal with the drug wholesaler, we will sell direct.” We naturally 
believe this is wrong. We think this is a costly way of doing business. We think 
the wholesaler can do it cheaper, faster and more efficiently. 


Mr. Howe (Wellington-Huron): I agree with you that the wholesaler does a 
job for the small man, particularly where he cannot buy full cases, and in reply 
to Dr. Howe in regard to the costing of an article, the small man may get a 
special order for a certain product that he does not want to stock and does not 
stock and he can take a smaller mark-up because he does not have to put it into 
stock. Is this not true? 


Mr. WESTON: Yes, I would say so, but you must remember that some direct 
houses, for example, have minimum orders. In other words, if the pharmacist 
calls up a house and tells them he wants a dozen or two X, Y, Z, this may only 
amount to $6 or $7. The manufacturer says that this is under their minimum 
order and will have to charge for this. But if he calls up his wholesaler and says 
that he needs this, that and the other thing, it still may only amount to $6, $7 or 
$10. To the best of my knowledge no wholesaler in Canada has a minumum 
selling order. 


Mr. Howe (Wellington-Huron): As long as the druggist’s credit is good? 


Mr. WESTON: Yes. Then, of course, there is also the point which we make 
that it is not always possible to get same day delivery from a manufacturer, 
particularly if the manufacturer is in one city and the retailer is in another city, 
but with the wholesaler I think we can safely say there is maximum overnight 
delivery. 


Mr. Howe (Wellington-Huron): Have you found in the drug trade many 
wholesale drug firms who have been in this phase of the drug business for quite 
a number of years who decide to go directly into the retail business themselves? 
What I am referring to is what happened to Gordon MacKay in Toronto, who 
were in the general dry goods business for a great many years, and they went 
out of this wholesale business but went into 'their own chain stores, which are the 
Walker stores. Another big wholesaler in Toronto started that last weekend. I 
understand. Do any of the drug wholesalers do this? 


Mr. PITCHER: I know on one company in Newfoundland that has gone this 
way, yes. 


Mr. HowE (Wellington-Huron): That is the only one in Canada that has? 
Mr. PiTcHER: I would not say that, but it is the only one that I know of. 


Mr. WESTON: I might say, sir, that there is a firm in Montreal—one of our 
members—Leduc and Leduc, which do have retail outlets, but they do a great 
deal of their business with other drug stores which are not part of their chain. 
The same applies on the west coast where there is a company which has retail 
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outlets, but I understand the larger part of their wholesale business goes to 
stores which are not part of their retail outlets. 


Mr. Howe (Wellington-Huron): On page 7, under the heading ‘‘Projects 
Undertaken by the Association”, number 8 is, “Code of Distribution Practices” 
and it indicates that it has under study: 

..- Which is designed to discourage and prevent acts or practices which 
injure, destroy or prevent competition. 


There is legislation which has been provided for that very same thing, I 
understand. 


Mr. WEsTOoN: This is true. Our sister organization in the United States, the 
National Wholesale Druggists Association—we have no direct connection with 
them beyond the fact we exchange information back and forth—came up with a 
code of distribution practices which we have looked at. It is not suitable for our 
members in Canada because of the difference in the legislation between the two 
countries. All I can say at the moment—and I do not have a copy with me—is 
that we are turning this over to our lawyer and saying to him, “What do you 
think of this? Do you think this is feasible? What shall we do about it?” We are 
dependent upon him for his advice in this particular case. 


Mr. Howe (Wellington-Huron): Have there been any cases where any 
charges have been laid because of infraction of the present legislation? 


Mr. WESTON: Not to the best of my knowledge. 
Mr. Howe (Wellington-Huron): What disciplinary action are you consider- 
ing to take through your organization? 


Mr. WEsTON: As you know, sir, we are a voluntary organization and, like 
any voluntary organization, the very most we could do would be to write a stiff 
letter of reprimand to any company who did not conform to the code of 
distribution practices. 

Mr. Howe (Wellington-Huron): It might depend on the size of the organiza- 
tion, too, would it not? 


Mr. WESTON: This is true. 


Mr. Howe (Wellington-Huron): The big fellow would not get his knuckles 
wrapped quite as badly as the little fellow? 

Mr. WESTON: I do not think that is true, sir. We try to be very impartial on 
this and try to treat all members alike, whether they are large or small. I must 
say that our board of directors have given me their complete confidence and left 
matters of this nature in my hands. 

Mr. Howe (Wellington-Huron): I was rather interested in what you say at 
the bottom of page 27: 

The pharmacist pays 60 cents, thus providing him,the pharmacist, 
with 40 cents or a 40 per cent mark-up. 


Now, this is not true. 
Mr. PEEL: I suppose that should read 40 per cent discount. 
Mr. WESTON: A discount of 40 per cent. 
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Mr. Howe (Wellington-Huron): Well, if it was 40 cents on a 60 cent article, 
he would be making 66 per cent on it, would he not? 


Mr. WESTON: Not necessarily. That is mark-up, not profit. He has to take his 
other costs into consideration.’ 


Mr. Howe (Wellington-Huron): Well, if he gets 40 cents on a 60 cent 
purchase, his mark-up is not 40 per cent. 


Mr. PEEL: Forty cents on a $1 purchase is your retail list. 


Mr. Howe (Wellington-Huron): It says, “The pharmacist pays 60 cents” and 
that is providing him with 40 cents or a mark-up of 40 per cent. If he pays 60 
cents and makes 40 cents on it, it is more than a 40 per cent mark-up. 


Mr. WESTON: What we are saying here is the suggested retail price of a 
product is $1. The pharmacist pays 60 cents, thus providing the pharmacist with 
40 cents. Oh yes, I see what you are driving at. 


Mr. HowE (Wellington-Huron): If he gets 40 cents on a purchase of 60 cents 
he makes more than 40 per cent profit. 


Mr. WESTON: Yes, I am sorry, that is our error. It should be 66 2/3 per cent. 


Mr. Howe (Wellington-Huron): Yes. This Committee was set up to find 
ways and means, if possible, to reduce drug prices to the consumer. How can we 
do it? You are in the business and have made a study of it. What are your 
suggestions to this Committee of ways and means of doing this, other than by a 
reduction in the 11 per cent sales tax? 


Mr. WESTON: One point we have made is that we think there is unnecessary 
duplication of effort on the part of many, many manufacturers. As we point 
out, there are three drug wholesalers in Vancouver. To the best of our knowl- 
edge—and I do not doubt there are more—seven of our associate members 
retain either warehouses or depots in Vancouver, and to us this is unnecessary 
duplication of effort. If Iam a pharmacist in Vancouver and I wish to purchase 
products from seven of these companies, I have my choice. I can call a wholesaler 
and place my complete order with him, get one invoice, one delivery, one 
cheque when I am paying it, and this is it. Or I can call the seven manufac- 
turers, get seven deliveries, seven invoices, make out seven cheques and, be- 
lieve me, most of the time they make these deliveries at the busiest time of the 
day, which, of course, takes me away from my more important work of dis- 
pensing pharmaceuticals and looking after my customers. We believe this is one 
way that costs can be reduced or, at least of keeping costs down. In Winnipeg we 
have two drug wholesale members and, again to the best of my knowledge, there 
are seven manufacturers that we know of with depots or warehouses there. I 
understand there are at least another 10 which make use of a company—Mr. 
Peel, will you refresh my memory? 


Mr. PEEL: Midwest Storage. 


Mr. WESTON: Midwest Storage. Here again this does not make sense to us. It 
is one way of reducing costs. We have wholesalers in every province of Canada 
with the exception of Prince Edward Island, and the only reason we do not have 
wholesalers there is that there are not enough pharmacists to support a whole- 
sale house and therefore these pharmacists get their supplies from whole- 
salers in New Brunswick or Nova Scotia. 
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Mr. Howe (Wellington-Huron): In other words, you maintain that by 
having a co-operative effort by the manufacturers and wholesalers in one great 
big warehouse to distribute all the drugs that are used by the retailers, that this 
would cut down the cost of drugs? 


Mr. WESTON: We believe so. For example, we know of one house in Montreal 
which is a direct house. This company’s products are well known right across 
Canada. They have a fairly wide range and they deal direct. This means that 
they must invoice—I do not know how frequently perhaps once a month, 


perhaps more or less frequently—5,500 pharmacists. Every time they sell a 
_ pharmacist they have to invoice him. They have to ship to 0,000 pharmacists, 
_ they have to handle returns from 5,500 pharmacists, they have to receive 5,900 


cheques from the pharmacists, whereas if they dealt through a wholesaler they 
would only be invoicing a maximum of—what would you say, Mr. Peel?—45 


or 50 wholesalers across the country. Consider the amount of paper work in- 


volved here. 


Mr. Howe (Wellington-Huron): What percentage of that would reduce the 
cost of drugs to the consumer? 


Mr. WESTON: This is something that would have to be worked out very 
carefully. We do not know what it costs this particular company to invoice and 
ship from warehouses. On page 35 it states: 

..-according to the submission to this Committee by the Pharmaceutical 
Manufacturers Association of Canada, 41 member companies of PMAC 
reported total sales (Federal Sales and Excise Taxes not included) aggre- 
gated $148,053,720. Distribution (including warehousing) expenses to- 
talled $6,322,984. This works out to 4.33 per cent. 

If we include warehouse expenses in the CWDA figures, the total is 
4.17 percent. 


On this basis alone our figures are less than the manufacturers. We do not 
have comparable figures with the manufacturers. We have asked for them and 
they have informed us that they are not available. I understand from Mr. Guy 
Beauchemin, their vice president, that this will be taken up with their statistical 
committee. 

Mr. Howe (Wellington-Huron): You do not see any area in the present 
set-up where there can be reduction in the price of drugs to the consumer? 

Mr. WEsTOoN: In the distribution area, yes. We are not in the manufacturing 
of drugs. We have nothing to do with the merchandising of drugs and, as you are 
aware, you cannot promote prescription drugs. All the wholesaler can do is to 
accept the orders from the pharmacists and fill them. He cannot promote librium, 
which was named a few minutes ago. 


Mr. Howe (Wellington-Huron): Would you like to name a figure that you 
think could be saved by this plan? 

Mr. Weston: Not unless we knew what it was costing the manufacturers, 
and we do not know. 

Mr. ENNs: Mr. Chairman, I have been wondering why there is a reluctance 
on the part of the manufacturers to use the wholesalers. Has there been an 
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approach or some canvassing done by your association to channel all the market- 
ing of drugs through wholesalers? What is your explanation why more manufac- 
turers are not using your services? 


Mr. WESTON: As we have. pointed out, there appear to be four major factors 
involved. Many suppliers in Canada—and when we say suppliers we include 
manufacturers, manufacturers’ agents, distributors, and so forth—are subsidiar- 
ies of United States firms which have long established policies of direct selling. 
Now, these companies have moved into Canada, they have set up subsidiaries, 
and these subsidiaries or affiliates have just continued the practice of their 
parents. 


Mr. ENNS: Yes, but why is it to their advantage to keep selling directly, 
when you can say— 


Mr. WESToN: It is not. We have argued this point and said it is not to their 
advantage. It is to their advantage to deal through the wholesaler. 


Mr. Enns: I agree with you. It seems to me this is an eminently logical way 
of marketing, but it is surprising therefore that 60 per cent of the trade in this 
country is still not handled in this way. 


Mr. WESTON: As we have pointed out, the geography of this country certain- 
ly works in favour of the wholesaler, but for some reason some of the major 
manufacturers have not seen fit to agree with us and they have continued to sell 
direct. We have said, ‘“‘Why go to the trouble and expense of erecting or leasing a 
warehouse, staffing it and shipping goods when there is a wholesaler right on 
the spot?” It does not cost any more for that manufacturer to ship, let us say a 
$25,000 inventory from Montreal to a wholesaler in Winnipeg than it does to ship 
to his own warehouse in Winnipeg. This does not make sense. It has to go out 
there any way and he might as well place it in the hands of a wholesaler who 
will do his selling for him, who has a sales force and, where possible,—and, of 
course, as you realize, it is not always possible in the case of non-drugs or 
non-prescription items—he can do merchandising for him. 


Mr. Enns: Is it correct to read into this reluctance of the manufacturer to 
merchandise through the wholesaler the fact that he may lose his promotional 
ability of promoting his own brand product? 


Mr. WESTON: He will not. 
Mr. Enns: This is not— 


Mr. WESTON: No, because if a pharmacist calls up and says, ‘‘Please send me 
a dozen X,Y,Z, the wholesaler cannot say, “Do not take X,Y,Z, take A,B,C”. He 
cannot do this because the X, Y, Z has been specifically requested by the retail 
pharmacist. It is a prescription drug. It may be a bit different in the case of a 
retailer calling up and saying, “Send me two dozen Paper-Mate pens’. The 
wholesaler very well may say, “I am sorry, I am out of Paper-Mate pens, will 
you take Northrite?” There is no harm done here. But not in the case of a 
prescription drug; it cannot be done. 


Mr. ENNS: Can some generic product be substituted in the event the other 
one is out of stock? 


Mr. Weston: No, not to the best of my knowledge. The wholesaler must 
supply the drug as requested. Am I right, Mr. Peel? 
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Mr. PEEL: This is his moral obligation. 


Mr. ENNS: Do some of the so-called generic manufacturers use the services 
of the wholesale houses? 


Mr. WESTON: It is our understanding that most of the generic houses are 
direct sellers. The drug wholesalers must provide the drug of choice. In other 
words, when the pharmacist calls up and specifies a certain drug the wholesaler 
is both morally and legally obligated to provide this particular drug. The drug 
wholesalers do support the manufacturers in this respect. Quite frankly, we have 
looked at this generic problem, and from our point of view it is one of economics. 
We only have so much shelf space, we only have so much storage space, and if 
we get to the stage where one drug is being duplicated by six or seven generics, 
with their various sizes and potency, the drug wholesaler is in the position of 
having to increase his capital investment and his facilities with no commensurate 
return on his investment. It is our understanding that most prescriptions that are 
written call for so-called brand name drugs. The wholesaler is certainly not 
going to keep drugs in stock that he cannot move. This is equally true of 
non-drug items. A very poor quality thermometer which does not move, the 
wholesaler is not interested in storing it because there is no money in it for him 
as long as it sits on a shelf, and if there is no demand for generic products the 
wholesaler is not going to stock them. If we get to the stage where generics are 
more frequently prescribed than they are at present, I think you will find that 
the wholesalers will probably only stock such quantities as they think they will 
require. In other words, they will not keep large stocks of them on hand. 


Mr. A. W. LaiwLaw (Legal Counsel for the Committee): Mr. Chairman, in 
the case of the manufacturer who sells directly to the retail pharmacist, who gets 
the benefit of the 163 per cent which otherwise would go to the wholesaler, the 


manufacturer? 


Mr. WESTON: No one, because he has performed the wholesale function, and 
the party who performs the wholesale function has to pay for it. 


Mr. LAIDLAW: But is he performing the wholesale function to the extent of 


162 per cent of the sale prices of all the products? 


Mr. PITCHER: This again is a question which we cannot answer. We do not 
know what it costs the manufacturer to do business and to perform this function. 
We do know what it costs us but we do not know what it costs the manufacturer. 


Mr, LaIipLaw: My assumption would be that it is an enormous amount of 
money that the manufacturer is absorbing if it is 163 per cent of the final sale 
price. 


Mr. WESTON: You must remember, sir, that if a retail pharmacist calls a 
manufacturer, he is only going to order that manufacturer’s particular line. 


‘When he places an order with a manufacturer he tells him to send this, this and 


this. Now, this is only going to be the manufacturer’s particular line. But the 
pharmacist who calls the wholesaler will say I wants 'this, which is one compa- 
ny’s line, I want that, which is another company’s line, and I want this, which is 
another company’s line. There may be a dozen or more companies involved in 
this, and consequently our costs will be spread over all these companies. This 


makes for lower distribution costs. By comparison, the manufacturer only has to 
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spread his costs over his particular line. We think this is a more costly way of 
doing business. 


Mr. LaiwLaw: Mr. Weston, just following along, do you think it is practical 
for the government to legislate how a manufacturer should conduct his business? 


Mr. WESTON: No, sir. We think this intrudes into the field of free enterprise. 


Mr. LarpLAw: Then, the suggestion set out in your brief is, in your own 
view, not practical? 


Mr. WESTON: Why? 


Mr. Lamw.Law: Do you think it is practical for the government to legislate 
against drug manufacturers to say that you must use wholesalers, you must no 
longer sell directly. This, in effect, is what you are asking, is it not? 


Mr. WESTON: We believe it is more efficient and cheaper to do business 
through the drug wholesaler, but if a company wishes to distribute direct, that is 
their prerogative. We would love to see every manufacturer in Canada going 
through wholesalers, that will be the day of the millennium and we know that 
will never happen, but we would like to see far more manufacturers making use 
of the wholesalers. Many manufacturers who are direct sellers do make use of 
the wholesalers, not deliberately but simply because the pharmacist will call up 
and say, “I want so and so and so and so.” These are direct selling items, but the 
wholesaler who is making a small margin on these particular products, simply 
says, “Yes, fine’ and he sells them to the pharmacist. 


Mr. MacLean (Queens): This Committee is interested in the price of drugs 
to the consumer, and I have a letter here which was received by a member of 
Parliament and passed on to me as a member of this Committee, and I wonder if 
you might have any comment on it. I know that you have no direct responsibility 
but perhaps, being concerned in the merchandising of drugs, you might be able 
to give the Committee some idea how this situation could arise. This is a letter 
from a veteran who was living in Montreal and became ill and went to his 
doctor, who prescribed a certain drug. He went to a drug store in Montreal with 
this prescription for certain tablets and he was charged $12.50 for 25. The retail 
price of these tablets was $50 for 100. Later on he moved to Ontario and had 
another attack of his ailment, went to the local doctor—he had the previous 
prescription with him—and the doctor sent to a drug company in Ottawa for 100 
of these tablets and the price again was $50 for 100. 


Later on this man went to California on a trip and while there he once again 
became ill. He went to a local doctor who prescribed the same drug, and he then 
sent at the place he happened to be in California, to a drug store for 25 tablets. 
The price there was $2.75.He thought there was a mistake, so he went to another 
drug store and the price was the same. Then he discussed the matter with the 
druggist and he said that the druggist in California told him that their suggested 
retail price for this drug was $10 for 100 or $2.75 for 25 tablets. 

On his return to Canada he wrote to the Canadian manufacturer of the drug, 
who informed him that the suggested selling price for this drug in Canada is 
$12.60 for 100, although there might be added to this a professional fee for 
providing the prescription, but the Canadian suggested selling price was $12.60 
for 100 and the suggested selling price in the United States was $10 for 100—that 
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would be American dollars, of course—and the manufacturer went on to say that 
it does not compare too unfavourably with the Canadian price when taking into 
consideration duty, federal sales tax, and so on. This man then sent to this same 
drug firm in Ottawa for another supply of 100 of these tablets and this time the 
price asked was $12.60, which was presumably for 100, although he does not 
actually say that. This man then goes on to say the manufacturer must have 
contacted the drug store by this time because the selling price was then $12.60. 
Have you any suggestion how this situation could arise? 


Mr. WESTON: I have not the faintest, sir. Perhaps Mr. Peel or Mr. Pitcher 
could help. 


Mr. PITCHER: There is always a possibility of error there on the part of the 
retailer, but it is hard to understand how the error would occur in two places, 
one in Montreal and one in Ottawa, and charging the same price. I cannot 
understand that. 


Mr. Hows (Hamilton South): If we could understand that we could arrive 
at the answer to some of our problems, could we not? 


Mr. WESTON: Of course, we have no control over what any retailer does with 
the lines he sells. He simply has these products and we cannot dictate to him and 
tell him he must sell them at that price. We cannot do that. We simply hand the 
products over to him, deliver them to him, and tell him what it is going to cost. 
What he does from there on in we do not know. He may charge a professional 
service fee or he may have other methods of pricing. This we do not know 
because we do not enter into this area at all. 


Mr. MAcLEAN (Queens): I take it that your association does not follow this 
practice, but does any manufacturer follow the practice of having purchasers go 
to drug stores to price their product at the retail level to see what is being asked 
for it? 


| Mr. WESTON: Yes, I understand that they do have what might be called 
“comparison shoppers”. I do not know this officially, but I understand that some 
manufacturer will go to probably their own medical director and have him fill 
out a number of prescription blanks and he will then take them to various drug 
‘Stores and shop. This may not only be for price reasons, but also to ascertain that 
the pharmacist is filling the prescription as written. I only know this unofficially, 
not officially. 


Mr. MacLean (Queens): May I just add that in the second case where the 
doctor sent on his behalf to a drug firm in Ottawa for 100 tablets which cost $50, 
that this man, being a veteran, was then having his medical expenses paid as he 
was a recipient of war veterans’ allowance, and the Department of Veterans 
Affairs paid the second $50. To your knowledge does the Department of Veterans 
Affairs, or any other department of government that pays for drugs on the retail 
level in this fashion, do any checking to see whether they are paying the proper 
price? 


Mr. WeEsTon: I do not know, sir. 
Mr. MAcLEAN (Queens): Thank you very much. 


Mrs. RmpEouT: Gentlemen, I must first tell you that I am very much a 


layman on this Committee and I have listened with a great deal of interest to 
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many witnesses and I must confess I have not any reasonable way to suggest 
how we might lower the cost of drugs. I'am interested in your brief because you 
are in the wholesale industry and presumably, as you stated, you would like 
anyone who is interested in buying drugs to take advantage of your services. I 
notice in my own area a particular trend, which is really just beginning, where 
some larger businesses are getting into the drug business—department stores 
and shopping centres—and I would presume these people must be buying in 
bulk directly from the manufacturer because their prices are indeed cheaper. 

On the other hand, take the case of the smaller drug stores who have been 
servicing the communities for years, in many cases on credit. A lot of people go 
to their druggist and get their prescriptions filled and charge their drugs, and I 
am sure that in some form, whether by service charge or some other way, the 
druggist has to charge these people for the use of credit because it is not 
reasonable to think that he could carry on without doing so. 

Here we have the larger businesses being able to take advantage of the 
lower price from the manufacturer and the smaller drug stores still almost 
committed to buying from the wholesaler and not able to compete. What do you 
say about this? 


Mr. WESTON: This is not necessarily true, Mrs. Rideout. There are some 
manufacturers who will not sell direct regardless of the size of the account. They 
will simply say to the account, ““You must purchase this through the wholesale 
house, we do not sell direct.” Therefore the retail account must go to the 
wholesaler. If the particular drugs are being sold by a direct house, naturally the 
retail account is going to go to the direct house. Nevertheless, the manufacturer 
again is performing the function of the wholesaler and someone has to pay that 
cost. It may not be as great or it may be more. We are inclined to think it is more 
than the wholesalers’ cost. Now, what this small retailer does in handling his 
own accounts, whether he charges interest or has a monthly charge, this we do 
not know, this is an area in which we do not enter, but I think the only 
advantage the large account might have—and I think the drug librium was 
mentioned before—is that if the small store has a relatively small demand for 
this product he may only buy 100 tablets, but he will pay the 100 price. The 
larger store, which may be better financed and may be well able to afford a large 
inventory, may buy 1,000 and they then get the price on 1,000. This is very true, 
we do not deny this at all, but what we have to look at is the fact that the 
wholesaler simply has the products on hand and thus meets the demand for them 
as they come in, whether it is for 100, 500, 1,000 or 10,000. It is not quite true to 
say that the larger accounts will get it cheaper. They will get it cheaper if they 
are buying large quantities. This is not only true of drugs; it is true of other 
thing as well. 


Mrs. RipEouT: This is exactly why I mentioned this to you because it seems 
to me that it is a trend now—just the same as the corner grocery store is a 
victim of the large supermarkets—and is this something in the foreseeable future 


that we are going to have large drug stores that can sell their products cheaper 
and put the corner drug store out of business in some cases? 


Mr. WESTON: My personal opinion, Mrs. Rideout, is that they have been 
crying the death of the corner drug store for many, many years but the corner 
drug store is still with us. Some of them have sharpened up their practices and 
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_ are doing quite well. There is one just down the street from where I live and he 
is faced with a supermarket up the street, but this chap does very well for 
himself. He has sharpened up his merchandise and practice. I think the small 
druggist is going to have to do the same thing. 


Mrs. RiIpEouT: In other words, are you suggesting that there is competition 
in drug prices and if they want to stay alive they have to compete? Would you 
think this is true? I do not know, I am not trying to query you on this, I am 
merely interested. 


Mr. WESTON: Mr. Peel or Mr. Pitcher, would you like to answer that? 


Mr. PITCHER: Mrs. Rideout, I would say as far as there being a definite trend 
in this direction is concerned that you are quite right. There is a trend in this 
direction. We, as wholesalers, are doing what we can to assist the smaller drug 
stores to stay in business. One of the things that could evolve from this trend is 
that two or more of the small drug stores will have to get together—or should 
get together, perhaps—and go into one large store together in competition with 
this type of operation. Certainly the small corner drug store is at a disadvantage 
and he will have to improve his mode of operation. He will have to bring his 
costs down as much as possible in order to compete with the large chains. 


Mrs. RIDEOUT: Meanwhile the people who are used to going to this particular 
store and who probably have a charge account there will probably find it difficult 
to make the change. It is a vicious circle, really. 


Mr. PITCHER: In the case where he has been carrying these accounts, no 
doubt he will have to get a bit tougher and shorten up his terms with these 
people. . 

Mrs. RipEouT: I am wondering if you would agree with me, then, that the 
person who is in the position of being able to go and buy his drugs and pay for 
them is more apt to get a better price than the person who may have to charge 
them for a month? 


Mr. PITCHER: In some instances, yes. This does not hold true right across the 
board, but there are instances where they can buy better by going to one of these 
larger chains and paying cash for them. 


Mrs. RIDEOUT: Well, I have particularly cald practical thoughts and I was 
wondering whether this would not play some part in the cost of drugs to the 
consumer. Thank you very much. 

Mr. ISABELLE: If I understand, wholesale is a certain part of the distribution 
of pharmaceuticals throughout Canada to retail stores or retail druggists. Am I 
correct? 

Mr. WESTON: That is right. We have estimated that 40 per cent of the drugs 
in Canada are distributed through wholesale druggists. 

Mr. ISABELLE: Therefore, pharmaceuticals cost Canadians about $400 million 
a year. 

Mr. WESTON: I have seen those figures, Dr. Isabelle, but quite frankly I 
cannot remember them. I have seen them in the Canadian Pharmaceutical 
Association brief, but as I say, I cannot remember them. 

Mr. ISABELLE: If you take 40 per cent of that, you are doing quite a good 
business. 
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Mr. WESTON: We have estimated, according to our last survey, gross sales of 
28 members—and I must point out to you that each company with branch 
houses, must take out a separate membership for each branch. For our 28 
members, which cover 10 companies, our gross sales for 1965 were $137,351,000, 
as compared to $115,799 for 27 members for the previous year. The Dominion 
Bureau of Statistics has reported sales of $316 million, but their basis is not the 
same as ours. Our net sales were $127 million as compared to $113 million, the 
net sale figure being reached after returns, allowances and adjustments, and 
discounts deducted from gross sales. 


Mr. ISABELLE: Would you say that if all the pharmaceuticals in Canada were 
distributed through a wholesale company, the price of drugs could be lowered, 
because companies are spending lots of money on all those depots and things of 
that nature, across Canada. 


Mr. WESTON: As we have pointed out, Dr. Isabelle, we do not set prices of 
drugs. 


Mr. ISABELLE: I know, but— 


Mr. WEsToN: But if we can go to the manufacturer and say to him: “It is 
costing you X to perform our function, we can do this and it will only cost you Y 
which is less than you are paying”, if he wishes to reduce his prices, that is fine, 
we will reduce our prices correspondingly, but we are still bound by the fact that 
the manufacturer says to us: “Here is the product and this is the price.” We must 
then turn around to the retailer and say to him: “Here is the product and this is 
our price’, our price, of course, allowing for our gross operating cost, and our 
margin of profit. If we can reduce our distribution costs and the manufacturer 
says: “Fine you have reduced the distribution costs and we will reduce our 
price,” we will go along with him. 

Mr. ISABELLE: Did you not just tell the Committee that if drugs were 


distributed through wholesale companies, this would lower the percentage of the 
big companies by about 15 per cent in their expenditure? 


Mr. WESTON: We do not know what it is, because we do not know what it 
costs the manufacturers. We have tried to find this out, and I think we came up 
with a figure of 4.33 per cent, but our distribution costs are less than the 
manufacturers’. I know of one company which is not an ethical manufacturer 
and is in the field of health products. At one time they distributed virtually all 
their products direct. They have now changed their policy, and, at last count, 
they had under 200 direct accounts. The majority of these accounts were 
wholesalers; very few retail accounts, and they are planning to decrease this 
even further, because they have said it does not pay to do this. ‘“‘We just cannot 
be bothered in billing 5,500 pharmacists—” and their products are sold right 
across the country,—“‘or shipping to 5,500 pharmacists and having returns from 
5,500 pharmacists. We do not want any part of it”. Therefore, they turn it over 
to the wholesaler. 


Mr. ISABELLE: Do you advertise and do you have a certain budget for 
advertising, or do you bother with advertising? 


Mr. PEEL: No, we do not do any advertising, other than in trade journals. 


Mr. ISABELLE: How could a druggist know that you are in a certain area? 
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Mr. WESTON: Our wholesale druggists do have salesmen. 
Mr. ISABELLE: Salesmen? 


Mr. WESTON: Yes; we have salesmen and we also have what are known as 
telephone order clerks, his sole duty being to sit down and take orders over the 
telephone. Of course, any pharmacist going into business, quickly finds out who 
the wholesale druggist is in his community. He can do this in a number of ways. 
He is probably informed by another pharmacist; he may call up a pharmaceu- 
tical house and ask to be provided with goods, and he is told that they only deal 
with the wholesalers and he is given a list of the wholesalers in the area, and 
then it is up to him. 


Mr. ISABELLE: Are you a part of a big organization in the wholesale business 
as a whole, or are you just wholesalers in drugs? 


Mr. WEsTON: Are you referring to— 
Mr. ISABELLE: Do you wholesale razors, perfume, candies and so on? 


Mr. WESTON: Yes; but this again will vary. We have some of our wholesale 
druggists who will carry tobacco and confectioneries. We have others who will 
not touch it. We have wholesale druggists who will carry films and will not touch 
cameras. But the drugstore today has been evolving over the years to the point 
where it carries a great many non-drug items. They may carry these for 
competitive reasons, and they carry product goods which they would not have 
dreamed of a generation ago. Now, the average person walking into a drugstore 
may go in for a bottle of cough medicine or something, and while he is in there, 
he suddenly realizes that he needs cigarettes or a bottle of ink, or something like 
this, he needs some razor blades. He buys these things while he is in the 
drugstore. Now the drug wholesaler, knowing this, is going to try and encourage 
his retail drug account to purchase as many of these items from him as he 
pessibly can. The drug wholesaler is not only competing with other drug whole- 
salers, he is also competing with wholesalers of tobacco, confections, sundries, 
and so forth. Where he has a retail drug account and he knows that this retail 
druggist will carry cigarettes, tobacco, chocolate bars, razor blades, electric 
razors, hot water bottles, and so on, he will try to sell these things. 


Mr. ISABELLE: This is what I had in mind, because I do not see where the 
word “druggist” fits into this wholesale organization, because from National 
Drug you can get anything, except a car and a coffin. 

Mr. PEEL: In our brief we say that 39.93 per cent of our business is 
pharmaceutical drugs and quite a high percentage is called O.T.C. items which 
would be cough mixtures, vitamins, and so on. 

Mr. ISABELLE: Excuse me, 43 per cent of your own business is distributing 
drugs? 

Mr. PEEL: It is 39.93 per cent. 

Mr. WESTON: At page 15, you will see that 39.93 per cent of the sales are in 
prescription drugs. 

Mr. ISABELLE: Yes, prescription drugs. 


Mr. Weston: Now, 24.10 per cent is over-the-counter drugs. Over-the- 
counter drugs are normally those drugs which do not require a prescription, 
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although there are certain over-the-counter drugs for which a doctor may write 
a prescription for one reason or another therefore. This would bring the total up 
to 64 per cent. It must be remembered, sir, that many of the other wholesalers 
cannot carry these products-for a number of reasons. First of all, they have to 
have a pharmacist on the premises. The wholesale druggist is the only wholesaler 
who has to have a professional man right on the premises. There are certain 
matters dealing with security. If you are carrying—and all wholesalers to the 
best of my knowledge do—narcotic drugs, they must be kept very, very secure. 
There are certain drugs which must be kept under refrigeration; you have to 
have a refrigerator for this purpose; you have to have temperature control in 
your warehouse, which is not necessary for any other types of wholesalers. We 
call ourselves wholesale druggists with considerable justification. 


Mr. ISABELLE: That will be all, but it is still not too clear in my mind. 


Mr. ASSELIN (Richmond-Wolfe): Mr. Chairman, in the brief that is before 
us this morning, I find that you have suggested the elimination of the 11 per cent 
sales tax in order to reduce the cost of drugs. I believe this is the only suggestion 
you are making. Being really a layman, I would like to ask just one very plain, 
simple question. What would you recommend this Committee suggest in order to 
really help to reduce the cost of drug prices? 


Mr. WESTON: We have said that the 11 per cent sales tax should come off. I 
think everyone is agreed on that. 


Mr. ASSELIN (Richmond-Wolfe): But there is a certain variation of ideas on 
that, whether the consumer would really benefit by it or not. 


Mr. WESTON: We believe the 11 per cent sales tax should come off. 


Mr. ASSELIN (Richmond-Wolfe): I have my doubts, but I would like to 
know what you would suggest to start with. 


Mr. WESTON: I do not think the government really gets that much money 
out of it, in comparison with other revenues. This is only a personal opinion and 
is certainly not the opinion of the association. I think if you took a look at the 
public accounts in Canada, and it was broken down, the amount they would get 
from taxing drugs, I think, would be a relatively small proportion of the whole 
thing. 

The CHAIRMAN: I think it was about $20 million over the last year reported, 
roughly. 

Mr. WESTON: We have estimated that the value of the inventories in whole- 
sale drug houses in Canada is $12 million, on which the tax has been paid. 
Therefore, 11 per cent of that would be $1,300,000. 


Mr. ASSELIN (Richmond-Wolfe): Besides this, what other suggestions would 
you put forward? In other words, this Committee has a duty to make recommen- 
dations to lower the cost of drugs, and I would like to know what you would 
suggest that we could consider? 


Mr. WESTON: We think distribution costs can be lowered; we are quite 
honest in admitting this, but this is our own horse we are riding, if you wish. We 
think distribution costs can be lowered by the use of drug wholesalers, and we 
certainly believe that we operate more efficiently: we can do it faster; we can do 
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it more economically than can the manufacturer. If we can prove this to the 
manufacturer over a period of time and say: ‘Look, your distribution costs are 
not as great as they were when you were distributing, and if you wish to lower 
your cost of drugs, we will certainly pass this along.” I cannot speak for each 
member of our company, and certainly this association will not enter into any 
discussion on prices; but it would seem to me only logical that if the manufactur- 
er is getting the benefit of lower distribution costs, and if he wanted to consider 
lowering his costs, this is one area where he might come in. I think we have 
pointed out that: 

In 1964, the 10 largest manufacturers of ethical pharmaceuticals who 
distributed through drug wholesalers employed 455 salesmen and report- 
ed sales of $41,700,000. This works out to $91,646 per salesman. The 10 
largest manufacturers who sold direct had sales of $52,969,000 but em- 
ployed 701 salesmen. This works out to $75,562 per salesman—or $16,085 
per salesman less. 

In other words, although the direct houses reported total sales $11,- 
269,000 greater than the wholesale orientated houses it took another 266 
salesmen to achieve this success. 

We think it is obvious that the wholesale orientated houses are get- 
ting invaluable assistance from their wholesalers in moving their product 
lines—assistance, I wish to emphasize again, at no direct cost to these 
firms. 


The manufacturers, as you know, have detail-men who are continually on 
the road. They call at hospitals, they call on doctors, and they call on wholesal- 
ers. The wholesale drugs have salesmen also. The wholesale druggists have no 
interest in doctors and very little interest in hospitals. They can concentrate all 
their efforts on the pharmacist and we have our telephone order clerks. We 
think, by using these people, we are helping the manufacturer to promote his 
products. Through rapid, economical and efficient distribution, we can keep the 
cost of drugs down. We do not believe we can tell the manufacturer what he can 
sell his products at. This I think is a matter of competitive demand, of prices and 
of a number of factors. 


Mr. ISABELLE: May I ask a supplementary question. You say in your brief 
that at present 60 per cent of the drug business is done on a direct basis. Am I 
correct? 

Mr. WESTON: That is correct. 


Mr. ISABELLE: This is contrary to the United States and Great Britain in the 
same business. 


Mr. WEsTON: That is right. 


Mr. ISABELLE: But does the wholesale business in the United States and 
Great Britain operate in the same way as is done here? 


Mr. WEsTon: It is done in approximately the same way. On the other hand, 
you must remember that Great Britain is a much smaller country and this helps 
them a great deal. They have more wholesalers in Great Britain than we have in 
Canada. The United States have many more wholesalers than Canada. I would 
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suspect that in the New York area alone they have as many as we have in all of 
Canada. Their business—in the United States—is 10 times the amount of ours. 


The CHAIRMAN: I wonder if I could ask a question. If I am a retail druggist 
in Toronto buying drugs, would I pay the same for a similar drug in 100 tablet 
lots as I would if I were a druggist in northern British Columbia? Do distribution 
costs change, or do you average them out across the whole country? 


Mr. PEEL: I would say, for most pharmaceutical drugs, it would be the same 
in Toronto, as it would be in Vancouver. 


The CHAIRMAN: Not Vancouver, but northern British Columbia or northern 
Saskatchewan? 


Mr. PEEL: I would say that your price would be reasonably the same. Mr. 
Chairman, if I may say so, it occurs to me that the wholesale druggists in Canada 
have not done a very good job of selling themselves to the manufacturers with 
regard to their services and distribution facilities and I believe the formation of 
the Canadian Wholesale Drug Association, in getting the wholesalers together, 
will do much to strengthen their hand with the manufacturers for the manufac- 
turer to recognize the wholesaler as the proper source of distribution. 


Mr. Howe (Wellington-Huron): Mr. Chairman, I was rather interested in 
the statement made at the bottom of page 15. It would appear that your 
wholesale organization is not practising what you preach, because you maintain 
that the cost of distribution increases the cost of drugs, and you say: 

It must be stressed that not all drug wholesalers carry the same lines 
of non-drug merchandise. 


But the non-drug merchandise which you sell amounts to 35.97 per cent of 
the sales. Have you done anything to get the people who sell the tobacco 
products and confectionery and the people who sell photographic supplies and 
films and flash bulbs to co-ordinate their business, so there will only be one? You 
said it was paper work and orders that increased the cost, and 35 per cent of 
your sales are non-drug merchandise. You are saying it is cheaper to have a one 
stop business, and yet some of your wholesalers refuse to carry certain lines of 
non-drug merchandise that are being sold by the druggist. 


Mr. WESTON: The reason for this is that perhaps in some areas you will have 
tobacco wholesalers. 


Mr. Howe (Wellington-Huron): Yes, but you could handle tobacco, too, as 
well as they can. 


Mr. WESTON: Some of our wholesalers do, others do not. It is a matter of 
choice; it is up to the wholesaler himself to determine what he may wish to 
carry. He may estimate that the mark-up on carrying certain lines is not worth 
it. I can think of two wholesalers in Montreal who do not carry tobacco products, 
and I think the answer to that is that there are wholesale tobacconists in 
Montreal, and they just do not want to compete with these people. 


Mr. Howe (Wellington-Huron): Mr. Chairman, in answer to a question I 
put to the witness some time ago on how we are going to reduce the cost of drugs 
was by using the wholesale outlets and by using these wholesale outlets, you 
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have one stop for all themerchandise. If you are going to say that your 
wholesalers do not carry the complete line to the druggists, what is the point? 


Mr. PiTcHER: I think Mr. Weston was referring to a complete line of drugs. 
How far a wholesaler wishes to go in the other direction, is a matter entirely for 
the wholesaler to decide. 


Mr. Howe (Wellington-Huron): Yes, but it still amounts to 35 per cent of 
the sales you make to the druggists. 


Mr. PITCHER: Exactly. 


Mr. HOWE (Wellington-Huron): These are non-drug items, and if you are 
going to service—and after all, his resale prices are estimated on what he makes 
out of his entire sales, whether they are drugs or non-drug items. 


Mr. PITCHER: The druggist is not being penalized because the wholesale 
druggist does not carry tobacco and does not carry confectionery. The druggist 
can buy these products from his local distributor. 


Mr. Howe (Wellington-Huron): You maintain that the one stop sale will 
reduce the cost of drugs, if he can buy everything that he is going to use in his 
store in one area. 


Mr. PITCHER: Right, but you are confusing drugs with the other sundry 
items. 

Mr. Howe (Wellington-Huron): The other items have something to do with 
the price he will sell his drugs at, though. 


Mr. PITCHER: No, I do not think so. 


Mr. Howe (Wellington-Huron): You mean that if 35 per cent of his business 
is done with non-drugs that that percentage of his business does not affect the 
price of his drugs? 

Mr. PircHerR: There are some wholesalers in the United States who handle 
pharmaceuticals alone. They handle nothing else but pharmaceuticals, because 
they are in the thickly populated areas where the pharmaceutical business itself 
will sustain their business. They are strictly in pharmaceuticals. 


Mr. Howe (Wellington-Huron): You maintain that most drugstores carry 
non-drug items. The amount of items which they sell has something to do with 
the profit they make on their drugs and what they sell the drugs at. Any type of 
business is operated this way, and if 35 per cent of the business in the drugstore 
is done on non-drug items, the profit that the druggist makes out of these has 
something to do with his over-all profit picture and what he can sell some of 
these drugs at. There are a lot of drugs which do not have the resale price 
marked on them and he marks them up according to what he figures he should 
make from them, and his profit picture is affected by these things. 


Mr. PEEL: Of course, he is buying this 35 per cent of product—if he can not 
get it from his drug wholesaler—from another wholesaler at a pretty competitive 
price, I would think. I also say that if a wholesale druggist sees a volume of 
business there that he does not have in stock, he would be thinking very 
seriously of putting this into his inventory and promoting the sale of it. 

Mr. Howe (Wellington-Huron): What I am trying to point out is that if you 
are going to go for this one stop sale for the retail druggist, if he gets everything 
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and saves paper work and distribution costs, you have to consider the non-drug 
items, too, because they are part of his sales picture. 
There is one other thing that I was interested in, and that is on page Sits 
where it says: 
As business becomes more complex, as demands by all levels of 
government increaise, the retail pharmacist finds he has less and less time 
to spend on the professional aspects of his job. 


Do you foresee some day when there will be drugstores without druggists in 
them; that they be licensed to such an extent, or computerized, that you will just 
call up a wholesale druggist and then will supply this ‘specialized prescription 
without the druggist being in the store? 


Mr. PITCHER: I do not think you could ever operate a drugstore without a 
druggist in the store. I do not think that will ever be possible. 


Mr. Howe (Wellington-Huron): I am just wondering, whether you are 
going to do away with him when, as you say, he has less and less time to spend 
on the professional aspects of his job. 


Mr. PITCHER: Without his bookkeeping and other multiple tasks that he has 
to do. 


Mr. WESTON: We have seen, over the years, the development of unemploy- 
ment insurance, pension funds, and we have seen the food and drug people say 
that certain drugs have now been placed under control. This is no criticism of 
government, it is merely a statement of fact. This of course has necessitated more 
and more work on the part of the pharmacist. We cannot do anything about that, 
but we do say to the pharmacist: “Why do you place orders with 50, and up to 
100 suppliers. You are going to have to receive from those suppliers their 
invoices and check them, and you are going to have to issue cheques to them. 
Buy it from your wholesaler and save yourself a lot of work and money.” After 
all, the banks do charge for every cheque he writes, and it is a lot cheaper for 
him to write one cheque than it is to write 100 cheques. 


Mr. MacLEAN (Queens): I would like to ask a question. What you are 
saying would seem to imply that the small drugstore is in an increasingly un- 
favourable competitive position with the large outlet. I say this because where 
you have a very small drugstore, with perhaps two or three of a total staff, 
you have to have a professional druggist. He is misemployed most of the time 
filling out forms and this sort of thing; whereas a large retail outlet would 
have a relatively small number of druggists compared to their total staff, would 
be fully employed in their profession, or nearly fully employed in their pro- 
fession and the paper work and the merchandising of other articles, and this 
sort of thing, would be done by non-professionals who presumably would not 
command as high pay. 


Mr. WESTON: Of course in the large retail outlet you probably would have 
one, two or three pharmacists; you would probably have a cosmetician, who 
would look after the ladies; you would probably have a couple of clerks who 
would be selling non-drug items, such as kleenex, or anything of this nature; you 
would probably have one or two people in the back who would be doing nothing 
but receiving goods and putting them on the shelves, checking stock and so on. 
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You would probably have a bookkeeper or ‘an accountant, who would be writing 
cheques and doing the paper work. The small pharmacist would have to do all 
this himself, or he might be able to employ another pharmacist, or a clerk, who 
could look after some of these other things. He certainly cannot compete with the 
large pharmacist, the large retail store in manpower, no. 


The CHAIRMAN: Are there any other questions of the witnesses? 


Mr. BRAND: I have a couple of short questions. I was curious about this 
distribution question. I do not quite understand what you are getting at in saying 
that distribution that is carried out largely by the wholesale firms cuts down the 
costs. Is this right? We know that 39.93 per cent of your business now is in 
prescription drugs. We are concerned primarily with what it is costing the 
consumer. As a result of your distribution methods, as outlined on page 37, do 
you believe that the drugs that you handle are being sold cheaper to the public 
than the ones that are sold directly through the manufacturers? That is, in fact, 
what you are saying. 


Mr. WESTON: What we are saying of course, is that we have no control over 


prices. I cannot emphasize this too strongly. A manufacturer, regardless of 


whether he sells direct, or sells through the wholesaler, has set the price at 
which he will sell either to us, or at which he will sell to the drugstore. In other 
words, some direct manufacturers will sell to us through the wholesaler at the 
same price as they sell to the retail pharmacy. There is no advantage there. 
The manufacturer who sells through a wholesaler does make provision in his 


_ selling cost for our cost, which includes our operating costs and what we would 


consider a reasonable margin of profit. We have no control over prices, there is 


nothing we can do about them, but we believe that if we can demonstrate, 


through efficient methods of distribution, to the manufacturer that our distribu- 
tion costs are lower than his, if he wants to take advantage of this and lower 
his costs, that is up to him. We think we can do it faster, cheaper and more 
efficiently. We cannot persuade all manufacturers of this, but we hope we can 
get the majority over to our side eventually, up to the 60 per cent in the United 
States and Great Britain. 


Mr. BRAND: You lost me somewhere there, because you did make the 
statement that you thought you could do it more cheaply. 


Mr. WESTON: We believe we can. We cannot prove this, because— 


Mr. BRAND: Then, on the other hand, you say you have nothing to do with 
prices; you have no control over them. 


Mr. WESTON: We cannot prove this, Dr. Brand, for the simple reason that we 
have not got the manufacturers’ figures. If the manufacturers would turn around 
and say to us: “Our distribution costs are X”’, we would then compare them with 
ours, and would then know if our distribution costs were lower or higher or at 
the same level. This is one thing we do not know. 


Mr. Branp: In other words, this is just a hunch on your part? 


Mr. WESTON: We can spread our costs and they cannot. For example, if a 
pharmacist calls a drughouse and says: “T want this” and the drughouse replies: 
“This will cost you so much, but because it falls below our minimum order, 
we are going to have to charge you 50 cents or $1 for delivery.” The cost 
of that product is increased by that 50 cents or $1. Is this not right? But if he 
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calls the wholesaler and says: “I want this’, the wholesaler will say: “Fine, this 
is the cost”. He does not impose a 50 cent or a $1 charge for this, because this is 
part of his service. He delivers it. This, to us, is a fine example. 


Mr. BRAND: But you still have not answered the question. I just do not think 
they are cheaper. You are selling almost, according to page 37, $41,700,000 
through the wholesaler, $52,969,000 direct. 

Mr. WESTON: What we have said there is that the 10 largest manufacturers 
reported sales of $41 million. This is not the wholesalers. We said that the 10 
largest manufacturers who distribute through drug wholesalers reported sales of 
$41 million. The 10 largest who sold direct had sales of $52 million. Our total 
gross sales were roughly $137 million; therefore, this $41 million is only part of 
that $137 million. 

Mr. BRAND: But you also say those who sold through drug wholesalers and 
the 10 largest who sold direct, then you go on to say somewhere else in your 
brief that no one sells totally direct. 

Mr. WESTON: No, but you will find a house which will sell 90 or 95 per cent. 
This figure will vary from as low as 5 per cent to as high as 25 per cent; it will 
depend upon the product line, and it will depend upon whether there is national 
distribution. There are a number of factors included in this. 

Mr. Branp: At the moment, we do not know if this would help or not; you 
just hope that it would? 


Mr. WESTON: We believe it will, but until we know— 

Mr. BRAND: One factor we know for sure, it would help the wholesalers. 

Mr. WESTON: We know it will help the wholesalers, but we need the help 
and we need the money. We do not know what the manufacturers’ distribution 
costs are. 


Mr. BRAND: One other question. When you are talking about the number of 
salesmen employed, are you including detailmen? 


Mr. WESTON: Yes. 
Mr. BRAND: Are you suggesting then that we should cut our detailmen? 


Mr. WESTON: No. What we are saying is that the wholesalers with the 
salesmen are augmenting the sales force of the manufacturer at no direct cost to 
the manufacturer. When we talk about salesmen, we are not only referring to 
the wholesalers’ salesmen on the road, but also the telephone order clerks who do 
nothing but sit in the wholesale houses and take orders, or call the pharmacists 
and say: “This is so and so wholesale house, what can we do for you today?” 


Mr. BRAND: Yet your statement here is made by Raymond Dupuis. It says: 
...greater than the wholesale orientated houses it took another 266 
salesmen to achieve this success. 


You seem to be implying here that we should be able to cut down on a lot of 
these salesmen. Are you just referring to those who go direct to wholesale 
houses and pharmacies. Is this what you mean? This does not really make sense, 
when you look at it closely. 


eis: 
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Mr. WEsToN: If I am not mistaken, most detailmen make three calls, the 
hospital, the pharmacist, and the wholesale house, not necessarily in that order. 


Mr. PEEL: And do not forget the doctor is the major call. 


Mr. WESTON: Probably the order is the doctor, the pharmacist and the 
wholesaler. 


Mr. BRAND: In other words, the statement on page 37 is really not valid, 


when you get right down to it? 


Mr. PEEL: What we are suggesting is that the ethical manufacturer or the 


pharmaceutical manufacturer really creates demand for his product in the 
doctors’ office, in hospital displays and so on, and possibly the wholesaler could 


call on the retail pharmacist and relieve the pharmaceutical manufacturer from 


that responsibility. We could handle the retail pharmacist and make sure that 


the products were in his store and he could create the demand in the doctors’ 


Office, and so on. 


Mr. Howe (Wellington-Huron): I have a supplementary, Mr. Chairman. On 
page 13 you lay out the percentage of sales to different people and I do not see 
the doctors included in that. 


Mr. WESTON: Very small, six, I would say that most of the sales— 


Mr. Howe (Wellington-Huron): The witness said they were the most im- 
portant people. 


Mr. WESTON: No, these are wholesale sales. 
Mr. PEEL: They create the demand of products. 


Mr. Howe (Wellington-Huron): You mean you do not sell wholesale to the 
doctors? 

Mr. WESTON: Very little. I think the answer to that would be that if a doctor 
needs something in a hurry and he cannot get it froma pharmacist, he might call 
a wholesale house. I think that is probably the answer to your question. 


Mr. BRAND: Do you think he would get it? 
Mr. Weston: I do not know. 
Mr. Brann: If they were all handled through the wholesaler in the manner 


you suggest, could you, by your efficient distribution, reduce costs sufficiently so 
that eventually it would mean cheaper drug costs to the consumer, yes or no? 


Mr. WESTON: We would hope that any savings which we would pass on to 
the pharmacist, would be passed on by the pharmacist to the consuming public. 


Mr. BRAND: You believe you could do this more cheaply? 


Mr. Weston: I think we can, but we cannot prove it, because we have no 
figures as I keep saying, from the manufacturers. 


Mr. MacLean (Queens): Take a specific case. If two manufacturers were 
producing identical pharmaceuticals and one was distributing it himself and the 
other through the wholesaler, and if the retail price was the same, the manufac- 
turer who as distributing through the wholesaler would be making more profit. 
It is a more efficient way of doing it, you believe? 
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Mr. WESTON: We will not say he would be making more profit. This is an 
area in which we do not wish to enter, but we do say that we can distribute this 
more efficiently, more economically, than can the direct house. 

Mr. MacLean (Queens): Therefore, either the product that is distributed 
through the wholesaler is going to be cheaper to the final consumer, or someone 
along the way is going to make more profit? 

Mr. WEstTon: That is right. 

Mr. BRAND: Since you can buy in quantity as a wholesaler, presumably then 
you can buy large quantities more cheaply than a drugstore who would buy 
directly. Is that correct? 

Mr. WESTON: You must remember, sir, that the inventory of the wholesaler 
is going to be predicated on the demand by the pharmacists. In other words, you 
may have a very fine drug which is very seldom used, in which case there is no 
point to the wholesaler in stocking great quantities of this, but a fairly common 
drug, which is in constant demand, he will keep this in stock. 

Mr. BRAND: The only reason I ask that question is that you made a statement 
in which you said that many of your mutual houses were set up for this purpose, 
so you could buy in quantity and therefore make it cheaper. 

Mr. WESTON: This is true too, but this ‘also applies to non-drug items, and 
even though there is the advantage of purchasing quantities of these products 
they are still limited by the demand of the pharmacists. 

Mr. BRAND: Then, in effect, it has not cut down the actual cost to the 
consumer, has it? 

Mr. WESTON: We still get back to our old argument, that we can do it faster, 
better and cheaper and we would hope that these savings would be passed on. 

Mr. Branp: Mr. Peel, I know has had some experience with Saskatchewan 
National Drugs, which is more or less a monopoly in that province. 


Mr. PEEL: I would not like to say that, Dr. Brand. 

Mr. BrAnpD: Let us put it this way: Are there any other wholesale drug or 
prescription drug houses in the province of Saskatchewan outside of National 
Drugs. 

Mr. WEsToN: No, not located in that province. 

Mr. ISABELLE: Who owns it! 

Mr. BRAND: Who owns it? Is it a mutual-type owned by pharmacist. 

Mr. Weston: You could be a little—You are talking of National Drug 
Limited when you are talking of Manitoba and Saskatchewan, and then you are 
talking of National Drug and Chemical Company of Canada. National Drug 
Limited in Manitoba and Saskatchewan is the subsidiary of National Drug and 
Chemical Company. 

Mr. BRAND: Who owns the subsidiary? 

Mr. WESTON: National Drugs Limited, the subsidiary, is owned partly by 
retail pharmacists and partly by National Drug and Chemical Company. 
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Mr. BranpD: And they provide this additional 10 per cent discount on things 
bought, as laid out in your brief, when they buy from the wholesale druggist; is 
that right. 


Mr. WESTON: Yes. 


Mr. BRAND: So it is financially to the druggist’s advantage to buy from Na- 
tional Drug Limited in Saskatchewan? 


Mr. WESTON: Where their prices are competitive, yes. 


| 
Mr. BRAND: That is the point. Either they buy from them or they buy it from 


the manufacturer directly. Is that right? 
Mr. WESTON: Yes. 


Mr. BRAND: Do you think there is any advantage in pre-packaging by the 
manufacturer in dispensable quantities, such as say 25 pills to a bottle. Do you 
think there would be any advantage to the consumer if you handle drugs this 
way, rather than in bulk? 


Mr. PEEL: I think, in fact, there are many pharmaceutical manufacturers 
who package their material in dispensable quantities. 


Mr. BRAND: I know this, but I mean across the board, let us say. This 
certainly is not true of pills though, is it, as much as it is of certain liquid 
refreshments, if you wish to call it that. 


Mr. WEsTon: I do not think all illnesses come in the same size, doctor. I may 
require only ten pills while other patients may require 50. 


Mr. Branp: Not only that, but I do not know if you are aware that we have 
had this proposal put before this Committee, pointing out that it would do away 
with a lot of bottles of 88 pills in druggist’s stores because they would then be 
Teturnable, to the manufacturer for a complete refund, if they were not used, 
which would cut out this extra stock sitting on the shelves, of 88 pills that they 
do not sell, and therefore would cut down the inventory considerably and 
therefore the cost, and make his prices to the consumer much more reasonable. 


Mr. WEsTON: Dated products are returnable. As a matter of fact, we our- 
selves at this moment— 


Mr. BRAnp: Not if they are opened, are they? 
Mr. WEsTon: Not opened, no. 
Mr. BRAND: That is correct, no. 


Mr. WESTON: No, this is true we ourselves, at this moment, are working on a 
what we call a return goods policy manual, which will be available to our 
wholesale members, and to others, in which we spell out, as far as we can obtain 
it, the return goods policy of every manufacturer we have been able to contact. 
This will spell this out. A sealed bottle is returnable, but if they were in smaller 
quantities and they became dated, they would certainly be returnable regardless 
of quantity, as long as they are sealed. I think it is a saving on the part of the 
manufacturer. 

Mr. BRAND: But I am talking about in dispensable quantities. You see the 


difference— 
25324—3 
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Mr. WESTON: What quantities? 


Mr. BraAnp: As I said, I already mentioned a figure, say 25 pills to a bottle, 
depending entirely on the product, certainly. Would this be advantageous? Now, 
it has been intimated to us that it would be advantageous. 


Mr. WESTON: I think it would be advantageous if you could agree on what is 
a dispensable quantity. 

Mr. Brann: You think it would be advantageous, if such thing were agreed 
upon? 

Mr. WEsToN: If you could agree on what is a dispensable quantity. 

Mr. PITCHER: It would be more costly, would it not? 

Mr. BrAnp: This is the question I am asking: Do you think it would be 
advantageous, price-wise? 

Mr. Weston: Oh, I do not know about price-wise. It may be, because, 
certainly if you walk into a pharmacy and you have a prescription for 12, the 
pharmacist fills this bottle from bulk. He has bought them in bulk and he is 
selling them in this fashion. If over a period of time he has half the bottle left he 
cannot return this, as far as the wholesaler is concerned. 

Mr. Branp: That is what I mean. 

Mr. WESTON: We do not want it; you have a broken bottle. But if he has a 
dozen bottles which are sealed, in small quantities, and they have now become 
dated, he can return them to the wholesaler or the manufacturer. But what is a 
dispensable quantity? I do not know. This may even vary from doctor to doctor. 
One doctor may prescribe 25 pills; another may prescribe 15 pills. I do not know. 

Mr. BRAND: Have you any questions you would like to ask on monopolies? 

Mr. ISABELLE: Who controls National Drug? It has so many subsidiaries that 
to me National Drug is one coast to coast company. Am I right or not. 

Mr. PEEL: That is correct. 

Mr. ISABELLE: Now, you said that in Saskatchewan you have another compa= — 
ny that is a subsidiary of the National Drug and Chemical Company. Am I © 
correct. 

Mr. PEEL: That is correct. | 

Mr. ISABELLE: Now who owns National Drug in Ottawa? Is that National 
Drug. 

Mr. PEEL: The National Drug and Chemical Company of Canada, yes. 

Mr. ISABELLE: But who owns National and Chemical Drug of Canada. 

Mr. PEEL: It is a public company. 

Mr. ISABELLE: It is a public company? 

Mr. PEEL: Yes. 

The CHAIRMAN: You can buy shares on the open market. 

Mr. ISABELLE: Who controls the company. Would somebody who has the 
largest number of shares control the company? . | 

Mr. PEEL: The largest shareholder apparently, yes. 

Mr. ISABELLE: Who is that? Do you know that? 
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Mr. PEEL: Yes, M. Loeb Limited. 


Mr. MackaseEy: Mr. Chairman, I will be very brief. I am sure most of the 
questions have been asked, but I do recall in the brief reference to the fact that 
most of the P.M.A.C. members are American controlled. Could you explain to me 
why so few of your firms are Canadian, as outlined on page 10, that only 12 
companies out of 80 are considered Canadian owned or controlled. 


Mr. WESTON: You mean the wholesalers? 
Mr. MACKASEY: Yes. 


Mr. WEsTOoN: No; we have said that we feel it is of interest to point out that 
to the best of our knowledge, every wholesale drug member of C.W.D.A. is either 
Canadian owned or controlled. 


The CHAIRMAN: I think maybe Mr. Mackasey’s point is that your next 
paragraph is very ambiguous, because you list United States controlled or 
affiliates of 58 companies. 


Mr. WESTON: These figures apply to our associate members, not our active 
members. Our associate members are our suppliers, manufacturers; the active 
members are the drug wholesalers. 


Mr. Mackasery: And the direct members are all Canadians. 


Mr. WESTON: To the best of our knowledge, yes. Now, in the case of National 
Drug, there may be some shares held in England or in the United States: this we 
have no way of knowing, but to the best of our knowledge, the Canadian drug 
wholesale industry in Canada is all Canadian owned or controlled. 


Mr. MaAckasEy: I congratulate you on that fact. On page 37 there is a 
reference to the possibility of reducing the number of salesmen if direct whole- 
salers were used, I presume that is it; the three sections which Dr. Brand 
emphasized. Perhaps I am being facetious of course, but you emphasize the word 
salesmen; the manufacturers keep talking about detailmen, and imply that the 
detailmen do more than sell; that the detailmen instruct. Now is their definition 
wrong? 


Mr. WESTON: This was a speech made by our immediate past president who 
unfortunately is not here today. I suspect that in using the word salesmen he was 
referring to detailmen, but we have used the word interchangeably. 


Mr. MackAsey: Yes, but it is interchangeable? 


Mr. WESTON: We use it in that sense. We say salesmen of pharmaceutical 
houses; we are referring to detailmen. 


Mr. MAcCKASEY: Yes, you use it in this sense, but I am asking you, is it 
interchangeable, because one of the arguments we have been getting for the 30 
per cent of the expense which the manufacturers claim to have for promotion, 
meludes what they call detailmen and they emphasize that this is necessarily 
tigh because the detailman is nota salesman, but rather he conveys information 
0 the hard-pressed doctor, who would normally not be able to get this informa- 
on unless he has a lot of time on his hands and unless he can read through 
wriefs and journals, and so on. In other words, so far all witnesses have 
»mphasized that detailmen are in most cases university graduates. 


Mr. PiTcHER: Who for the most part are professional men. 
25324—33 
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Mr. MacKasry: Yes, whose sales activity is incidental to the role of carrying 
information. This rather destroys that theory. 


Mr. PitcHER: Well, they do sell just the same, but for the most part the first 
duty of a pharmaceutical manufacturer’s representative is to call on a doctor to. 
show and sell his product to the doctor. That is where the selling starts. Then he 
goes to the druggist and he says, “I have been detailing all the doctors in Ottawa 
on this new product of ours, and we would like to have you carry it in your 
drugstore because you will get prescriptions for it”. That is his second port of 
call. Then he goes on to the wholesaler and tells the wholesaler the same thing: 
“se would like to have you carry back-up stock for the retailer, because we 
have detailed this product.” é; 


Mr. MackasEy: Then he goes on to the doctor. 
Mr. PritcHER: No, no, he starts off with the doctor. 


Mr. Mackasey: Well, I mean he includes the doctor, but you people do not 
include the doctor. 


Mr. PITcHER: That is right. 


Mr. MacKxasey: Now, if we were to eliminate all those detailmen and 
function through wholesalers, what would he substitute? 


Mr. PrrcHeR: He would have to have his detailmen. He could not get along 
without him, but instead of the detailmen dividing his time, as he does now, 
between the doctor, the retailer and the wholesaler, he could devote all of his 
time to the doctor. 


Mr. MacxkasEy: I leave the doctors to comment on whether they want to see 
the detailman. This is an ideal time. That is all, Mr. Chairman on that point. 


Mr. LAIpLAw: Mr. Chairman, I have two short questions. 

The first arises from a statement at the top of page 30 of the brief where it 
states that according to the operating survey the net profit after taxes of 10 
wholesale drug firms, representing 28 members, was .59 per cent of net sales. 
Could you give us the percentage based on the investment of the houses | 
concerned, which I think would be a more realistic picture. 

Mr. Weston: The return on net assets, net profit after taxes divided by net 
assets, the average was 5.19 per cent, the high was 23.44 per cent; the low was — 
.02 per cent; the median taken was 3.45 per cent. Now, I must point out, of 
course, that in Canada the Canadian Wholesale Drug Association represents two 
groups of wholesalers: One would be the mutual companies, such as Pharmacy ~ 
Moderne of Pharmacy Universelle at Montreal. There are the non-mutual com- 
panies which would be Pacific Coast Western Wholesale in Vancouver. Because 
of income tax and a number of other factors, these figures are not seriously 
affected, as we ourselves point out; although it is .59 per cent, this is for all 
companies. However, if we take the non-mutual companies, which again would 
be companies like Pacific Coast Western Wholesale, their net profit is 1.96 per 
cent after taxes; so these figures are weighted. There is no way in the world that 
we can do anything else about this, but they are weighted. We do think it is a 
pretty fair approximation. 


Mr. MAcKASEY: What did you say the average was again. 
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Mr. WESTON: For the 28 members—I might point out Mr. Mackasey that all 
drug houses with branches hold separate membership—it was .59 per cent of net 
sales. 

Mr. Mackasey: And what was the median. 

Mr. WESTON: The median was .78 per cent. 

Mr. MAcKASEy: The medium was .78 per cent? 

Mr. WESTON: Yes. 


Mr. Mackasey: How many firms then were up over the 20 per cent average; 
there could not have been too many. 


Mr. WESTON: I beg your pardon. 


Mr. Mackasey: In how many firms was the relationship between the net 
profit and their investment over 20 per cent. 


Mr. WEsTON: I could not tell you, I do not know. 
Mr. CHAIRMAN: But you are mixing two different sets of figures. 


Mr. Mackasty: I was referring to what was the average of profit to invest- 
ment, the average figure. 


Mr. WESTON: Return on net assets, net profit after taxes, 5.19 per cent. 
Mr. Mackasry: And the median? 
Mr. WEsTON: 3.45 per cent. This is on page six of the operational survey. 


Mr. LaipLtaw: A second question Mr. Chairman, relates again to the 11 
per cent sales tax. If the Government saw fit to recommend the immediate 
removal of the sales tax—I assume that your warehouses from coast to coast are 
stocked with pharmaceuticals on which the sales tax has been paid—presumably 
it would be too difficult to make the adjustment. In other words, with your 
stocks, until these were cleared and your warehouses emptied, the sales tax 
would be passed on, because it already had been paid. The manufacturers, on the 
other hand, have assured the Committee, in fact they have given an undertaking 
to the Committee, that if the sales tax were to be taken off immediately, the 
saving would be passed on. 

What I am trying to point out to you is that with direct sales then to their 
own distributing houses, presumably the pharmacist would get the benefit im- 
mediately, where under the wholesale system this benefit could not take place, 
Say for six months or a year. Am I correct? 


Mr. PEEL: Yes, we would hope that if the sales tax were taken off, there 
would be a little lead time, we say three months, for the wholesaler. We say that 
we have $12 million in inventory in pharmaceuticals and wholesale druggists in 
Canada, and yesterday we were just projecting this and wondering what the 
inventory was in retail pharmacies in Canada on which the tax was paid, and we 
came up with— 

Mr. WEsTON: I think a figure of $25 million was given. 

Mr, PEEL: Twenty five million dollars. This could be out— 


Mr. MackAsey: This represents how many months’ sales in Canada? 
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Mr. PEEL: We had figured on an average inventory of $5,000 with roughly 
5,500 pharmacies across the country. This will vary, of course. We have come 
up with a figure of $25 million. We think this is approximately right, so there 
you have $37 million in the business. 


Mr. Mackasey: Approximately $5,000 should not be more than a month’s. 
sale, according to that. 


Mr. Weston: I have forgotten Mr. Mackasey what the turnover in pharma- 
cies is. I do not remember. I think it is around four or five times a year. Perhaps 
Mr. Peel knows. 


Mr. PEEL: It is more like three. Three, three, two, I believe. This is total. 


Mr. WESTON: So every three months or every four months they turn over 
their stock. 


Mr. Mackasey: Well, it sounds like a low volume, $5,000 over every four 
months. This does not make sense. This means that the average drugstore would 
have only $20,000 volume a year on pharmaceuticals. 


Mr. WESTON: I think it is a little higher than that really but I do not know. I 
would have to consult the Canadian Pharmaceutical brief to find this out. 


Mr. LAIDLAW: What you want to point out in your brief, Mr. Weston, is that 
there will be a delay; that the removal of the sales tax is not automatically or 
immediately going to reduce the price of drugs at all. 


Mr. WEstTon: It certainly would reduce it by the 11 per cent, which I think 
the lay public would expect. I think this has been agreed to by a number of 
people. 


Mr. LAmwLaw: I mean it will not take effect for probably five or six months? 
Mr. Weston: Mr. Peel could probably answer that one. 


Mr. PEEL: No, I cannot see how it could, with $12 million in inventory on 
which the tax was paid and at the low margins in which we are operating, it 
would mean that we would operate at a loss. 


Mr. MAcKASEY: How would we differentiate in that the period between the 
old drugs and the new drugs that come in from the wholesaler. What would 
prevent the public from the druggist from stating—and this is a perennial 
question in supermarkets—that this is an item that the tax has already been paid 
on. Let us say the law went in January 1 and you people certainly will be selling 
products to someone on January 1 or January 2— 


Mr. PEEL: My reaction would be and this is personal, that the government 
announces that the sales tax on pharmaceutical drugs would be removed as of X 
date and leave a lead time of three to six months, or whatever the case may be, 
but this does not solve it does it? 


Mr. MackaseEy: No. During that three to six months the pharmacist can be 
making an extra 11 per cent tax on the argument that this is one of my old 
products. 


Mr. WESTON: I am afraid we would have to depend on the honesty of the 
pharmacist. 
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Mr. Mackasey: I will make no comment on that, Mr. Weston. 


along as quickly as possible. It is certainly to his advantage even from a good 

public relations point of view. I suspect that some pharmacists, who are public- 
minded people, would probably realize the circumstances of some of their 
customers and pass the saving along on the stock they have on hand. I think this 
is quite true. 


| 
| Mr. WESTON: I think the pharmacist would be interested in passing this 
| 
| 
| 


Mr. MAcKASEY: Mr. Weston—if Mr. Laidlaw is finished—a few weeks ago I 
brought up a question here and I read it into the record—so if my figures do not 
jibe with the figures I introduced a few weeks ago, I hope I will be forgiven, it is 
the principle I am interested in. It was a case of someone buying tablets in the 
Montreal areas. Because it happened on a week end he could not buy them from 

the regular supplier on Bleury Street—I am not trying to indentify the drug- 

gist—where he was buying them at 11 cents. He ended up paying 22 cents on the 
Lakeshore, and found out the next day that he could have bought them for 18 
cents. Why the wide variation from 11 cents to 22 cents. How did the druggist 
who can sell them at 11 cents get his hands on the same product? 


Mr. WEsTON: This is something you are going to have to ask the pharmacist, 
not us. 


Mr. Mackasey: In other words, do you sell to all your customers at the same 
price. Do you have a quantity price? 


Mr. PITCHER: Yes; we sell to all of our customers at the same list price. We 
do have a sliding scale of discounts, which we give our customers, depending on 
their monthly purchases. 


Mr. MAckKaAsgEy: Would a chain operation buy at considerably less expense 
from you people than a single pharmacist? 


Mr. PITCHER: Yes. 

Mr. Mackasey: In the order of what per cent? 

Mr. PITCHER: Depending on the volume they purchased. 
Mr. MaAckaseEy: What is the maximum? 


Mr. PITCHER: It ranges from 4 to 8 per cent. Our maximum discount to any 
customer is 8 per cent. 


Mr. MackaseEy: Which would hardly account for my fluctuation of 11 cents 
to 22 cents. 


The CHAIRMAN: We should record a “no” there, because the tape does not 
pick up head movements. 


Mr. MaAckAseEy: Do any of the wholesale members have retail outlets? 
Mr. WESTON: Yes. 
Mr. Macxkasey: Is this generally known? 


Mr. Weston: LeDuc and LeDuc is well known in Montreal and a great deal 
of their sales is made to non-LeDuc and LeDuc drugstores—if I may use that 
term. Western Wholesale in Vancouver owns the Cunningham chain, but again a 
great amount of their business is done with non-Cunningham drugstores. 
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Mr. Mackasrty: Let us get back to LeDuc and LeDuc, and the LeDuc 
drugstores which I have in my riding. I have shopped ‘at them and I am quite 
satisfied with their integrity. I have had many prescriptions filled at LeDuc, but 
I have never noticed any substantial saving in going to LeDuc over another 
druggist. 


Mr. Weston: I do not know if they have a special price for their own stores 
or not. I do not know them. This is something in which we do not enter. This 
deals with prices and we do not enter into this any more than we absolutely have 
to. 


Mr. Mackasrey: This Committee is interested in prices and interested in 
passing savings on to the public and since some of the manufacturers have 
justified the bypassing of a wholesaler on the argument that you consider it is an 
expensive step on the part of the manufacturer— 

Mr. WESTON: That is right. 


Mr. Mackasey: Is it not just as logical to assume that the wholesaler would 
set up outlets at which people could buy their drugs at wholesale? 


Mr. WESTON: To the best of my knowledge, Mr. Mackasey, no wholesale 
druggist in recent years has set up any retail outlets. I may be wrong there, but I 
do not know of any. 

Mr. PITCHER: There is one in Newfoundland. 

Mr. WESTON: This is the only one— 


Mr. MacKASsEy: You just mentioned the LeDuc chain in Montreal which are 
not being set up, but are actually in existence. 


Mr. WESTON: The LeDuc chain in Montreal has been in existence since 1872. 
I think originally they started off as a retail drug outlet. 


Mr. Mackasry: But are they not doing, Mr. Weston, precisely what you 
claim the manufacturer is doing and should not do and that is take a double 
profit. The manufacturer who sells direct and bypasses the wholesaler, we 
assume is keeping to himself the 5 or 10 per cent margin that normally would go 
to the wholesaler. Is not LeDuc doing the same thing with the public? 


Mr. WEsToN: I do not know what LeDuc’s selling policies are. 
Mr. MackaAsey: In other words, he may be passing it on? 


Mr. WESTON: He may be passing it on, or he may not, I do not know. The 
only way you could find that out would be to do some comparison shopping. 


Mr. MAcKASEy: That is a good suggestion. 


The CHAIRMAN: I would like to put one thing on record. I think one of the 
members has asked that we call one of the pharmaceutical chains from Halifax, 
and said that drugs are more expensive in Halifax. As far as you are concerned, 
your drug wholesalers have the same price in Halifax as they do in Montreal, 
Toronto or Vancouver? 


Mr. WESTON: Right. 
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The CHAIRMAN: Are there any other questions? If not, the meeting for this 
afternoon has been cancelled. We were to deal with Prescription Services In- 
corporated and that meeting will now be held in January. 

Our next meeting will be 9.30 a.m. on Thursday morning when we will have 


the Cystic Fibrosis Foundation here. We would like to thank the representatives 
of the Canadian Wholesale Drug Association for coming before us today. Thank 


you gentlemen, we appreciate it. 
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FOREWORD 


“The raison d’étre of the pharmaceutical wholesaler is to complete the chain 
of distribution which commences with the manufacturer and passes through the 
retail chemist to the public. The activities of the wholesaler, therefore, are 
dependent upon the goods which the chemist supplies to the public either as a 
direct sale or in response to a prescription issued by a medical practitioner. The 
range of goods which the wholesaler stocks, therefore, is outside his control; he 
does not create a demand—he is there to see that it ig met; and it is clearly in the 
public interest that is should be met promptly and efficiently.” 


A. G. Shaw, Assistant Secretary, 
The Association of the British 
Pharmaceutical Industry. 


“The service they (the drug wholesalers) render is vital. Some manufac- 
turers feel direct selling is more suitable to their distribution needs. But it’s 
interesting to note that even those firms must depend on wholesalers to fill the 
needs of 10 to 25 per cent of their customers. We are convinced that if all of the 
approximately 1,300 firms that make up the drug industry were to move to 
supplying retailers on a direct basis, the result would be complete chaos. We of 
the drug industry have been criticized on a number of grounds, but, thanks in a 
large measure to the co-operation of wholesalers, we’ve never been accused of 
inefficiency in distributing our products.” 


Robert J. Lohrman, 

Trade Relations Manager, 
Menley & James Laboratories, 
Philadelphia, Pa. 
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CHAPTER I 


THE CANADIAN WHOLESALE DRUG ASSOCIATION 


The Canadian Wholesale Drug Association* was organized in Montreal, 
Quebec, on October 27, 1964, and incorporated under the Dominion Companies 
Act on June 29, 1965. 


Membership in the CWDA is divided into two principal classes: Active, or 
voting, members; and Associate, or non-voting, members. 


Qualifications for membership in the Association are defined in the by-laws 
as follows: 


Active Members: 


“Any person, firm or corporation, who shall have been actively en- 
gaged in business as a full service wholesale druggist for at least five 
years prior to the date of election, and who meets the standards necessary 
to promote the objectives of the Association and whose application shall 
be endorsed by at least two active members in good standing who are 
in the same trade area, may be elected to active membership. Sepa- 
rate membership is required for each subsidiary, division or branch 
house, but the five year limitation shall not apply to the admission to 
membership of the subsidiary, division or branch house of a member 
or applicant for membership. Each active member shall have one 
vote.” 


‘Association Members: 


“Any person, firm or corporation engaged in business collateral or 
kindred to the business of service drug wholesaler, whose application for 
membership shall be endorsed by at least two active members in good 
standing, may be elected to associate membership. There shall be no 
requirements as to the time during which the applicant shall have been 
in business. Associate members shall enjoy all the privileges of member- 
ship except that of voting.” 


In addition, honorary or complimentary memberships may be granted by 
the Board of Directors at its discretion, but honorary or complimentary members 
shall have no vote. 


Active Members 


The active membership of the Association includes virtually every major 
full service drug wholesaler in Canada. 

The term ‘full service’ drug wholesaler is, generally speaking, taken to 
mean a company which carries a reasonably complete inventory of phar- 
maceuticals, drug products and associated lines, and offers a reasonably complete 
services to its customers, the retail pharmacists. 


*The initials CWDA or the word Association will be used in this submission from time to 
time in place of the Canadian Wholesale Drug Association. 
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For the benefit of, and to assist our members, both active and associate, we 
have adopted a “Wholesaler Policy”, in which a drug wholesaler is defined as: 


A firm or corporation: 


(1) Which distributes pharmaceuticals, drug products and associated lines 
at wholesale to pharmacists for resale, to Federal, Provincial and 
Municipal Governments and to Hospitals. All controlled drugs are to 
be under the supervision of a pharmaceutical chemist as laid down by 
the Act or the Minister. 


(2) Which has local warehouse facilities and carries an adequate invento- 
ry to fill all reasonable orders that might be offered. 


(3) Which maintains a trained sales force to promote, inform about and 
sell the wholesaler’s merchandise and to service the related needs of 
the customers, and represent the goodwill of the manufacturer or the 
supplier. 

(4) Which provides rapid and dependable delivery to its customers. 


(5) Which extends credit to the pharmacists or buyer in the territory 
within the terms of sales and does ot sell on cash terms only. 


(6) Which co-operates with manufacturers and suppliers in the promotion 
and sales of their products by assistance and guidance with store 
layouts, displays, advertising literature, product knowledge and sales 
efforts, through retail pharmacy outlets. 


This policy has been adopted because we believe it is essential that there 
should be a universally accepted definition of a “full service drug wholesaler.” 
Two instances have occurred which bear out this contention. 


In the first instance a supplier* queried the CWDA as to the bona fides of a 
company to which the supplier was considering selling on a direct basis at 
wholesale cost. 


Our reply—and the Committee will appreciate that we cannot publicly 
identify either the supplier or the company—was: 

“Our position is that the company is a central buying chain and we do 
not regard them as wholesalers. Should they at any time open up their 
operation and sell to all pharmacists, then I do not doubt we would regard 
them as full service drug wholesalers and entitled to active membership.” 


In the second case, an executive of one of Canada’s leading manufacturers of 
ethical pharmaceuticals stated that he was frequently asked by firms purporting 
to be drug wholesalers that they be given the privilege of handling the manufac- 
_ turer’s products. Although this particular manufacturer sells principally to retail 
pharmacists on a direct basis, a certain percentage of its sales are made through 
drug wholesalers. As the executive stated: 

“If the Canadian Wholesale Drug Association would establish a Drug 
Wholesalers Policy, this would make it that much easier for companies 
such as ours to determine their qualifications to handle our products.” 


*The term supplier will be used in this submission from time to time to identify a manu- 
facturer or primary distributor of pharmaceuticals, drug products and associated lines. 
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We wish to stress the point to the Committee that it is not the intention or 
the desire of the CWDA to suggest to any supplier that he make use only of a 
member of the Canadian Wholesale Drug Association as a distributor of his 
products. The CWDA does not hesitate to extend its recognition even to those 
companies which are not members of the Association. Any full service drug 
wholesaler may apply for membership, although for reasons of their own they 
may prefer not to do so. This, of course, is their prerogative, although we are 
pleased by the fact that virtually every major full service drug wholesaler in 
Canada has taken out membership in the Association. 


The only other point we wish to add here is that, contrary to the belief of 
many people there is no such thing, to the best of our knowledge, as a “drug 
wholesaler’s licence.” It is only necessary to obtain a municipal business licence 
(and, perhaps, a provincial licence) to go into business as a wholesaler. The 
municipality is not concerned with the type or class of goods handled by the 
wholesaler, except where public safety is affected. Naturally, if the wholesaler is 
distributing controlled drugs or narcotics, he has to obtain authorization from 
the Food and Drug Directorate and must, according to Provincial Pharmacy 
regulations, employ a registered pharmacist who is directed to keep the neces- 
sary records. 


Associate Members 


As was noted on page 1, defining classes of membership, associate member- 
ship is open to any “‘person, firm or corporation in business collateral or kindred 
to the business of service drug wholesaler.” 

Admittedly, this is fairly broad. One of our active members, with branches 
across Canada has informed us that it purchases from more than 1,000 suppliers. 
Another, operating mainly in one province, states that it has about 600 suppliers. 

Theoretically, each of these suppliers could apply for associate membership. 
In actual practice, such is not the case. Many of these suppliers are local concerns 
which do not distribute outside their immediate areas and are not interested in 
joining a national association, such as the CWDA, particularly on an associate 
basis. Again, there are many companies whose annual sales through retail 
pharmacy outlets are a relatively small percentage of their total yearly volume. 
Some suppliers are subsidiaries, affiliates or divisions of firms which are already 
members of the CWDA and have no wish or see any advantage to taking out 
separate membership, although they may do so if they wish. 

Roughly, the associate membership of the CWDA can be broken down into 
five categories: 

Manufacturers of ethical pharmaceuticals 
Manufacturers of proprietary and patent medicines 
Manufacturers of health and beauty aids 
Manufacturers’ agents 

Miscellaneous 


We cannot provide a percentage breakdown of the associate membership by 
categories because many of the members carry on multi-line operations. One 
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member, for example, is a manufacturer of pharmaceutical, chemical, agricul- 
tural and consumer products, the latter category including over-the-counter 
medicaments and beauty aids. Another manufactures health aids, surgical sup- 
plies and industrial products. 


Objectives of the Association 


As outlined in the by-laws, the objectives of the Association are: 


(1) 
(2) 
(3) 


(4) 
(5) 
(6) 


To promote amicable and social relations between drug wholesalers 
of Canada; 

To develop mutual acquaintance and respect among drug wholesalers 
of Canada; 

To foster sound business principles in all phases of drug distribution 
in the interest of the public as well as drug retailers and drug 
wholesalers; 

To organize and disseminate for the use of drug’ wholesalers such 
business information as may prove of value to them; 

To assist drug wholesalers to improve their efficiency through re- 
search and education; 

To promote the use of service drug wholesalers by drug retailers and 
manufacturers. 


Projects Undertaken by the Association 


Projects either undertaken by the CWDA, or under consideration for im- 
plementation, include: 


(1) 


(2) 


Tele-Tips. This promotional project is designed to keep pharmacists 
informed of the latest deals, promotions and new products available 
from manufacturers and suppliers through wholesale drug firms. The 
only cost to associate members participating in this project is to 
provide the necessary 5” x 8” information cards for the Tele-Tips 
Desk Easels. 


Operating Survey. The Operating Survey—which is compiled an- 
nually—shows a breakdown of the financial operations of the majori- 
ty of drug wholesale members of the CWDA (which, in essence, is a 
majority of the drug wholesalers in Canada in terms of business 
volume). This Survey is the most comprehensive of its kind conduct- 
ed in Canada by a non-government organization. W.E. Duffett, Chief 
of the Dominion Bureau of Statistics, has made the following com- 
ment: 

“T have now hada chance to look this over and find it interesting. I 


am having it circulated among my officers, thinking some ideas can be 
obtained from it for use by the Bureau.” 


(3) Membership Directory. This Directory lists the executives and per- 


sonnel of virtually every major full service drug wholesaler in 
Canada. It also includes information on the number of salesmen, 
order clerks and so on. To the best of our knowledge this is the only 
source where such information is so easily available. The Directory, 
which is issued annually, also includes similar information about 
associate members. 
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(4) Monthly Luncheons. Each month—except during the summer—the 
CWDA holds a monthly luncheon at which wholesalers and suppliers 
can meet to discuss problems of mutual interest. 


(5) Monthly Newsletter. The purpose of the NEWSLETTER is to keep 
members informed of the activities of the CWDA and to pass along 
news and other items of interest to all members. The NEWSLETTER 
is also mailed to trade papers and related associations in Canada, 
the United States and Great Britain. 


(6) Service Survey. The Service Survey was conducted to ascertain and 
appraise the services at present rendered to suppliers by drug whole- 
salers and stresses the importance of the drug wholesaler in the 
distribution of drugs. 


(7) Drug Store Survey. The CWDA has undertaken a pilot study of a 
proposed system which will enable a manufacturer to obtain detailed 
information on the final distribution of each item of merchandise, to 
the retail, hospital and physician level, or specifically, a plan to tell a 
manufacturer which stores buy each item of his product line. 


(8) Code of Distribution Practices. The CWDA has under study a “Code 
of Distribution Practices” which is designed to discourage and pre- 
vent acts or practices which injure, destroy or prevent competition. 


(9) Seminars. The CWDA has under consideration seminars covering 
many aspects of drug distribution and merchandising. 


(10) Related Associations. The CWDA has set up liaison committees with 
related pharmacy and health associations in Canada and also main- 
tains close contact with wholesale drug associations in the United 
States and Great Britain. We are also in touch with similar organiza- 
tions in a number of European countries. 


(11) Wholesale Policy. The CWDA has prepared a definition of a whole- 
saler policy in order to provide guidance for manufacturers and 
suppliers. 


The Canadian Wholesale Drug Association fills a vacuum that has long 
existed. The Canadian Pharmaceutical Association, representing professional 
pharmacy, and the Pharmaceutical Manufacturers Association of Canada, repre- 
senting manufacturing pharmacy, and other related associations, long ago real- 
ized the necessity for an organization to represent their special interests. Un- 
fortunately, except indirectly, there was no place in any of these groups for the 
third major arm of the drug industry—the distributive arm. 


The Canadian Wholesale Drug Association now completes the picture and all 
three segments of the drug industry: professional pharmacy, manufacturing 
pharmacy and the wholesale distributors each has its own organization and 
complement one another. 


Because manufacturing pharmacy—and the manufacturers and suppliers of 
related lines which reach the public through retail pharmacies—have an interest 
in the ultimate destination of their products, it was decided to admit them as 
associate members. 
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This makes possible a closer liaison, both at the association and the company 
levels. It ensures both wholesalers and suppliers getting together under the 
auspices of the CWDA to discuss mutual problems and, where necessary, taking 
joint action to protect their mutual interests. 

Over the years many problems have arisen between wholesalers and sup- 
pliers. It has been possible to resolve some of them by individual action. Others 
have been tackled piecemeal with varying, and sometimes unsatisfactory, 
results. 

We believe that through the Canadian Wholesale Drug Association a new 
era in wholesaler-supplier-retailer relations has now dawned—an era of greater 
understanding, friendlier relationship and mutual respect. 


CHAPTER II 


THE WHOLESALE DRUG INDUSTRY IN CANADA 


Historically speaking, the Canadian wholesale drug industry predates 
Confederation, and is thus older than virtually all the suppliers it services or 
represents. As a matter of record, three CWDA wholesale drug members have 
been in existence for more than a century. 

For the information of the Committee we have inicluded with this submis- 
sion a list of the active and associate members, as of July 1, 1966, the beginning 
of the Association’s fiscal year. We have also listed the founding dates of our 
active members. 

We feel it is of interest to point out that, to the best of our knowledge, every 
wholesale drug member of the CWDA is either Canadian owned or controlled. As 
the active membership constitutes almost all major drug wholesalers in 
Canada—and thus is representative of the industry—this is in sharp contrast to 
many other major industries in Canada where majority control rests outside the 
country. 

(Although this submission does not concern itself in depth with the opera- 
tions of the CWDA associate members except as they touch upon wholesaling 
and wholesalers, for the record we have compiled a breakdown of the control of 
these companies: 


UnitetLeStates. control. o- affiliation vive: 6.3 too. 58 companies 
Canadiansowned hor controlled=. a.nie. AOI sans 12 companies 
European (including British) control or affiliation .... 9 companies 
@anadian= HUrOpCaly COMLONCO. ere son tot ae se ie mee 1 company 
ALES NW Wa Mie = cae tae te Ae pa ta ee rte eee 2 80 companies) 


With perhaps one or two exceptions drug wholesalers in Canada originated 
as family-owned concerns or mutuals (sometimes referred to as co-operatives) 
established by groups of pharmacists seeking the advantages of quantity pur- 
chasing. Although originally the mutuals resold only to their own members or 
shareholders, as a rule today they sell to any retail pharmacist whose credit has 
been established. 

25324—4 
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In parenthesis we would add that the Canadian Wholesale Drug Association 
includes among its active members both mutual and non-mutual companies. An 
example of the former would be Les Pharmacies Universelles Ltée., in Montreal, 
and of the latter, Western Wholesale Drug Ltd., in Vancouver. 


In the United States each of these different types of wholesalers has its own 
organization. The National Wholesale Druggists’ Association represents the non- 
mutual companies and the Federal Wholesale Druggists Association represents 
the mutual houses. Both these organizations accept Canadian drug wholesalers 
as members. 


In Canada, because of the much smaller number of drug wholesalers it was 
decided that it was not economically feasible to have an association for each 
group, and that all wholesalers, both mutual and non-mutual, could belong to 
the same organization. 


Although some Canadian wholesalers do belong to either the National 
Wholesale Druggists’ Association or the Federal Wholesale Druggists Association, 
their membership, in either case, predates the formation of the Canadian 
Wholesale Drug association. As no drug wholesalers in Canada have made 
application to join either United States organization since the formation of the 
CWDA, we believe that this indicates that they recognize the value of the 
Canadian organization. 


Sales 


According to the 1965 CWDA Operating Survey, gross sales of 28 mem- 
bers—which includes branch houses which must take out separate member- 
ship—totalled $137,351,946. The 28 members constituted 76.5 per cent of the 
active membership. We have estimated that if all CWDA active members had 
participated in the 1965 Survey, gross sales would have been in excess of 
$160,000,000. 


The Dominion Bureau of Statistics in its preliminary “Report on Wholesale 
Trade” showed 1965 wholesale sales of drugs and drug sundries at an estimated 
$316,000,000. 


The DBS total is approximately $179,450,000 higher than that reported by 
the CWDA. Part of this can be accounted for by sales of non-member companies 
and part by members which did not participate in the CWDA’s Survey. We have 
estimated that both these groups might account for $84,000,000 of this total, 
which still leaves a gap of over $95,000,000. 


However, there is a basic difference between the CWDA and the DBS in 
compiling their respective statistics. In our questionnaire we asked our members 
to exclude surgical and hospital supplies, scientific instruments, tobacco, confec- 
tionery, etc. The Bureau, on the other hand, breaks down the industry into a 
composite of five kinds of businesses, some of which would not qualify as drug 
wholesalers under our definition. Under these circumstances one can see why the 


DBS figures would be much higher than those reported by the Canadian 
Wholesale Drug Association. 


We believe that the figures arrived at in the CWDA’s Operating Survey, and 
allowing for those companies which did not participate, show a fairly accurate 
picture of the sales volume and operations of the wholesale drug industry in 
Canada. 
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Customer Classifications 


Drug wholesalers distribute, or sell, to four groups of customers; Retail 
Pharmacists; Hospitals; Government Institutions; and Non-Drug Outlets, the 
last-named including convalescent homes, doctors, beauty salons and, to a minor 
degree, general stores. 

The CWDA conducted a two-part survey of its wholesale members to as- 
certain: 

(a) The percentage of sales to each of these groups; 
(b) The percentage of sales by classification of merchandise lines. 


For the first part of the survey the following results were obtained: 


Group Percentage of sales 
(irchisoully 124 ATS 18 ORE (5 KOS enna le een Sader eR ares > anal Mira 76.00% 
ECS RCM ear ire oar aks cade Ui tats + ai Sis eighhg Sek oI Beene 4.07% 
GovenmMimanen telOStliuUtIOMS sesso. cs aueseus spats. cyay sea talkers 2.00% 
NOM= DEUS Uelets wires ab As motte eid Core Malas << 17.93% 


As can be seen by the foregoing table the greatest percentage of sales by 
wholesale druggists is made to retail pharmacies. Non-drug outlets come next, 
followed by hospitals and government institutions. 


No explanation is necessary regarding the first group, retail pharmacies. The 
wholesale drug industry was established to make pharmaceuticals and other 
health aids available to retail pharmacies and this is where over three-fourths of 
their sales are concentrated. 


Insofar as the non-drug outlets are concerned we cannot provide a break- 
down between urban or rural areas, nor even the type of non-drug outlets. Some 
sales—and, we understand, a relatively small proportion in terms of dollars—are 
made to doctors and veterinarians. Sales are also made to beauty salons and 
convalescent homes. Sales are also made to general stores but we understand 
that in most instances these stores are likely to be located in smaller centres than 
in major metropolitan areas. 


Hospitals and government institutions fall into special categories. 


Much of the purchasing done by government institutions is on a tender 
basis. This places the wholesaler at a disavantage as in most instances he will be 
competing against his own suppliers. A drug manufacturer, in bidding on a 
hospital tender can quote a price under that which he sells to wholesalers, and 
even should he quote the wholesale price the wholesaler is still at a disadvantage 
as he must add his own costs and markup. 

This factor also applies where hospitals purchase by tender. There are 
manufacturers who make use of drug wholesalers to service hospitals. This is 
particularly true where hospitals are located outside of Quebec and Ontario 
—where the majority of manufacturers are located—as the wholesalers can 
provide faster delivery and service. 

The normal procedure in such cases is for the manufacturer to notify the 
wholesaler handling his products. The wholesaler ships to the hospital and at a 

25324—4} 


1614 DRUG COSTS AND PRICES Dec. 6, 1966 


later date the manufacturer replaces the goods taken from the wholesaler’s 
inventory. 

It must also be remembered that hospitals and institutions do not pay the 
11% Federal sales tax. A wholesaler selling to either of these must apply to the 
proper authorities for a rebate and unless the orders are large enough they do 
not justify the work involved. 

Again, hospitals and institutions normally place large orders for many 
medicaments and drug wholesalers do not carry such large quantities. 


The second part of the survey was concerned with the percentage break- 
down of sales by classifications: 


Classifications Percentage of sales 
Prescripfion™ Drugs... ata gus alas. + 2x5 aera 39.93% 
Over-the-Counter Dirues ii. Vacances Oh eee ee eae aie 24.10% 
Cosmetics and Toiletries <.\\gvider it nel Pai ee 16.80% 
SUMGETES ) cree esctet shat re tet. Rec eeeeee eieee oee 19.17% 


It will be noted that sales of prescription drugs by wholesale drug houses 
were 39.93% of total sales. The study revealed that those companies which were 
located in major metropolitan areas had a much higher percentage than those 
firms which serviced smaller centres. For some companies sales of prescription 
drugs were reported well over 75% of total sales. 


Over-the-counter products accounted for 24.10% of total sales. These in- 
cluded proprietary and patent medicines as well as certain other medicaments 
which may be sold with or without a prescription. 


Cosmetics and toiletries, which are self-explanatory, accounted for 16.80% 
of total sales. 


Sundries, which cover a wide range of merchandise, from cigarettes to 
photographic equipment, accounted for 19.17% of total sales. 


It is not unreasonable to expect that the drug wholesaler will seek to sell as 
much merchandise as possible, particularly in the non-drug lines, to the retail 
pharmacist. The retail pharmacist must stock many non-drug lines simply be- 
cause his customers expect him to. As we are all aware, the retail pharmacist 
today carries many lines of merchandise which were unavailable a generation 
ago, or for competitive reasons. 


Under these circumstances it is only natural that the drug wholesalers will 
endeavor to provide their retail pharmacist customers with an increasing per- 
centage of their non-drug requirements. 


It must be stressed that not all drug wholesalers carry the same lines of 
non-drug merchandise. To take two of the most obvious lines, tobacco products 
and confectionery, there are some wholesalers who do not carry one or both of 
these lines. Again, there are wholesalers which carry photographic supplies, such 
as films and flashbulbs, but do not handle cameras. 


As long as the Canadian public expects the pharmacist to stock many 
non-drug items, the drug wholesalers will endeavor to have the pharmacists 
purchase these items from them. 
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However, we wish to emphasize again that the primary function of the 
wholesale druggists is to distribute pharmaceuticals and other aids to health as 
rapidly and efficiently as possible in order that these are available to the 
Canadian public, through retail pharmacies, at any hour of the day or night. 


CHAPTER Tt 


FUNCTIONS OF THE DRUG WHOLESALER 


The two principal functions of the drug wholesaler are distribution and 
service. He can perform these functions far better than the manufacturer whose 
principal activities lie in the production of goods and creating a demand and, in 
varying degrees, in research and development. 

(Some drug wholesalers do have manufacturing subsidiaries or facilities 
but, generally, this is a relatively small part of their overall business opera- 
tions. Although some prescription drugs are manufactured, the main lines are 
primarily proprietary medicines and household products. ) 


As was pointed out earlier, prescription drugs constituted 39.93 per cent of 
the total sales of drug wholesalers. An informed observer of the wholesale drug 
industry stated, in private correspondence: 

“At present, 60 per cent of the (drug) business is done on a direct 
basis, contrary to the U.S. and Great Britain, where 60 per cent is done 
through the wholesaler. All you have to do is look at the map (of Canada) 
to see how silly this situation is.” 


It would appear reasonable to ask why, in such a long-established industry, 
only 40 per cent of the drug distribution in Canada moves through wholesale 
druggists as compared with 60 per cent in the United States and Great Britain? 
Logically, with so many years of experience behind them, Canadian drug whole- 
salers should be handling a considerably larger percentage of the drug business 
than they do at present. 

Certainly it is an industry for which the geopraphy of the country works in 
its favor. 

There would appear to be four factors involved: 

(1) Many suppliers in Canada are subsidiaries of United States firms 
which have a long established policy of direct selling. When these 
companies set up Canadian branches it seemed only natural, to most 
of them, to continue this direct selling policy. 


(In retrospect, we can safely say they chose to ignore the map of Canada 
and failed to see “how silly this situation is.”’) 


(2) Many suppliers follow a mixed policy. They sell through wholesalers 
and also direct. 


(We would point out here that we are not concerned with those suppliers 
which sell direct to hospitals and institutions but use the facilities of drug 
wholesalers to supply retail pharmacists. ) 
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The suppliers with a mixed policy fall into two major categories: 


(a) There is the supplier which sells direct in some provinces and 
through wholesalers in others. The inequity of this can be seen in that 
it is not unlikely that a wholesaler handling such a supplier’s prod- 
ucts can make them available to pharmacists in a territory normally 
covered by a wholesaler who is unable to get these lines. 


(b) Some suppliers will distribute certain lines—usually the slow-mov- 
ing items—through wholesalers and retain the fast-moving items for 
themselves. Drug wholesalers, in such instances, are becoming in- 
creasingly reluctant to take steps to promote and merchandise these 
slow-moving items, particularly if they are competitive with products 
of a supplier who does all his distributing through wholesalers. 


(3) Many suppliers are still not fully cognizant of the facilities and many 
services available through the full service drug wholesaler. 


(4) Until recently, far too many drug wholesalers have been little more 
than storage depots and distributors. This is admitted by many re- 
sponsible executives in the industry. But there has been an awaken- 
ing by the wholesale drug industry generally and it has come to 
realize its responsibilities by taking long overdue steps in improving 
their merchandising methods and increasing their efficiency. 


Direct Selling 


There are many manufacturers and suppliers in both pharmaceutical and 
non-drug lines which sell direct to the retail pharmacist, by-passing the whole- 
sale druggist. 


These companies take orders direct from the pharmacist, either by mail or 
telephone or through their own salesmen; they do their own warehousing, 
packing, shipping, invoicing and handle their own returns. 


Nevertheless, to the best of our knowledge, there is no company which sells 
100 per cent direct. A certain’ percentage of these companies’ sales are mad 
through drug wholesalers. 


There are a number of reasons for this. 


A pharmacist may require an item quickly and the wholesaler is the closest 
and fastest source of supply. This is especially true where a supplier does not 
maintain warehouse facilities outside his home base of operations. As we noted 
earlier, the great majority of manufacturers are located in Quebec and Onatrio, 
with the heaviest concentration in the Montreal and Toronto areas. 

Again, a pharmacist may require a minimum quantity which may be less 
than the minimum order accepted without charge by the supplier. (Some compa- 
nies have a service charge for orders that fall below a certain dollar value.) In 
such instances the pharmacist places his order with his wholesale druggist, as 
generally, drug wholesalers do not require minimum orders. 


Or the pharmacist may require an item after the supplier’s regular deadline 
for delivery. If he called the supplier delivery would not be made until the 
following day (and if the manufacturer is in another province it may take two or 
more days) unless, of course, he picked up the required item himself. 
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We wish to point out, of course, that all pharmaceutical manufacturers will 
make delivery of emergency medication at any time. 


Many wholesale druggists accept orders for same day delivery until late in 
the afternoon. One CWDA wholesale member has stated that he would take 
orders for same day delivery up to 5:30 p.m. We understand that many phar- 
maceutical manufacturers have a 12:30 p.m. deadline for same day delivery of 
orders. 


It is difficult to determine what percentage of sales of direct sellers move 
through drug wholesalers. One manufacturer has reported that only 5 per cent 
of their sales go through wholesale druggists. Other sources have estimated that 
anywhere from 10 per cent to 25 per cent of the direct firms’ sales are through 
wholesale druggists. The volume will vary according to the product line and the 
type of product or merchandise. A direct seller based in Montreal will probably 
find more sales are made through drug wholesalers located outside that city 
than by drug wholesalers in Montreal. 


We believe that the dollar volume of such sales is not inconsiderable and 
most, if not all, direct sellers would find their total sales picture seriously 
affected if drug wholesalers refused to handle their products. 


Distribution and Service 


We stated at the beginning of this chapter that the two primary functions of 
the drug wholesaler are distribution and service. In order to ascertain the full 
extent of the services rendered by drug wholesalers to retail pharmacists on 
behalf of suppliers, the CWDA surveyed its active members. 


We received a return of approximately 65 per cent of the active member- 
ship, which we believe is broad enough to adequately cover the industry. Replies 
were received from all sections of the country. 


Rather than summarize the Survey here we have attached a copy to this 
submission for the members of the Committee. We believe that this Survey bears 
out our contention that the wholesale druggist, as a specialist in distribution, 
can far better serve the retail pharmacist in his special areas of distribution and 
service than can suppliers. 


CHAPTER IV 


GEOGRAPHICAL DISTRIBUTION OF CWDA ACTIVE MEMBERS 


Wholesale drug members of the CWDA are located in every province except 
one—Prince Edward Island. Although this province is presumably well provided 
with pharmacists to serve the population, there is not a sufficient number to 
warrant establishing a wholesale drug company on the island. It is our under- 
standing that the pharmacists on Prince Edward Island obtain their needs from 
drug wholesalers in New Brunswick and Nova Scotia. 
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Following is a breakdown of the distribution, by areas, of the wholesale 
drug houses which are members of the CWDA;* 


Atlantic Provinces... 2. - 9 wholesale drug houses and branches 
Quebec ail 39 ” ” ” > 
Ontario ae one 4 7 bed ” 3) 9 ” 
Manitoba and pak: 2, ”? ” 9 ” ” 
Saskatchewanuan jem errs 2 ti 27 a ae a2 
Alberta 4 ¥ fo ds 4 ? 
British Cohimibiay seu -ctos 3 « a if} fi se 
AOU Mado ee cee 38 


Checking our associate membership, we found that 36 suppliers fell into 
the category of manufacturers of ethical pharmaceuticals. Of this total only 11 
maintain depots outside their headquarters’ city. 


The total of 38 as given in the preceding table is more than the total number 
of depots (33) maintained by ethical pharmaceutical manufacturers, which are 
members of the CWDA. On the following page we have listed the location of 
these depots. 


It would appear to us that there is considerable duplication of effort and 
manpower. For example, there are three wholesale druggists in Vancouver but 
seven companies also maintain depots there. There are two wholesale drug 
members of the CWDA in Winnipeg, yet again seven manufacturers also main- 
tain distribution facilities. 


Location of manufacturers’ depots: 


TORGDTO. tie sire 3s Hockessin e 7 companies 
WANT DER * 448 ol; ee face a aaa hee ee 7 
WeTICOUVER: och.) atone Ihnen See er ) a 
Moneton cist) &. oi Get, Pal. eee ele Ce eee eee z eg 
Calgary tail Diver. vk ota Se? Sea See 5 * 
Montrealuacgige 8 34 <taaueh ae eee ane 2 a 
Halifax,” Quebec City, Edmontonv iid. 640% 1 each 


The drug wholesalers believe it would be more economical and efficient if 
greater use were made of their facilities and services by suppliers rather than 
going to the expense of constructing or leasing and staffing depots. Shipping costs 
are the same whether the goods are shipped to a drug wholesaler or the manufac- 
turer’s own facilities. But it certainly appears to us that there would be a saving 
in manpower and related costs if manufacturers would distribute through 
wholesale druggists. Certainly there would be no diminution of services. 


We would also add that much of the foregoing also applies to manufacturers 
of non-drug items, the majority of which are not normally emergency items, 
although there may be an immediate need for such sickroom items as thermome- 


*Figures on this and the next page dealing with both active and associate members do not 
correspond with those in the Service Survey as they were compiled for this submission 
at a later date. 
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ters, first aid products and similar lines. But if the pharmacist is out of stock he 
either loses a sale or recommends a competitive item. In the latter case the 
manufacturer of the item originally requested loses money. 


By utilizing the services of the wholesale druggist, the supplier is reasonably 
assured that the sholesaler will make every effort to keep the retail pharmacists 
in his trading area stocked with all items. The wholesale druggist has an 
incentive to do this as lines which sit on his shelf do not make money for anyone; 
the wholesale druggist, the supplier or the retail pharmacist. 


To sum up, Canadian wholesale druggists are trying to do an efficient job of 
moving their suppliers’ lines and at less cost in all areas than can the suppliers. 
The wholesale druggists are continually seeking improved methods of promoting 
and merchandising their suppliers’ goods and there is little doubt that in the 
years ahead there will be further gains in efficiency, to the benefit of not only 
themselves but also of the suppliers, the pharmacists and the Canadian public. 


CHAPTER V 


DISCOUNT AND DISCOUNT PRACTICES 


_ Any submission made by the Canadian wholesale drug industry—either 
collectively through the Association or by individual companies, either member 
or non-member—must of necessity include some comments, on its discount 
practices, as these are an integral part of the industry’s normal business prac- 
tices. 

We would ask the Members of the House of Commons Special Committee on 
Drug Costs and Prices to bear in mind that it is not a function of the Canadian 
Wholesale Drug Association to specifically discuss discounts or discount practices 
with any of its members, either active or associate. Should a supplier change its 
policy regarding discounts the CWDA will, at the request of the active members, 
set up a pro tem committee to meet with the supplier to discuss the problem, but 
the CWDA itself will take no direct part in any such discussions. 

We wish also to point out that it is not our intention in this submission to 
enter into a detailed discussion of drug prices. The Pharmaceutical Manufac- 
turers Association of Canada and the Canadian Pharmaceutical Association have, 
on behalf of their respective members, made submissions to this Committee and 
have presented their views on drug costs and prices. 

This is not to say that Canada’s drug wholesalers do not have a vital and 
immediate concern and interest in drug costs and prices. But as the “men in the 
middle”—literally—the drug wholesalers have little voice in the establishment 
of drug prices at the manufacturers’ or the retailers’ levels. 

We are acquainted, of course, in general terms, with the discount pricing 
structure of the industry, but we have no direct knowledge of any discount 
agreements between any one supplier and any one drug wholesaler. 

However, it will be noted on Page 5 of the attached CWDA Service Survey, 
we did ask drug wholesalers what was the minimum discount required from 
suppliers. 
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The majority of members replying stated that they expected to get a 
minimum discount of 162 per cent. However, it should be remembered that 
suppliers here included not only drug manufacturers but also manufacturers and 
distributors of many other lines carried by drug wholesalers, including sundries. 


But we understand that most pharmaceutical manufacturers who make 
extensive use of drug wholesalers allow them a discount of 162 per cent. Some 
of them make a further allowance of one per cent or two per cent for cash. 


However, there are a number of pharmaceutical manufacturers who do their 
own distribution—the direct sellers—and these do not provide any discount for 
wholesalers. Their usual practice is to sell at 40 per cent off the suggested retail 
price. In other words, the price to the wholesaler and the retailer is the same. 
Other direct sellers do allow wholesalers a small discount, usually five per 
cent. 


Needless to say, drug wholesalers are not happy with this particular situa- 
tion. They are compelled to carry these companies’ products as a service to their 
customers, and they carry them at a loss. These direct sellers are being subsi- 
dized at the expense of those companies which distribute through drug wholesal- 
ers. 


Many wholesalers, we understand, carry only minimum quantities of the 
lines of these direct houses and, in the case of their non-prescription products, 
do not undertake any strong merchandising efforts. 


The wholesale drug industry being non-productive—in the sense that it does 
little manufacturing on its own account—derives its revenues from services 
rendered to others: the manufacturers and suppliers of ethical pharmaceuticals, 
proprietary medicines, toiletries, cosmetics and sundry merchandise. The drug 
wholesalers must finance their operations out of the discounts—as the commis- 
sions are commonly called in the trade—allowed them by their suppliers for 
distributing their merchandise and performing certain services. 


It might appear that the wholesaler would gain more financially from 
handling the lines of a wholesaler-orientated supplier than he eet from a 
direct selling company. In some cases this is not always true. 


For example, one of Canada’s leading pharmaceutical manufacturers, a 
direct selling house, allows wholesale druggists five per cent for handling its 
lines. As this is a major manufacturer whose ethical lines and non-prescription 
products are sold in every retail pharmacy across the country, the amount of 
business accruing to wholesale druggists is not inconsiderable. 


On the other hand, a drug house with very limited lines but which distrib- 
utes exclusively through drug wholesalers will not, in terms of dollar volume, do 
as much business through the wholesalers. 


As we noted, the normally accepted discount received by wholesalers is 162 
per cent with sometimes an additional two per cent for cash. To translate this 
into dollars and cents, let us assume that the suggested retail price of a product is 
$1.00. The pharmacist pays 60 c. , thus providing him, the pharmacist, with 40 c. 
or a 40 per cent markup. The er holeeaier retains 10 c., which is 162 per cent of 
the 60 c. paid by the pharmacist. The manufacturer gets 50 c. from the wholesal- 
er, this being the wholesaler’s cost. Where there is a cash discount the wholesaler 
receives an extra 1c. if he pays within 10 days. 
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This, generally speaking, is the formula for ethical pharmaceutical lines. For 
proprietaries and non-drug items the discount may be higher or lower, depend- 
ing on the product and if the merchandise is being promoted as “special deals.” 


Some suppliers have instituted what is known as “net pricing’ for some 
lines. If the suggested retail price is $1.00, the cost to the pharmacist is 54 c., of 
which the wholesaler gets 4 c. and the manufacturer receives 50 c. The reasons 
for this are quite complex and require detailed explanation. 


As we explained earlier, many wholesale drug firms in Canada are mutual 
houses, established by pharmacists to obtain the advantages of quantity purchas- 
ing and passing along the savings to themselves in the form of rebates. 


The operation in itself is relatively simple. A pharmacist makes application 
to a mutual house to purchase shares. (There is nothing to prevent any pharma- 
cist from purchasing shares in more than one mutual wholesale house.) 


As a shareholder, the pharmacist is entitled to a return on his capital 
investment—or dividends on the number of shares he holds. This will vary from 
company to company. We are informed by one company that dividends are set at 
10 per cent per annum, of which the shareholder receives 8 per cent, with the 
remaining 2 per cent being retained by the company for future business opera- 
tions. 


In addition, the mutual houses give their shareholder-pharmacists a rebate 
on purchases which may amount to 10 per cent. This is not a cash rebate but a 
reduction on purchases. In other words, if the rebate is credited to the following 
week’s purchases. ; 


Drug wholesaling is a very competitive business. Drug wholesalers are not 
only competing with each other but frequently with other types of wholesalers, 
such as tobacco and confectionery wholesalers and wholesalers of sundries. The 
non-mutual wholesalers, in order to get and retain pharmacies as customers, 
found that they also had to offer inducements. They, too, began offering rebates 
to their customers. 

Many suppliers—particularly drug manufacturers—believe that this is not a 
sound situation and do not see any logical reason for the wholesaler to give up 
part of his discount. Therefore, they evolved the system of net pricing in the 
belief that the wholesaler, with only 4¢ out of each dollar, could not afford to 
give any rebate to the pharmacist. 


On the other hand, some wholesalers have expressed the belief that this 
system is only another way of increasing prices. 

Another form of discounting, practised in the United States but not yet in 
Canada to the best of our knowledge, is the “earned services allowance.” Under 
this system the supplier pays the wholesaler only for services actually per- 
formed. A wholesaler who maintains inventory control, actively promotes and 
merchandises a supplier’s products and performs other stated services, will earn 
more than the wholesaler who fails to perform all the services required by the 
supplier. 


Profit Margins 

Although we have attached to this submission a copy of the CWDA’s 1965 
Operating Survey, we would like to discuss briefly the profit margins of the 
Association’s membership. 
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As we pointed out, the wholesaler receives a commission of 163 per cent. 
If he turns back 10 per cent to the pharmacist this leaves him with only 63 per 
cent. It is not surprising that the industry’s profit margins are so low. 

According to the 1965 CWDA Operating Survey, net profit after taxes of 10 
wholesale drug firms, representing 28 members, was .59 per cent of net sales. For 
1964 net profit for 15 members was .60 per cent. For 1965 net profit taken as a 
percentage of net sales ranged from a high of 2.48 per cent to a low of .19 per 
cent with a median figure of .78 per cent. 

If the non-mutual CWDA members, which made returns to the Survey, are 
calculated separately, their net profit amounted to 1.96 per cent, after taxes, of 
their reported net sales. 

This, incidentally, compares favourably with figures reported by the Na- 
tional Wholesale Druggist’s Association in the United States. Net after taxes for 
U.S. wholesalers for 1965 was reported at 1.66 per cent. 

We would point out, however, that volume of sales by U.S. drug wholesal- 
ers is approximately 10 times that of their Canadian counterparts. 


Although not part of the CWDA’s Operating Survey, we are informed by 31 
members that they had a capital investment of more than $20,415,000 and that. 
approximately 2,200 persons were employed in various capacities. The 31 
members reported that they filled over 11,500 orders daily. 

It has been said that by eliminating the wholesale druggist, considerable 
savings would result, to the ultimate benefit to the consumer. But this is 
fallacious reasoning. Even if the wholesaler per se is eliminated his functions 
must be carried out by someone. Those suppliers which deal direct with retail 
pharmacies must perform the dual functions of manufacturer and wholesaler, 
and are incurring all the necessary costs of wholesaling. 

As Dr. 8S. G. Peitchinis pointed out in ‘The Role of the Wholesaler’ in the 
Spring 1966 issue of The Business Quarterly: 


“Tf every small variety retailer were to negotiate directly with every 
producer, and the latter were to communicate with every retailer of his 
products, the distribution system would become most inefficient and costs 
would undoubtedly rise.” 


Royce N. Kephart, former President of the Michigan State Pharmacy Asso- 
ciation, discussing the importance of the drug wholesaler, stated: 


“Much has been written about the drug wholesalers’ absolute essen- 
tiality to the community pharmacists and the impossible predicament that 
would confront the community pharmacist if the drug wholesalers no 
longer existed. In this connection, the vital importance to the community 
pharmacist of his achieving fast inventory turnover has been stressed time 
and time again and it is particularly in this respect that the facilities of 
the wholesalers become so indispensable. 

“Without the wholesalers, the average community pharmacist 
couldn’t hope to stay in business even if it was possible for him to buy 
direct from the manufacturer every item which he carried in his pharma- 
cy, for the required capital investment alone would strangle him.” 


It is virtually impossible for any wholesale druggist to continue in business 
for any great length of time if he handled only ethical pharmaceuticals. Many of 
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these are slow-moving items and it may well be that the wholesaler will receive 
calls for these from pharmacists only once or twice a year, and then in small 
quantities. Thus, to assure that he can maintain adequate staff and facilities he 
also has to carry a wide variety of non-drug merchandise and over-the-counter 
products which are fast-turnover lines. 

The wholesale druggist can in no way influence the sale of prescription 
pharmaceuticals. These sales to pharmacists are stimulated largely by the physi- 
cian’s prescription. This “‘script’’ is often influenced by the ethical drug manu- 
facturers’ detail men. Therefore, the prescription pharmaceutical becomes a 
product beyond the control of the wholesale druggist to sell. Only those prod- 
ucts with wide consumer demand whose sale can be stimulated by the whole- 
sale druggist’s staff can be actively promoted by the wholesale druggist. 


CHAPTER VI 


WHOLESALE DRUG INDUSTRY’S PROBLEMS 


Wholesaling is not a new industry although it was only with the advent of 
the Industrial Age with its mass production methods that wholesalers came into 
their own. 

_ Prior to this there were individuals who acted as agents and filled many of 
the duties and services of the modern wholesaler. They accepted goods on 
consignment from manufacturers and reshipped them for resale. These agents, 
needless to say, accepted all sorts of merchandise, from food to hard goods. 

But with the advancement of the Industrial Age and the vast variety of 
merchandise which became available, wholesaling gradually became specialized. 
The food industry, for example, developed into grocery wholesalers and fruit 
and vegetable wholesalers. Tobacco and confectionery wholesalers came into 
existence. 

But it is doubtful if any other branch of wholesaling has the same problems 
which confront and are peculiar to drug wholesalers. 

As the Canadian Pharmaceutical Association, which represents the majority 
of Canada’s pharmacists, pointed out in its submission to the Royal Commission 
on Health Services, the full service wholesaler 

“is equipped with adequate plant and trained personnel fully acquainted 
with provincial Pharmacy Acts and the requirements of federal legisla- 
tion. He may have one or more registered pharmacists on his staff—and if 
not, it is recommended that he have—to insure that all these regulations 
are adhered to, and to all render professional advice.” 


Certainly no other type of wholesaler is required to take as many precau- 
tions and such great care as does the wholesale druggist—to, in effect, keep a 
professional man on its staff in order to sell its goods. 

The Canadian Pharmaceutical Association also noted that the drug whole- 
sale industry in Canada functions under circumstances that are peculiar to the 
drug field, such as: 

“(1) To satisfy the needs of the health professions, upwards of 8,000 
pharmaceutical products may be carried in stock and the inventory must 
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include sickroom supplies, first aid products, fine chemicals, essential oils, 
elastic support products, health appliances, prescription glassware, etc., 
along with patent and proprietary medicines, toilet articles and cosmetics 
and sundries, all of which may create an inventory of some 27,000 items. 
This inventory has probably been obtained from over 1,400 different 
suppliers and much of it requires the direct supervision of specially 
trained qualified personnel; 


“(2) Signed legal orders from licensed pharmacists are required 
before orders involving one or more of some 1,387 items (452 narcotic 
preparations and 929 ‘controlled drug’ preparations) can be processed for 
delivery. These entail the keeping of additional reports and records as 
stipulated by the Narcotic Control Act and the Food and Drugs Act, and 
the Excise Act requires particular records of alcohol preparations; 


(3) Acids require special handling for shipment to meet the regula- 
tions of the Board of Transport Commissioners; 


“(4) Shipments are usually in less than case lot quantities, this 
requiring extensive additional handling and personal attention to sales. 
One estimate would indicate that only 9% of all orders are for original 
case quantities; 

“(5) Highly trained warehouse personnel of above average knowl- 
edge and experience are required to handle the variety of pharmaceutical 
products with their great number of variations in dosage forms and 
strengths, difficult nomenclature, datings, special storage considerations, 
etc.; 


“(6) Special delivery arrangements are required to speed up the flow 
of essential pharmaceuticals, the quick availability of which may often 
save a life.” 


Drug Trade News, a widely read trade paper, in its March 20, 1961 issue, 
summarized the position of the drug wholesaler: 


“While the wholesale drug business may be only another business to 
the untrained and the uninformed, nevertheless it is truly an encyclopedic 
undertaking which demands an encyclopedic grasp of the complex eco- 
nomics of production and distribution as these bear upon the overall 
pharmacy field. 


“The wholesale druggists must be in daily touch with the many 
segments of the pharmaceutical industry; the growing complexity of 
distribution; the underlying psychology of retail pharmacists and their 
mounting competitive problems; a close knowledge of drug industry 
products, their sources, varieties and their distributional requirements; a 
day-to-day knowledge of the competitive pressures bearing upon the 
manufacturer, wholesaler and retailer and a surefooted grasp of the basic 
economics of retail pharmacy operations.” 


Distribution Costs 


The wholesale industry is firmly convinced that it can distribute more 
efficiently and at less cost than can the manufacturer. 
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According to the Association’s 1965 Operating Survey, total delivery and 
shipping expenses for 28 members were .87% of net sales. 

We have been unable to obtain comparative figures for pharmaceutical 
manufacturers so we have no way of knowing whether the figures for manufac- 
turers are high or low in comparison to the CWDA findings. However, according 
to the submission to this Committee by the Pharmaceutical Manufacturers 
Association of Canada, 41 member companies of PMAC reported total sales 
(Federal Sales and Excise Taxes not included) aggregated $148,053,720. Distri- 
bution (including warehousing) expenses totalled $6,322,984. This works out to 
4.33%. 

If we include warehouse expenses in the CWDA figures, the total is, 4.17%. 


However, the PMAC figures are not strictly comparable to those in the 
CWDA Operating Survey. In the first place, the PMAC figures are for gross sales, 
and the CWDA figures are a percentage of net sales. Second, the PMAC distribu- 
tion costs include not only those to retail pharmacist and wholesalers but also 
shipments within the industry. 


No doubt, being extremely cost conscious, many manufacturers have worked 
out figures which are comparable to those of the CWDA but these are not 
available to us. 


Nevertheless, because the wholesaler is a specialist in distribution and 
despite the restrictions imposed upon him which are peculiar to the industry, we 
have every reason to believe that his distribution costs are lower than those of 
the pharmaceutical manufacturer. 


The wholesale drug industry is continually exploring ways and means of 
increasing its efficiency in order to improve its services to both suppliers and 
retailers, to the ultimate benefit of the customer. 


Many wholesalers have installed mechanical equipment to move goods 
through warehouses. In addition, studies are being conducted as to the feasibility 
of making use of electronic data processing equipment. A number of wholesalers 
have installed punched card tabulating equipment and several others are carry- 
ing out studies along these lines. 


Studies are being carried out in the United States—which the CWDA is 
watching closely—whereby pharmacies can be hooked up to tabulating equip- 
ment and thus cut down on their billing costs and improve inventory control. 


It has been suggested that wholesalers might increase their storage facilities 
and instead of placing orders for merchandise as required, the wholesaler would 
always have large stocks on hand. Such a system would cut the manufacturer’s 
shipping and warehousing costs and also reduce the wholesaler’s receiving costs 
as the manufacturer would ship less frequently, perhaps on some lines only two 
or three times a year. 


The manufacturer would pay for services and an agreed-upon rental for 
storage space, which would certainly be less than his own warehousing costs. 


The function of the wholesaler in buttressing the efforts of the suppliers’ 
salesmen has not always been appreciated many wholesalers believe. Raymond 
Dupuis, General Manager of Pharmacies Modernes Inc., and Past-President of 
the Canadian Wholesale Drug Association, in an address to members attending a 
CWDA monthly luncheon, stated: 
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“In 1964, the 10 largest manufacturers of ethical pharmaceuticals who 
distributed through drug wholesalers employed 455 salesmen and report- 
ed sales of $41,700,000. This works out to $91,646 per salesman. The 10 
largest manufacturers who sold direct had sales of $52,969,000 but em- 
ployed 701 salesmen. This works out to $75,562 per salesman—or $16,085 
per salesman less. 

“In other words, although the direct houses reported total sales 
$11,269,000 greater than the wholesale-orientated houses it took another 
266 salesmen to achieve this success. 

“We think it is obvious that the wholesale-orientated houses are 
getting invaluable assistance from their wholesalers in moving their prod- 
uct lines—assistance, I wish to emphasize again, at no direct cost to these 
firms.” 


As business becomes more complex, as demands by all levels of government 
increase, the retail pharmacist finds he has less and less time to spend on the 
professional aspects of his job. The services rendered by the wholesale druggist 
free him from many onerous but necessary tasks by providing him with a 
complete one-step service to cut down on the time he has to spend on stock 
control, purchasing, receiving and billing. 

The same, in varying degrees, holds true for the suppliers who make 
extensive use of the drug wholesaler’s services and facilities. Fewer men are 
required for warehousing, packing and shipping; inventory costs can be reduced 
and invoicing cut to a minimum. The wholesaler’s sales force augments the 
supplier’s salesmen and the supplier’s promotional efforts are increased at no 
direct cost to himself. 


CHAPTER VII 


THE WHOLESALE DRUGGIST AND MEDICARE 


It is generally agreed by those most concerned with the establishment of a 
national health scheme that such a program, to be fully effective, must also 
include prescription drugs. 

The Royal Commission on Health Services in its Report, Volume II, page 
11, stated: 

“Comprehensive includes all health services, preventative, diagnostic, 
curative and rehabilitative, that modern medical and other sciences can 
provide.” 


The Royal Commission also made certain recommendations dealing with the 
establishment of prescription drug services. Whether these drugs are free or 
whether there is a partial payment by the public is not germane to this submis- 
sion, and the Canadian Wholesale Drug Association has no intentions of making 
any recommendations. As we pointed out earlier, Canadian drug wholesalers are 
not directly concerned with the establishing of drug prices. The drug manufac- 
turer sets his prices and the retail pharmacist establishes the price (and 
sometimes including a prescription fee) at which he sells to the public. 
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The drug wholesaler’s job is to see that the drugs are available at all times 
in any given quantity from the manufacturer to the retail pharmacist. The 
manufacturer allows the drug wholesaler a discount which must cover the 
wholesaler’s cost and allow him a reasonable profit. 


Cost of drugs is of great concern to everyone and the wholesale drug 
industry by mass distribution, evolved over the years, is in a position to aid in 
keeping the cost at the lowest possible level. Distribution by wholesale druggists 
does not add to the cost of drugs; by efficient and rapid distribution the 
wholesale druggist can keep costs down. 


From the experience in other countries where national health programs 
have been established it would appear likely that there will be an increase in the 
number of prescriptions written. This means a greater demand on the services of 
the community pharmacists who will have to increase their inventory of pre- 
scription medication. Again, in turn, the pharmacists will have to depend even 
more than they do at present on the wholesale drug houses to keep them 
supplied with essential medicaments. 

Brand Names vs. Generics 


The CWDA and its drug wholesale members have no wish to enter into the 
controversy that has arisen regarding the merits of brand name drugs versus 
generic drugs. But we wish to point out that, generally speaking, Canada’s 
wholesale druggists do not handle generic drugs to any major degree. 


In the first place, we are informed that many of the manufacturers of 
generic drugs are direct sellers. This means that, for the most part, they by-pass 
the drug wholesalers. 


Secondly, there is the problem of shelf or storage space. As an example, let 
us assume that a generic drug is produced by four or five generic prescription 
manufacturers. If a wholesaler carries all these generic house products in their 
various sizes and potencies, he will have to greatly increase his shelf space in 
order to stock them all. Multiply this by the number of individual generic 
products that are not only at present available but which might also become 
available with the abolition of the present patent system, and it will be seen that 
drug wholesalers will have to greatly expand their facilities but without any 
guarantee of a commensurate return on their capital investment in their ware- 
houses and facilities. 

Unlike many other items handled by the wholesale druggist, prescription 
drugs cannot be promoted or merchandised directly to the public, as we pointed 
out previously, (page 30). The wholesale druggist can do no more than keep his 
demands that may be made upon him by retail pharmacists. In many instances 
he may have a turnover in some prescription items of not more than three or 
four times a year—and frequently less often. He can only ship these items when 
he receives a call from pharmacists. 

It is our understanding that the great majority of prescriptions call for 
brand name drugs, most, if not all, of which are stocked by wholesale druggists. 
With the demand for generics at what would appear to be a low level there is 
little incentive for any wholesale druggist to build up his inventory of generic 
drugs, particularly when he knows they are likely to sit on his shelves. 

Insofar as the wholesale druggist is concerned, the substitution of generic 
drugs for brand name products is more likely to increase his overall costs instead 

25324—5 


1628 DRUG COSTS AND PRICES Dec. 6, 1966 


of reducing them. He will require more warehouse facilities; he will have to 
increase his inventory and probably require even more staff. 

The wholesale druggist in considering his cost picture must always bear in 
mind his slow-moving items. If a large percentage of his inventory is tied up in 
slow-moving items he must absorb their cost in the faster moving lines. Yet even 
here he can reach a point where the one does not offset the other. 

This is not to say that the wholesale druggists would not carry generic 
drugs. But we believe it is safe to assume that such stocks would be minimal and 
probably limited to those lines which experience would show are apt to be in 
demand. As for those generic products which would be called for infrequently, 
the wholesale druggist would only order them as required and this could 
conceivably mean a slowdown in distribution. 


CHAPTER Viit 


THE 11 PER CENT FEDERAL SALES TAX 


One important aspect of drug costs which we have not yet touched upon is 
the 11 per cent sales tax which is imposed by the Federal Government on 
prescription drugs. 

The Canadian Wholesale Drug Association, on February 10, 1966, wrote to 
Mr. Sharp suggesting that consideration be given in his forthcoming Budget to 
the elimination of the sales tax, as follows: 


FEBRUARY 10, 1966 


The Hon. Mitchell Sharp, P.C., M.P., 
Minister of Finance and Receiver-General, 
Ottawa, Ontario. 


Dear Mr. Sharp: 


On behalf of the wholesale drug industry in Canada, the Canadian 
Wholesale Drug Association respectfully requests that consideration be 
given in the forthcoming budget to the elimination of the 11 per cent 
Federal sales tax on prescription drugs. 


As you are no doubt aware, from 1936 to 1951 this tax was set at 8 
per cent. In May, 1951, the tax was increased to 10 per cent and in April, 
1959, was raised again to the present level of 11 per cent. 

There is little doubt that this 11 per cent Federal sales tax on 
prescription drugs is an onerous burden upon the public—and particular- 
ly upon the chronically ill. We recognize the need of the Government to 
raise revenue by taxation but it is the opinion of the Canadian Wholesale 
Drug Association, which represents the majority of drug wholesalers in 
Canada, that the sick should not be so penalized. 

It is also suggested that should action be taken to eliminate the 11 per 
cent Federal sales tax, that consideration should be given to the problems 
of manufacturers, wholesalers and retail pharmacists, who have inven- 
tories on hand and on which the 11 per cent sales tax has been paid. 
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This Association cannot, of course, speak for manufacturing pharma- 
cy or retail pharmacists. These groups have their own recognized or- 
ganizations and no doubt will be making representations regarding the 
elimination of this tax. 

Our concern is with the wholesale druggists of Canada who hold 
stocks of prescription drugs on which the 11 per cent Federal sales tax has 
been paid. We have estimated that the value of these inventories is 
approximately $12,000,000.00. If the sales tax is eliminated, effective at 
the time of announcement, or very shortly thereafter, we do not believe it 
is economically feasible for the wholesalers to immediately decrease their 
prices to the level of the tax reduction. 

At the present time the Canadian wholesale drug industry is operat- 
ing on an extremely low profit margin. For your information I am 
attaching a copy of the 1964 CWDA Operating Survey, which shows a 
breakdown of the financial operations of the drug wholesale members of 
the Canadian Wholesale Drug Association—which, in essence, is a majori- 
ty of the drug wholesalers in Canada. We are at present working on the 
1965 Survey but it will not be available until May or June. 

Gross sales of 27 member companies reporting—which constituted 
79.4 per cent of the active membership—for 1964 totalled $115,799,705.00. 
After all deductions, including cost of goods sold and total operating 
expenses, net operating profit before taxes was .19 per cent. 

Of the 27 members reporting, 12 finished the year with a net loss. For 
the 15 member companies reporting a net profit after ‘Federal income 
taxes, net was .60 per cent of net sales of $106,454,256.00. Net profit 
figures ranged from a high of 1.65 per cent of net sales to a low of .30 per 
cent and the median figure was 1.05 per cent. 

Obviously, operating on such low margins, the members of our 
Association do not believe they should be asked to absorb the entire cost 
should the 11 per cent Federal sales tax on prescription drugs be 
eliminated. 

Needless to say, the elimination of the sales tax will result in a great 
deal of costly work for the wholesale druggist. It has been estimated that 
the average wholesale druggist has on his shelves some 8,000 different 
pharmaceutical products. The amount of work involved in making the 
necessary price adjustments is tremendous. If the sales tax is eliminated 
effective at the time of announcement, the cost of making the necessary 
price changes, resulting from hiring additional staff and overtime could 
not be absorbed by the wholesale druggist, particularly when considera- 
tion. is given to their present profit margins. Under these circumstances 
the wholesale druggists would find it impossible to pass along the entire 
tax reduction. 

One of our members, with branches across Canada, has estimated that 
their costs alone would be in the vicinity of $200,000.00. 

It is suggested, therefore, that should this tax be eliminated and 
should be made effective immediately on announcement, then arrange- 
ments should be made for a refund to the manufacturers—as you know, 
the tax is paid at the manufacturer’s level—and the manufacturers could 
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then make their own arrangements with wholesale druggists and retail 


. pharmacists. This, of course, would apply to stocks in inventory. 


As an alternate arrangement, it is suggested that the elimination of 
the sales tax could be deferred for a limited period. In the case of the 
wholesale druggists, the delay could be three months from the date of 
announcement, and three months beyond this date for retail pharmacists. 
By the end of the six month period it is likely that the bulk of prescrip- 
tion drugs in wholesale drug houses and retail pharmacies would have 
been disposed of and new stocks would be on hand. 

Such procedure, we believe, would prevent financial loss to an impor- 
tant segment of the Canadian economy. 

Your consideration of these suggestions would be greatly appreciated 
and should either you or the officers of your Department wish to discuss 
this matter further, both Mr. Raymond Dupuis, President of the Canadian 


Wholesale Drug Association, and I will be at your disposal. 


Yours very truly, 
Douglas R. Weston, 
Secretary-Manager 


Mr. Sharp in his reply to our letter, indicated that consideration would be 


given to our suggestions. 


However, as the Committee is aware, the 11 per cent Federal sales tax is still 
being imposed on prescription drugs. It is still our contention that this tax 
should be eliminated, as early as possible in order to avoid penalizing the 


Canadian public when it finds it necessary to purchase drugs. 


Membership of the Canadian Wholesale Drug Association 


The following companies are members of the Canadian Wholesale Drug 


Association, as of July 1, 1966: 


Active Members Founded 
Bate &“BateW nolésaleaorugs Ltd. eo 4 ee Pee. oo. 1919 
W. Brunet “rie: | Tatees tos oh os oi Basi peels) cao Bie Sie eee 1855 
Date Labordtoriess Inehiny iris: Pee Rese! 14 eee Se ere 1951 
Eastern Drug Services Ltd. (Company formed as a result of a 
merger between Estey & Curtis Co. Ltd., founded in 1901, 
and Eastern Division of National Drug & Chemical Co. of 
Vanada datds)o di. Uh iesabiocien. 3) ebaenla ba oat ieee 1966 
Leducrs: Wedue litéeson.s8s «imac ee Ae. etckde- a diction. oorat 1872 
J avernoiee. 5t6e: oi prrcaitis he: pats hep Ba eas BSRLGe 4 1854 
MacDonald; Wholesalesbrugs Lids aiucaduulus oak wah Desligedaeac 1945 
Nie BesvieMahombitd:! .<1ctatete deel. SORE HOSEA. ti. st VIR BL 1954 
A AGMUT Oi Bn GO alLath: spentcl: 45. tse) fod cree eater) ad amaloutus 1823 
Paria Cies  NIOMOLTOS LGC: on, ann din seta shehi ch nu «abe. ain meen marie 1934 
Neationalirig & Chemacal Co. Ge Canada Vite oes ose athies 1906 
I OREO Colas LIEU COs, lt Caw ee ain a atberean rare eos soi) 4. uous dare 1954 
‘Ee Geta Wile tou Ostntirs - Reegeates ttn. Maas cay ons ste re anette eke 1899 
: Pacific Coast=Waolesdale Drdgs-Lidt |. «Pee. tUy, . 2 ore aes, 2. de 1946 
Previncial Winotesale. Drugs Ltdisiueiue: avveglia! oben ad DI 1947 
Sorex Inc.oyvoin inhiitiar e:s.e% bautec 4.40) abera. od .biiada’z) 1936 
Pharmacies.,Usiveuselles: tees 2: srajptuet stint he Migs oe 1931 
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ASSOCIATE MEMBERS 


Abbott Laboratories Ltd. 

American Optical Co. Canada Ltd. 
Ames Co. of Canada Ltd. 

Anca Laboratories. 

Ayerst Laboratories. 

Beecham Products Ltd. 

Bentley Lighter Corp. (Canada) Ltd. 
Bristol Laboratories of Canada Ltd. 
Bristol-Myers Co. of Canada Ltd. 
Burroughs Wellcome & Co. (Canada) Ltd. 
Canadian General Electric Co. Ltd. 
Canadian Westinghouse Co. Ltd. 
Chemway (Canada) Ltd. 
Chesebrough-Pond’s (Canada) Ltd. 
CIBA Co. Ltd. 

Clairol Inc. of Canada 
Colgate-Palmolive Ltd. 

Cress Laboratories Ltd. 

Cyanamid of Canada Ltd. 

The Denver Chemical Manufacturing Co. 
DeVilbiss (Canada) Ltd. 

K. J. Eccles Ltd. 

Facelle Co. Ltd. 

Charles E. Frosst & Co. 

Fulford Dodds Ltd. 

W. J. Gage Ltd. 

ASSOCIATE MEMBERS 

Gaylord Products of Canada Ltd. 
Geigy (Canada) Ltd. 

Gillette of Canada Ltd. 

Herdt & Charton Inc. 

John A. Huston Co. Ltd. 
International Playing Card Co. Ltd. 
Johnson & Johnson Ltd. 

S. C. Johnson & Son Ltd. 

The Kendall Co. (Canada) Ltd. 

A. Alan Kennedy Ltd. 
Kimberly-Clark of Canada Ltd. 
Lakeside Laboratories (Canada) Ltd. 
Laurentian Agencies Ltd. 
Laurentian Laboratories Ltd. 
Lewis-Howe Co. 

Eli Lilly & Co. (Canada) Ltd. 
Mallory Battery Co. of Canada Ltd. 
Maltby Brothers Ltd. 

McNeil Laboratories (Canada) Ltd. 
Mead Johnson of Canada Ltd. 
Menley & James Laboratories. 
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The Mennen Co. Ltd. 

Merck Sharp & Dohme of Canada Ltd. 

The Wm. S. Merrell Co. 

Miles Laboratories Ltd. 

ASSOCIATE MEMBERS 

Minnesota Mining & Manufacturing of Canada Ltd. 
The Noxzema Chemical Co. of Canada Ltd. 
Ortho Pharmaceutical (Canada) Ltd. 
Parfumeries de Paris (Ltée.) 

Penick Canada Ltd. 

Pfizer Co. Ltd. 

Poulenc Ltd. 

Princess Pat Products Ltd. 

The Procter & Gamble Co. of Canada Ltd. 
The Purdue Frederick Co. (Canada) Ltd. 
Rayette (Canada) Ltd. 

Riker Pharmaceutical Co. Ltd. 


A. H. Robins Co. of Canada Ltd. Sandoz Pharmaceuticals. 


Julius Schmid of Canada Ltd. 

The Scholl Manufacturing Co. Ltd. 
G. D. Searle & Co. of Canada Ltd. 
Sherman Laboratories Ltd. 

Smith Kline & French 1.A.C. 
Smith & Nephew Ltd. 

Stella Pharmaceutical Co. Ltd. 
Sterling Drug Ltd. 

Sylvania Electric (Canada) Ltd. 
Ulay (Canada) Ltd. 

ASSOCIATE MEMBERS 

Vick Chemical Co. 
Warner-Lambert Canada Ltd. 
Whitehall Laboratories Ltd. 

Will Pharmaceuticals 

John Wyeth & Brother (Canada) Ltd. 
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INTRODUCTION 


The Second Annual Operating Survey of the Canadian Wholesale Drug 
Association, covering the year 1965, differs in a number of respects from the 
1964 Operating Survey but the basic presentation of information has not 
changed. 


The 1964 Operating Survey, being the first of its kind carried out by the 
CWDA (indeed, it was the first survey of this nature carried out by a non-gov- 
ernment organization), had virtually no comparable figures for preceding years. 
In fact, most of the comparisons made were with figures available from the 
Dominion Bureau of Statistics (and this material was virtually outdated as it 
covered 1957), and with the National Wholesale Druggists’ Association Operat- 
ing Survey for 1964. 


Because the NWDA does not include any mutual (co-ops) drug wholesalers 
in its membership, this year no comparisons have been made with the NWDA’s 
results. Insofar as the Dominion Bureau of Statistics is concerned, the Bureau 
has made available to the CWDA figures taken from the 1961 census and we 
have included such figures as are comparable. 


The CWDA includes both co-ops and non-co-ops in its membership; one 
member is a mixture of the two. This naturally has an effect on the total results. 


As an example, one co-op reported gross sales of x-dollars (because all 
returns were on a confidential basis exact dollar figures of any member cannot be 
revealed), while a non-co-operative house reported gross sales of y-dollars, or 
approximately 50 per cent of the gross sales reported by the first company. After 
all deductions, including Federal income taxes, the co-op reported its net profit 
at .30 per cent of net sales as against 2.48 per cent for the non-co-op. This 
despite the fact that the non-co-op paid approximately 34 times more in 
Federal income taxes in actual dollars than did the co-op. 


On the other hand, discounts allowed by the co-op amounted to nearly 7 per 
cent of net sales as compared with less than 3 per cent of net sales allowed by 
the non=co-op. 

The 1964 Operating Survey showed actual dollar figures—the combined 
results of all members participating—whereas the 1965 Survey deals largely in 
percentages. We feel this latter method is more informative. It does not appear 
very useful to us to know, for example, that management salaries for all 
reporting members amounted to $537,336. More to the point is the fact that 
management salaries were .42 per cent of net sales as compared with .52 per cent 
for the preceding year. Any drug wholesale member can then determine by 
comparing the CWDA Operating Survey with his own figures, where his compa- 
ny stands. He may find that in some areas his costs are out of line and in other 
areas that his expenses are below the average. 

Because of the availability of comparable figures we have increased the 
number of tables for 1965. This year we have also spaced the tabular matter 
throughout the Survey rather than concentrating it in one section of the book. 
This, we feel, makes it easier on the reader. 
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Because of the comparatively few wholesale drug houses in Canada (the 
1965 Operating Survey covers 10 companies which comprise 28 members) it is 
virtually impossible to show a breakdown by areas. If all members participated 
it might be possible to reveal certain data by areas without breaking the 
confidential guarantee we have given our members. This might be done by 
breaking the country into four areas: Atlantic Provinces; Quebec; Ontario; the 
Prairie Provinces and British Columbia. 

Although the number of members participating increased—28 as against 27 
for 1964—there was a percentage decline with 76.5 per cent of the members 
reporting for 1965 as against 77.1 per cent reporting for 1964. In addition, we 
also received a partial return from one member. 

The return of 76.5 per cent is better than the average, particularly in view 
of the complexity of the Operating Survey, which requires considerable man- 
hours to complete. We hope that in succeeding years this ratio will be even 
better. We do not believe that the great majority of our members hold the view 
expressed by one member, who stated: “Some of the information requested by 
you, we would not even give to Dun & Bradstreet, because we see no point in 
doing so.” 

Indeed, the co-operation we receive from most of our members—not only 
for the Operating Survey but also for other surveys which the CWDA carries 
out—would indicate the reverse is true. The great majority of our drug whole- 
sale members realize there is a paucity of information and statistical data about 
Canada’s wholesale drug industry and they participate with us in providing such 
information and data. 


Unfortunately we have not been able to provide as detailed an analysis of 
the Survey as one might wish. The principal reason for this is that the Survey 
has not been operating long enough. In other words, we believe that when we 
have at least five years of reports behind us, we will be able to provide a fairly 
complete analysis of the trends in the industry. Until then, the Survey will only 
grow little by little. 


For 1964, we received 24 reports covering 27 members and thus were able to 
show a breakdown of gross sales. For 1965 we received 10 reports covering 
28 members. In 1965, four companies reported gross sales of better than $10,000,- 
000; one company reported sales between $5,000,000 to $10,000,000; five com- 
panies reported gross sales of between $2,000,000 and $5,000,000; and one com- 
pany reported sales of under $2,000,000. 

For the 1966 Survey it is planned to ask those companies with branch houses 
to provide a breakdown of their gross sales by branches. 

Again, we hope that this 1965 Operating Survey will prove useful to not 
only drug wholesalers in making comparisons with their own operations, but 
also associate members, who will gain a better insight into the operations of 
the wholesale drug industry. 


Douglas R. Weston, 
Secretary-Manager. 
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NET SALES SHOW 12.6 PER CENT INCREASE FOR 1965 


Net sales of 10 wholesale drug companies, representing 28 members of the 
Canadian Wholesale Drug Association, were 12.16 per cent higher for 1965, 
according to returns received for the CWDA’s Second Annual Survey. 

On a dollar basis, net sales aggregated $127,146,929, as compared with 
$113,355,530 for 1964, an increase of $13,791,399. 


However, the 1964 Survey covered nine companies, representing 27 CWDA 
members. 


Taking the same members for both years, the percentage increase in net 
sales amounted to 10.69 per cent. 


The 28 members reporting represented a percentage decline (but an arith- 
metical gain) because of the increase in the number of wholesale drug members. 
The 28 members constituted 76.5 per cent of the active membership as contrasted 
with 77.1 per cent which submitted returns for the 1964 Survey. This includes 
branch houses, which must take out separate membership. For 1965 no separate 
returns were submitted by branch houses; whereas for the preceding year 
virtually all branch houses submitted separate returns. 


In addition, a partial return was received from one member. If this is 
included, net sales for 29 members amounted to $129,051,981 and represents an 
increase of 13.49 per cent over net sales reported by 27 members for the previous 
year. 


NET PROFIT REPORTED AT .59 PER CENT 


Net profit for those members covered in the survey was .59 per cent of net 
sales, while for 1964 net profit for 15 members was .60 per cent. 


Net operating profit was up sharply at .94 per cent of net sales as compared 
with .19 per cent for 1964. 


As was noted in the 1964 Operating Survey, of the 27 members reporting, 12 
finished the year with a net loss. For the 15 members reporting a net profit after 
Federal income taxes, net was .60 per cent on total net sales of $106,454,256 for 
the 27 members. 


For 1965, net profit, again taken as a percentage of net sales, ranged from a 
high of 2.48 per cent to a low of .19 per cent with a median figure of .78 per cent. 


Although generally this can be regarded as an improvement over 1964, it 
must be admitted that the net profit is extremely low. Part of the answer can, of 
course, be attributed to the fact that the CWDA includes in its membership both 
co-operative drug houses and non-co-operative firms. This mixture naturally has 
an effect on the total results, unlike the National Wholesale Druggists’ Asso- 
ciation, which does not admit non-mutual houses to membership. 


If those non-mutual CWDA members, which made returns to the Survey are 
calculated separately, their net profit amounted to 1.96 per cent after taxes of 
their reported net sales. 


The National Wholesale Druggists’ Association reported net after taxes for 
1965 of 1.66 per cent, which was slightly lower than those reported by CWDA 
non-mutual houses. 
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Following is a summary of 1965 Operations: 
TABLE I 


SUMMARY OF 1965 OPERATIONS 
(Percent of Net Sales) 


Average High Low Median 
Garpss Salesiveatt oaestoetant bedy - 108.03 112.00 102.00 106.53 
BeginningInventoryss::. 2% ye. IAB Vi550 6.56 13:91 
Purchases (Net of trade discounts 
and returns), including freight 89.99 92.67 87.10 90.90 
PHGiNe ventory yee oo he ee «oe By A) IES Sas TBS 14.02 
otal admin. CxXPCNSCS Jove. cued: 3.06 D.L0 2 4.11 
Total occupancy expenses .. ow. .60 1.00 .04 Ey 
Total selling expenses ........5. Paes} 4.70 .99 2.09 
Total warehouse expenses ...... 3.86 Oeow 1.00 3.04 
*Total delivery expenses ........ 87 on 10 .60 
PR EOSSIOLOUG foe tesa aia ool od eos 5 10.93 14.10 8.08 10.52 
Net profit, .......,. Boies. ae .09 2.48 19 78 


*26 members only. 


CWDA-DBS COMPARISONS 


The Dominion Bureau of Statistics has made available to the Association 
figures taken from the 1961 Census. In the 1964 CWDA Operating Survey we 
showed DBS figures as of 1957 and it is interesting to note that the change has 
not been as great as might have been expected. 

For example, gross profit of 28 members for 1965 amounted to 10.93 per cent 
of net sales as compared with 10.63 per cent for 1964. The Bureau reported gross 
profit in 1961 of 12.82 per cent and in 1957 reported gross profit of 11.79 per cent. 

For CWDA members total operating expenses and total administrative 
expenses for 1965 were below those of 1964, and warehouse and delivery 
expenses were higher. The Bureau reported a decline in both total warehouse 
and delivery expenses and operating expenses but total administrative expenses 
remain unchanged. 


TABLE II 


CWDA-DBS COMPARISONS 
(Percent of Net Sales 


CWDA DBS 
1965 1964 1961 1957 
GrIees Sprang wna Ey 4 el, 10.93 10.63 12.82 ale heirs, 
Total operating expenses ........ 10.52 11.00 10.53 10.34 
Total warehouse and delivery ex- 
DENSESITslLeullm Shek a. see creed vO. 4.73 3.69 4.69 3:31 


Total admin. expenses .......... 3.06 4.56 5.28 5.28 
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GROSS SALES $137,351,946 vs. $115,799,705 


Gross sales for the 28 members covered in the 1965 Survey amounted to 
$137,351,946 as compared with $115,799,705 reported for 27 members covered in 
the 1964 Survey. If we include the gross sales for the member which only 
partially completed a Survey, the total reaches $140,600,587. 

Taking this last figure, gross sales for the 29 members is less than half the 
estimated wholesale sales reported by the Dominion Bureau of Statistics for 
1965. However, the basis of the CWDA Survey and that of the Dominion Bureau 
of Statistics is not strictly comparable, as the Bureau includes in its study many 
companies which would not fall into the category of drug wholesaler according 
to the CWDA’s definition. 


According to the Bureau, wholesale sales by drug wholesalers showed an 
increase of 10.6 per cent in 1965 over 1964 sales. However, taking the same 27 
members in 1965 who also reported for 1964, sales were 17.17 per cent higher. 


TABLE III 


ESTIMATED WHOLESALE SALES 1960-65 
Drugs and Drug Sundries 


Year Amount Year Amount 

OO Oe a ela cisinc See a $221,900,000 1G G3 eee hat 0 Po cas Se $259 500,000 
RO GHA Rian? cB och Sue 8 $236,000,000 ES) Ome Seen hc ircvei dence $286,400,000 
WOOD cease ghee eee $247,900,000 LOGO Be. acces eerils Mat ahs $316,800,000 


Source: Dominion Bureau of Statistics 


It is probable that if all CWDA members had participated in the 1965 
Survey that gross sales would have been in excess of $160,000,000. 


AVERAGE NET SALES PER MEMBER HIGHER 


It is encouraging to note that average net sales per member for 1965 was 
considerably higher when compared with results for 1964. Although no doubt 
part of this increase can be attributed to inflationary pressures, it is also true 
that the actual increase was real. 


Average net sales per member for 1965 amounted to $4,644,713, as compared 
with $3,942,022 for 1964. Including the partial return of one member, average 
net sales per member totalled $4,484,516. 


Average cost of goods sold amounted to $4,044,785 as contrasted with 
$3,523,726 for the previous year. Stock turnover was 7.6 times per year, up from 
1964’s 6.7 times per year. The high of inventory turnover rate was 14.0 and the 
low was 5.00 with the median at 6.32. 


This year all members were also asked to report their pharmaceutical sales 
in terms of percentage of net sales. On a company basis, rather than on a 
member basis, this was shown for nine companies to be 49.19 per cent, and 


ranged from a high of 80 per cent to a low of 20 per cent with a median figure of 
50 per cent. 
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TABLE IV 
OPERATING RESULTS OF DRUG WHOLESALERS (Condensed) 


1965 1964 
Average net sales per member ................. $ 4,644,713 $ 3,942,022 
moyerage cost of go0ds sOlty id aoan Gin sipretenetr ace, ea 4,044,785 3,023,726 
Stock turnover” (times per year). ..00. Se ee Os 6.7 
Average’ begining’ inventory’ ites 8.8 fei. bP PP: $ 559,141 $ 506,349 
PCL OL aVerace. Wel SALES eevee ssc Cee ee 11.41 12.84 
Average! ending inventorys77448 Js. PS. IRIS. . $ 600,918 $ 537,472 
Pel of average tnetisslesils S007 HRN2S. OF. RY 15.24 13.63 


TABLE V 
INVENTORY TURNOVER RATE 


Average High Low Median 
mimes mertyear §. aml. ok. «so cc.00 eoperoeprued (Ge ows 14.40 5.00 6.32 


TABLE VI 
PHARMACEUTICAL SALES* 


Average High Low Median 
Percentage of Net Sales\i..).:... ty¥eeiaal. 49.19 80.00 20.00 50.00 


*Nine companies only. 


TABLE VII 
NET SALES—DRUGS AND DRUG SUNDRIES 


Calendar Year* Sales 
THO GISS 0 alee aE (Beak pe nee AE ENN ea A Ven OREM ity At $ 99,194,695 
LOGAS A See eC Roce Oe ele era OT OS ees SLR ete 113,335,530 
$965 sadelid ile exes seereara-vsovileb hig seuecierer Sheifles 127,146,929 


*1963 figures cover 27 members; 1964-65 figures from 28 members. 


CURRENT ASSETS 1:47 TIMES CURRENT LIABILITIES 


Ratio of current assets to current liabilities at 1:47 was below that reported 
for 1964 when the current ratio was 2:1. 

Although total current assets at $31,906,304 showed an increase of $4,291,594 
over the preceding year’s figure, this was more than offset by an increase of 
$4,511,212 in current liabilities. 
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Cash on hand and in the bank was down at $167,788 as against $558,577. 
Trade notes receivable and trade accounts receivable were both higher, as were 
inventories and other current assets, but there was a decline in other current 
receivables. 

On the liability side, all sections showed an increase, with accounts payable 
amounting to $12,163,080 compared with $9,958,064. Accrued liabilities were 
sharply higher, totalling $2,375,263 as against $770,666. 

Turnover of net working capital (current assets minus current labilities 
divided into net sales) averaged 8.77 with a high of 18.38, a low of 2.67 times and 
the median figure was 6.82. 

Return on net working capital (current assets minus current labilities 
divided into net profits) showed an astonishing difference between the high and 
low figures. The average for the nine companies was 5.17% but the high was 
42.54% and the low was .05%, with the median figure 2.55%. 

Return on net assets (net profit, after taxes, divided by net assets) showed 
an average of 5.19%, but here again there was a wide difference between the 
high figure of 23.44% and the low figure of .02%. The median figure was 3.45%. 


TABLE VIII 


FINANCIAL STRENGTH MEASUREMENT 


Average High Low Median 
Current ratio (Current assets divided by 
eurrent liapulities "52.5 WR eee oes oe 47 291 ret 2:00 
Turnover of Net Working Capital (current 
assets minus current liabilities divided 
iAPO-MESRGSALES IS De cisls SP cei eke gnceaawas rote ae 18.38 2.67 6.82 
Return on Net Working Capital (current 
assets minus current liabilities divided 


into’ Net “Proto en tamed an ean eee 5.17% 42.54% .05% 2.55% 
Return on Net Assets (Net profit, after . 
taxes, divided by nef assets) ......... «: 5.19% 23.44% 02% 3.45% 


OPERATING EXPENSES SLIGHTLY LOWER 


Although selling, warehouse and delivery expenses were all higher, this was 
more than offset by a decline in total administrative and occupancy expenses, 
with the result that operating expenses for 1965 showed an improvement over 
1964 comparisons. 

In administrative expenses, nine of the classifications showed a decline, 
expressed in terms of percentage of net sales and only one, punch card tabulation 
equipment expense, was unchanged. Non-executive payroll showed a wide drop, 
the total representing only .97% of net sales whereas for 1964 non-executive 
salaries represented 1.49% of net sales. 

Total administrative expenses represented 3.06% of net sales and in 1964 
they represented 4.56% of net sales. 
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against .73% for 1964. 


1) 
2) 


TABLE IX 
OPERATING STATEMENT 


(Gross Salesta ed Pe BPRS, SSA ae ie Pts 
Vet ORCI Ok eee: Sie: FAIRE AU RIE, BTN Se ie, 


2A) Allowances and adjustments .. . dsstus >} » dene: 


15) 
16) 
17) 


Discounts allowed, including cash ..........5... 
Total deduct, from gross sales (2, 2A and 3) .. 
Net sales (Line: 1-minus*Mitte®4). Sino l oie... 
BesinnirciisiMentory osm e oa, G Ravan? 
Purchases (Net of trades discs. and returns), 
TCH Mas MITES 6 othe ve 2O compte henssdenoes 
OCs CLailtwee Oa <0)! 3). cis eee “petreit: 
Haading inventory 3 . ARS hee - SS. bot RO Oss aes 
Cost of goods sold (Line 8 minus Line 9) 
Gross Dro. (lane 56 minus Line 10) (.i4i 63 eas « 
Casix discounts on purchases PA mn SS ee eo 
Gross profits after all discs. (Lines 11 and 12) 
Total operating expenses (See Line 39) ...... 
Net operating profit (Line 13 minus Line 14) .. 
HEGera IN COMM Ua KOS sete cele eon eet oe) cuss als) as 
Net profit after Federal income taxes (Line 15 
PRU MISM INE ALG) Recs hte iets Ske a ee 


x-For 15 members only. 


18) 
19) 
20) 
21) 
22) 
23) 
24) 
25) 
26) 


TABLE X 


DETAIL OF OPERATING EXPENSES 
Percent of Net Sales 
1965 


Administrative Expenses 


Pianarementipeslanies Coo cihn Me cee eC ee oe 
(ITHET WEXOCULI VCs, BAIATIOS | ua). £15 cael oie lale mow «ean 
Dii-BRCCULIVE DAVEOLL lisdivw tek. Weise SE BES 
Payroll taxes, group insurance, retirement .... 
Punch card tabulation equipment expense .... 
Telephone and telegraph (Admin.) See 33A .... 
Stationery, print., office supply, postage ...... 
Taxes, excl. realty, payroll, Fed. inc. tax .... 
Bad debts exp., net after recoveries .......... 


% 
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Total occupancy expense was also slightly lower at .60% of net sales as 


Total selling expenses were slightly higher, and represented 2.13% of net 
sales. while for 1964 total selling expenses were 2.02% of net sales. 


1964 
% 
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Per cent of Net Sales 
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1965 
Yo 
27) Other admin. exp. (incl. interest paid) ...... .64 
28) Total admin. exps. (Lines 18 to'27) .......... 3.06 
29) Total. occupancy ‘expense <1 Pate). e. «> .60 
Selling Expenses 
30) Salesmen’s sals. and commissions (See Line 77A) .69 
31) Salesmen’s travelling expenses .............. 20 
32) Other selling payroll (See Line 78A) ........ 04 
33)" Other .sellingtexpenses’ A7..i-1as wines stent .52 
33A) Telephone and telegraph (Sales) .......... to 
34) Total selling expenses (Lines 30 to 33A) .... Daiedeas 
Warehouse Expenses 
35) Warehouse payroll (See Line 85A) .......... Deity 55) 
36) Other warehotse, expenses” Vir... 2s es ates sores ep | 
37) Total warehouse expenses (Lines 35 and 36) . 3.86 
38) Total delivery and shipping expenses ........ .87 
39) Total oper. exps. (Lines 28, 29, 34, 37 and 38) 
(See iment 4) sao. vy ae eee ee 10.52 


TABLE XI 
FINANCIAL DATA 


1964 
%o 
1.28 
4.56 

73 


11.00 


December 31 


a-1965 

an Cast) ion wnt), ait “Dankigut. asda. eheg is cues fas $ 167,788 
41) Mktble. securities, held temporarily ........ 93,320 
42.) Contract notes: receiwablet.9: . 229 eek. sdb was 27,500 
43) Trade motes (receivable “3s oacie. coaiana Braces 738,810 
44) slrade accounts, receivables - fe. Uiinie sk ce ae 13,356,261 
45). Other veurrentimeceivables) so Tecrase sus dae a a 77,451 
46) Total receivables (Lines 42 to 45) .......... 14,441,130 
47) Less reserve for doubtful receivables ........ 531,381 
48) Net receivables (Line 46 minus Line 47) .... 13,909,749 
BO LIU COT ICS haa. cia es aE oe a 16,827,124 
DO} «Other “current, ASSets.. cai. ese eect ete he. 908,323 
51) Total current assets (Lines 40, 41, 48, 49 and 

OO MEE eRe te cet cancYe Sore Te ot cence eit ctoy eee 31,906,304 
52) Fixed assets (Real estate—book value) ...... 3,002,198 
53) Fixed assets (All other—book value) ........ 1,652,392 
Ba Oe LO ME 6OMAT CS Soy iri, on eae aii Ml 184,027 


55) Total assets used in business (Lines 51 to 54) 36,744,921 
bo) s Accounts parable |. xc)cc0: ameter. 2a leseae 09) $12,163,080 
57) Notes payable (Less than one year) ........ 2,653,509 
58) Accr. liabs. (Excl. Federal inc. taxes) ........ 2,375,263 


b-1964 


$ 558,577 
78,560 

Nil 
216,176 
10,856,415 
191,377 
11,901,105 
372,030 
11,529,075 
14,669,651 
778,827 


27,614,710 
2,594,328 
797,270 
52,263 
31,058,571 
$ 9,958,064 
1,971,762 
770,666 
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59) rederal ancome tax payable ic iui see. ccs. 232,474 212,622 
60) Total current liabilities (Lines 56-59) ....... 17,424,326 12,913,114 
60A) All other liabilities (Inc. long-term debt) ..$ 6,032,785 $ 5,260,956 


a-28 members; b-27 members 


Warehouse payroll showed a slight decline at 2.55 per cent of net sales 
against 2.79 per cent for the preceding year but this drop was more than offest 
by the increase in other warehouse expenses. 

Total delivery and shipping expenses showed a modest increase and were 
.87 per cent of net sales, and in 1964 amounted to .54 per cent of net sales. 


INVOICING PROCEDURES 


Because of the change in reporting, that is, because no branch houses filed 
separate reports for 1965, comparisons of invoicing procedures are not valid. For 
example, in 1964 12 members reported that they made use of IBM tabulating 
equipment; in 1965 only three companies reported using IBM tabulating equip- 
ment. 

We have included TABLE XII only as a matter of record. 


TABLE XII 


INVOICING PROCEDURES 


61) Pricing method used: Tabulating: 3; Pick Price: 6; Terminal: 1 
62) If tabulating, whose equipment: IBM: 3; Remington: 1; Other: 1 


63) Card storage: Bin Tub 
SHeitistoeks ht ela eek Ok eh tase He bake 2 af 
FUE StOCK | 5 2) A, Ber Sed eS 1 


64) Audit cost for last fiscal year: $68,950. 


On a per member basis, audit costs for the last fiscal year worked out to an 
average of $2,462, which was an improvement over the preceding fiscal year 
when audit costs worked out to an average of $2,639. 


WAREHOUSE FACILITIES EXPANDED 


To meet the increased demands by their customers, and, no doubt, also due 
to the increase in the availability of products, Canada’s drug wholesalers were 
forced to increase their shelf space and warehouse facilities. 

Taking the same members who participated in the 1964 Operating Survey, 
these 27 members in 1965 had 832,460 square feet of warehouse space as 
compared with 631,687 square feet for the preceding year. 

In 1965 these 27 members had 991,751 square feet in their total premises as 
compared with 937,288 square feet in 1964. 
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TABLE XIII 
WAREHOUSE AND OFFICE SPACE 
a-1965 b-1964 
65) No. square feet in total: premises, .2.......+...+% 1,002,251 937,288 
66) No. square feet occupied by warehouses ...... 841,664 631,687 


a-28 members; b-27 members. 


Taking the figures for warehouse space in the preceding table, it can be seen 
that the average was 30,059 square feet per member for 1965, as compared with 
23, 395 square feet per member for 1964. 


LINE EXTENSION AND PRODUCTIVITY DATA 


For the 1965 operating survey all members were requested to provide 
information regarding line extension and productivity data. Unfortunately, this 
information was not forthcoming except from two companies, one of which 
provided only partial data. 

Because the figures provided would have little significance, it was decided, 
reluctantly, not to include this section of the Survey. 


PERSONNEL TOTAL SHOWS DECLINE 


The 28 members convered in the 1965 operating survey reported they 
employed 1,710 persons as compared with 1,744 reported by 27 members par- 
ticipating in the 1964 Operating Survey. 

The decline requires some explanation. For 1964 separate returns were 
received from 16 branch houses; for 1965 there were no returns from any branch 
houses. In 1964 accounting departments were reported to have 242 employees; in 
1965 there were only 60. The decline can be explained by the fact that in 1964 all 
accounting personnel in the reporting branch houses were included; in 1965 only 
head office personnel and divisional people were included. ~ 

Employees classified as management also showed a decline, being 46 as 
against 68 for the preceding year. This also resulted in a reduction in payroll 
expenses, management salaries constituting .42 per cent of costs as a percentage 
of net sales as compared with .52 per cent for the previous year. 


TABLE XIV 
NUMBER OF PERSONNEL BY FUNCTIONS 

1965 1964 
(onelane semen .ia iii).oe Pe As lee Be ee 46 68 
72) Accounting (Including Chief Accountant) .... 60 242 
Co uy He eC TEC UAC Gt a EStICCrS Ve rly | Mas bic) oases LLG 112 
Tey Prienge (it not inciuded in line 81) leas .... 21 32 
To) Other ice Personnel (nt. os. a fen. ee 170 136 
10) Total “administrative: Jee .e ib pee ee een ee Gc 414 590 
TT) #Salesmien wr eity “andMecountEyouy: pers ts 149 136 


78) Other sales (Inc. sales management) ........ 146 129 
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te beta mel ngs pHi bs. oils wacsaw. beaenolcadas pa dan 295 265 
BUAaNVarenouse: SUPErVISION Hs fq. 085 458. 212 G.eeam. 46 40 
81) Picking, checking, shelving, full case and pricing 560 5b5 
Pe ee IT Oe Ae tas asc cde bs) cs Sears: wave sot 109 Lad 
ee eCeIViINne=ShIpOINe “LOOM. os «sch see dis amas s 106 115 
Se Gee We APeUSO oc cin. ks cs ch nh Oar ees na es el 68 
Geer) Oral) warehouse. (: )i)o 5 2 tP Fn Pee oi od 892 889 

Total personnel (Lines 76, 79 and 85) ... 1,601 1,774 


Total number of employees employed in selling showed a better than 10 per 
cent increase, with 28 companies reporting 295 sales personnel as compared with 
265 for the preceding year. There were fewer employees engaged in packing, 
receiving and shipping but warehouse supervisory staff showed an increase, and 
there was slight gain in the number of employees engaged in picking, checking, 
shelving, full case and pricing. 

This reduction in personnel was also refiected in a decline in payroll 
expenses as a percentage of net sales. 


TABLE XV 
PERSONNEL PAYROLL AS A PERCENTAGE OF NET SALES 
1965 1964 
Jos Jo 

71a) Management (Same as Line 18) ............ .42 52 
72a) Accounting (Including Chief Accountant) ... .19 evi 
‘aay Duyne (Including Buyers) .eve>.hb loos: .42 44 
74a) Pricing (If not included in Line 8la) ...... 06 Pa Ui 
toa) Other oieegpersonnel writ ee 2.5, St. E Rk ES wk S .46 -43 
a ee OAC TEI SEAT Os oe) ahs AsScnseceic whey ng ievianla esti 1.58 ano 
77a) Salesmen, city and country (Same as Line 30) .69 a ibs, 
78a) Other sales (Including sales management) .. .54 .49 
Ber ee INTIS OMI Once em alo sk et ves esd iw oRlae 123 1.24 
B0a)) Warehouse SUPETVISION .........006000cee ee .18 .18 
81a) Picking, checking, shelving, full case 

ree Gates Gi, Ree Sc RG 2s ee a ee Aa 1.49 1.64 
BT An Seg ve ted pg ere Sd ova Rae ale ani eS we sok 30 
Soa) MOCeIVANe-shipping TOOM:o. i inasiasc ceaav dda ASS: 41 
Bae SOW ier a iar OROMEE iy. .sdras De Kite e ew tide Ween es 2 .24 58 
85a) Total warehouse (Same as Line 35) ........ 2.55 2.79 

Total (hives 76a, 79a andweoa) .. ssc. vsa a roo 6.34 


Administrative salaries, in percentage terms, showed the widest drop, being 
1.58 per cent of net sales as compared with 2.31 per cent for 1964. 

Despite the better than 10 per cent increase in selling personnel, payroll 
costs, in percentage terms, were virtually unchanged at 1.23 per cent of net sales 
as compared with 1.24 per cent for the previous period. 
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In actual dollars paid out in salaries and wages, the difference was less than 
$375,000. Net sales for 1964 were $113,355,530, of which salaries and wages were 
6.34 per cent or $7,186,740. For 1965 salaries and wages were 5.36 per cent of net 
sales of $127,146,929, or $6,815,075. 


TABLE XVI 
MISCELLANEOUS OTHER INCOME AND OTHER CHARGES 
1965 1964 

S424) Inte on recetvables (7.4 ...st4e-2 2 ese < ss eae $ 44,214 Ser. 208 
85) Oth. misc. inc. (excl. recoveries on receivables 

WV PICLOMICORE) Maye taste WN: teen tans oe ter aero eieratee 284,730 289,440 
BG)* (rotah-OUnEr INCOMIE™:! es eae ee Mee a wee eee 328,944 414,647 
$7) Sinterest “paid Uo tee ae odes ori teteertrs ae 333,102 222,592 
88) “Other: miscellaneous: chargess. se aie ee 47,769 51,452 
89): hotaliothermucharges) Haniel. cites. eee cee rate 380,871 274,044 


STOCK TURNOVER FASTER 


As was noted previously (on page 4, Table V), inventory turnover rate was 
7.67 times per year, and ahead of 1964’s 6.7 turnover rate. 

To find the average number of days inventory is carried it is only necessary 
to divide the stock turnover rate into the number of days in the calendar—taking 
365 days or, in the case of leap year, 366 days. 

For 1965 this works out to an average of 47 days while for the preceding 
year this works out to an average of 54 days. 
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APPENDIX “C” 


CANADIAN WHOLESALE DRUG ASSOCIATION 
SERVICE SURVEY 
CWDA 


“At present, 60 per cent of the (drug) business is done on a direct 
basis, contrary to the U.S. and Great Britain, where 60 per cent is 
done through the wholesaler. All you have to do is look a the map 
(of Canada) to see how silly this situation is.’ 


CANADIAN WHOLESALE DRUG ASSOCIATION 
ASSOCIATION DES GROSSISTES EN MEDICAMENTS DU CANADA 
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FOREWORD 


“The raison d’étre of the pharmaceutical wholesaler is to complete the chain 
distribution which commences with the manufacturer and passes through the 
retail chemist to the public. The activities of the wholesaler, therefore, are 
dependent upon the goods which the chemist supplies to the public either as a 
direct sale or in response to a prescription issued by a medical practitioner. The 
range of goods which the wholesaler stocks, therefore, is outside his control; he 
does not create a demand—he is there to see that it is met, and it is clearly in the 
public interest that it should be met promptly and efficiently.” 


A. G. Shaw, Assistant Secretary, 
The Association of the British Pharmaceutical Industry 


“The service they (the drug wholesalers) render is vital. Some manufac- 
turers feel direct selling is more suitable to their distribution needs. But it’s 
interesting to note that even those firms must depend on wholesalers to fill the 
needs of 10 to 25 per cent of their customers. We are convinced that if all of the 
approximately 1,300 firms that make up the drug industry were to move to 
supplying retailers on a direct basis, the results would be complete chaos. We 
of the drug industry have been criticized on a number of grounds but, thanks in 
a large measure to the co-operation of wholesalers, we’ve never been accused 
of inefficiency in distributing our products.” 


Robert J. Lohrmann, 
Trade Relations Manager, 
Menley & James Laboratories. 
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Historically speaking, the Canadian wholesale drug industry predates 
Confederation and is thus older than the great majority of the suppliers which it 
services. As a matter of record, two wholesale drug members of the Canadian 
Wholesale Drug Association are more than a century old, with one tracing its 
origins back to 1823. Several other member firms were established in the last 
half of the last century or in the opening years of the Twentieth. 

It would appear reasonable to ask, therefore, why, in such a long-estab- 
lished industry, only 40 per cent of the drug distribution in Canada moves 
through wholesale drug houses as compared with 60 per cent in the United 
States and Great Britain? Logically, with so many years of experience behind 
them, Canadian drug wholesalers should be handling a considerably larger 
percentage of the drug business than the 40 per cent they do at present. 


IT IS ONE OF THE FEW INDUSTRIES IN CANADA FOR WHICH 
THE GEOGRAPHY OF THE COUNTRY WORKS IN ITS FAVOR. 


There would appear to be four major factors involved. 

(1) Many suppliers* in Canada are subsidiaries of United States firms 
which have a long-established policy of direct selling. When these 
companies set up Canadian branches it seemed only natural, to most 
of them, to continue this direct selling policy. 


(In retrospect, one can safely say that they chose to ignore the map of 
Canada and failed to see “‘how silly this situation is.’’) 
(2) Many suppliers follow a mixed policy. They sell through wholesalers 
and also direct. 


(We would point out that we are not concerned here with those drug houses 
which sell direct to hospitals and institutions but use the facilities of the drug 
wholesaler to supply the retail pharmacist.) 

The suppliers who have a mixed policy fall into two categories: 

(a) There is the supplier who sells through drug wholesalers in one prov- 
ince and direct in another. The inequity of this can be seen in that it 
is not unlikely that a wholesaler handling such a supplier’s products 
can make them available to pharmacists in a territory normally 
covered by a wholesaler who is unable to get these products. 


(b) There are suppliers who will only distribute certain lines—usually the 
slow-moving items—through wholesalers, and retain the fast-turn-_ 
over items for themselves. Drug wholesalers, in such instances, are 
becoming increasingly reluctant to take steps to promote these slow- 
moving lines, particularly if they are competitive with products of a 
supplier who does all his distributing through wholesalers. 


(3) Many suppliers are still not fully cognizant of the facilities and 
services available through the full line full service drug wholesaler. 


*The term “suppliers” denotes manufacturers or primary distributors of drugs and drug 
sundries, or manufacturers’ agents who sell to drug wholesalers. 
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(4) Until recent years far too many drug wholesalers have been little 
more than storage depots and distributors. This is admitted by many 
responsible drug wholesale executives. But there has now been an 
awakening by the wholesale drug industry generally and it has come 
to realize its responsibilities by taking long overdue steps to actively 
promote and merchandise their suppliers’ lines. 


Because the last two factors are so closely interdependent they will be 
discussed as one. 

In order to ascertain what services the wholesale drug members of the 
Canadian Wholesale Drug Association now render to their suppliers, and what 
additional services they render to retail pharmacists that suppliers do not 
provide, we surveyed our members. 

All drug wholesale members were asked to complete a questionnaire and we 
received approximately a 65 per cent return, which we feel was certainly broad 
enough to adequately cover the industry. Replies were received from all sections 
of the country. 


The Survey can be divided into roughly three categories: 
(a) What services do you now render your suppliers? 
(b) What do you feel a supplier would gain by using drug wholesalers? 


(c) What additional services do you as a wholesaler provide to retail 
pharmacists that generally are not provided by suppliers? 


As was to be expected, there was considerable repetition in many of the 
replies received. Conditions and circumstances do not greatly differ in most parts 
of the country, and the demands for services are the same in Bristish Columbia 
as they are in Nova Scotia. 

For this reason we have not shown a breakdown by provinces or areas but 
simply taken the country as a whole. 

On the following pages are the questions asked in the Survey, with a 
breakdown of the replies, followed by a summarization. 


1. How many deliveries do you make daily? 


City: 11 make 1 per day Country: 
5 make 2 per day 15 make 1 per day 
4 make 4 per day 2 make 2 per day 
3 makes 3 per day 2 makes aS Many as necessay 
1 makes 5 per day 1 uses a commercial carrier 


2. If deliveries other than daily, please specify. 


(a) Special deliveries by own truck to city accounts and by bus on 
special orders to country accounts. 


(b) Specials and one to country weekly. 


(c) A number of companies stated that in addition to regular deliveries 
they also made provision for specials or emergency orders. 
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3. How many salesmen do you employ? 


City: 2 companies had 9 
1 company had 7 
1 company had 6 
4 companies had 5 


Country: 1 company had 11 
1 company had 10 
2 companies had 5 
5 companies had 4 


1 company had 4 
1 company had 3 
1 company had 2 


companies had 3 
companies had 2 
companies had 1 


Ww OTe 


4. How many telephone order clerks do you employ? 


1 company had 25 
1 company had 20 
3 companies had 8 
1 company had 7 

5 companies had 6 


companies had 5 
companies had 4 
companies had 3 
companies had 2 
company had 1 


eh Re Be Ww 


5. What is your deadline for deliveries made the same day? 


company: 3:30 p.m. for country 
companies: 4:00 p.m. 

companies: 12:00 noon in city 
-companies: 4:30 p.m. 

company: 3:30 p.m. for specials 
company: Varies according to area 
company: 10:00 a.m.-3:30 p.m. 
companies: 11:00 a.m. 

company: 2:00 p.m. 

company: 12:30 p.m: 


EFPeNMrHrHeE Pp PY Pe 


6. Do you have 24-hour service? 


1 


1 


1 


company: 12.00 noon-2:00-3:00 p.m. 
company: 3:30 p.m. 

company: City divided into three 
areas: 12:00 noon-3:30-4.30 p.m. 
companies: 3:00 p.m. 

company: 5:30 p.m. 

company: 2 hours prior to delivery 
time 

company: 1:00 p.m. 


To this question, although 21 companies replied that they did not have 
24-hour service, it was made absolutely clear that all firms had personnel who 
could be reached if necessary for emergency purposes. 


7. If you do not have 24-hour service, how late do you operate? 


9 companies: 5:00 p.m. 
4 companies: 5:30 p.m. 
2 companies: 4:30 p.m. 


1 company: 10:30 p.m. 
1 company: 6:00 p.m. 
1 company: 7:00 p.m. 


8. What promotional services do you use on behalf of suppliers? 


(a) Tele-Tips 
1 company had 25 Tele-Tips 
1 company had 21 Tele-Tips 
2 companies had 8 Tele-Tips 
1 company had 7 Tele-Tips 


4 companies had 4 Tele-Tips 
10 companies had 3 Tele-Tips 
1 company had 2 Tele-Tips 


(We would point out that the total of 117 Tele-Tips Easels as reported above 
is misleading as approximately 135 Tele-Tips Easels have been ordered by drug 


wholesale members of the CWDA.) 
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(b) Selling Sheets 
Replies to this question ranged all the way from a minimum of 6 to a 
maximum of 1,000. One drug wholesaler stated that selling sheets were sent to 
all pharmacists in his trading area. 
Two firms stated that selling sheets were mailed out weekly. 
Two companies stated selling sheets were mailed out twice monthly and one 
mailed out selling sheets as required. 
(c) Direct Mail 
Twenty-one drug wholesalers stated they made use of direct mail material 
on behalf of their suppliers. 
(d) Other Promotional Services 
Over 50% of the members replying stated they provided additional promo- 
tional services on behalf of their suppliers. These could be classified as follows: 
Bulletins: weekly, semi-monthly, monthly and specials. 
Sample rooms. 
Special display allowances. 
Merchandising groups, such as A.R.P.; P.S.M.; Atlas; U.P.P., etc. 
Samples; personal letters; miscellaneous. 


9. What is the minimum discount required from suppliers? 


13 companies: 163% 1 company: 84% to 162% 
2 companies: 162% plus 2% cash 1 company: 12% 

2 companies: 15% 1 company: varies 

2 companies:15% plus 2% cash 1 company: 162% to 20% 
1 company: 10% 


10. What is your average monthly inventory? 

Companies replying to this question showed average monthly inventories 
ranging from a low of $90,000 to a high of $1,500,000 and the average figure was 
$527,140. 


(It is interesting to compare this with the 1964 CWDA Operating Survey, 
which showed the average inventory figure to be $538,900. However, more 
members replied to the Operating Survey than to this Survey. It is also interest- 
ing to note that average stock turnover for CWDA drug wholesalers was report- 
ed at 6.7 times annually in the 1964 CWDA Operating Survey.) 


11. What promotional aids do you expect suppliers to provide? 


Although only two companies indicated they expected suppliers to provide 
promotional cards for Tele-Tips Easels, this doubtless was overlooked as the 
majority of wholesale drug members of CWDA have Tele-Tips Easels and they 
are certainly looking to associate members for strong support of this project. 

Nineteen companies stated they expected salesmen support, retailing bro- 
chures and selling sheets. 

Other promotional aids expected included: Advertising material; radio and 
television support; local and national newspaper advertising; samples (7 compa- 
nies); direct calls by suppliers to retail pharmacists; prepack deals; posters and 
window banners; catalogues; advice on new products; card displays. 
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12. What is the average number of orders from suppliers per month? 

Over 50% of those replying stated they placed orders with suppliers on the 
average of twice each month. Other firms stated it depended on terms and cash 
discount; some houses said it varied according to product. 

There is little doubt that drug wholesalers generally tried to keep well 
stocked with suppliers’ lines, be they drug or non-drug items. 


13. What do you feel a supplier would gain by distributing through drug 
wholesalers? 
As was to be expected, there were a great many replies to this question. In 
the interests of time and space, they are summarized as follows: 
(a) Faster and more efficient distribution of products at lesser cost to 
suppliers. 
(b) Additional sales promotion through the use of the wholesaler’s sales 
force. 
(c) Closer relationship with pharmacists in credit arrangements, adjust- 
ments and financial accommodation. 
(d) Pharmacists can order all needs from one source, having precharge 
and one delivery. 
(e) Local and quick source of product information. 
(f) Reduced administrative costs. 
(g) Economical storage of goods. 
(h) Virtual elimination of credit risks. 
(i) Reduced handling, shipping and accounting costs. 
(j) More frequent contact by salesmen. 
(k) Better relations with the trade. 


Here again there were a great variety of answers, some of which overlapped 
into the foregoing question. The answers may be summarized as follows: 
(a) Maintaining a complete range of pharmaceutical, proprietary, toiletry 
and sundry merchandise. 
(b) Answer enquiries promptly on products, prices, promotions, etc. 
(c) Assist pharmacist to maintain control of inventory. 
(d) More effective handling on pharmaceutical products recalled from the 
market either by manufacturer or government action. 
(e) Orders normally delivered day received. 
(f) Assist customers in times of financial difficulty. 
(g) Quick delivery of emergency orders. 
(h) Assist in merchandising and store layout and renovation. 
(i) More frequent contact with pharmacists. 
(j) Faster coverage of new items. 
(k) Retail clerk training. 
(1) Prices of small quantities equal to massive deal prices. 
(m) Co-operative advertising support. 


(It is realized, of course, that not all drug wholesalers are doing all the 
things summarized in Question No. 14. Many are doing some of them and we 
believe it will be only a matter of time, plus the pressure of competition, which 
will compel all wholesalers to provide as wide a service as possible.) 
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A study of the Survey reveals certain conclusions in definite favor of the 
suppliers. These can be summarized as follows: 


(a) 


(b) 


Wholesale druggists: adequately serve their customers with daily 
deliveries in both the city and the country. In addition, fast emergen- 
cy service is always available. 


Wholesale drug houses are well staffed with salesmen and telephone 
order clerks, the total for both groups, according to the Survey, being 
just under 300.(The actual total is much larger as it will be remem- 
bered that only 65 per cent of the members replied to the Survey.) 
All these people are working on behalf of the suppliers at the expense 
of the wholesalers, there being no direct charge to the suppliers. 


(c) Although deadlines for deliveries vary, all wholesalers, as previously 


noted, do have fast emergency services available. It should also be 
remembered that, if necessary, a pharmacist can pick up his own 
order at virtually any time. This, of course, is impossible in the case 
of a supplier who does not have a warehouse or depot outside his base 
of operations—in the majority of cases this is either Montreal or 
Toronto. 


(It is interesting to note that of a total of 32 associate members of 


CWDA who fall into the category of ethical pharmaceutical manufactur- 


ers, 


only 13 maintain warehouses outside their headquarters’ city. Obvi- 


ously, if a pharmacist requires a product from any of the remaining 19 
manufacturers who do not have depots or warehouses, he has to depend 
either on the wholesale druggist or wait at least a day for delivery.) 


(d) 


(e) 


Wholesale drug houses are continually seeking ways and means to 
actively promote and merchandise the lines of their suppliers—both 
drug and non-drug. The Tele-Tips project, initiated by the CWDA, is 
one example. Wholesalers are looking to active support of participat- 
ing suppliers in this project. 

Drug wholesalers are also making extensive use of selling sheets, 
direct mail, bulletins and other promotional services. In addition, 
many wholesale druggists have been forming merchandising groups 
which will help create demand for suppliers’ products. 

We have no comment to make on discount practices as this enters the 
realm of prices and the CWDA does not at any time enter this area. 
This information is presented only as a matter of interest. 


(f) Drug wholesalers do endeavor to maintain their inventories at an 


(g) 


(h) 


adequate level in order that retail pharmacists can replenish their 
stocks with a minimum of delay. As noted in Question No. 12, over 50 
per cent of the wholesalers place orders at least twice monthly. 

Drug wholesalers are seeking promotional aids from their suppliers. 
This assistance, of course, is vitally necessary. Unless the drug whole- 
salers are provided with promotional aids they are severely restricted 
in the amount of help they can give suppliers in promoting the 
latters’ lines. 

Drug wholesalers believe that they can distribute more efficiently and 
faster than suppliers. This is certainly true of products where the 
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supplier does not have any distributing facilities outside of his home 
base of operations. In general, wholesalers state that their costs are 
less in all areas—administrative, distribution, storage, selling and 
credit. 


Wholesalers also stress that because they call upon the trade more 
frequently than do the salesmen or professional service representatives, 
they have a closer insight into the problems of the retail pharmacist and 
are better able to assess his needs. Through this frequent contact the 
wholesaler also has a better idea of the pharmacist’s inventory, credit and 
business in general. 


(i) Wholesalers also believe that they can render far more services to the 
retail pharmacist than is possible for most suppliers. As examples, 
they can answer questions quickly regarding prices, promotions and 
deals; they can make same day deliveries; assist in merchandising, 
store layout and renovating; aid in retail clerk training; provide 
co-operative advertising support; give advice on total inventory con- 
trol, and so on. 


This is not to say that many suppliers cannot do many of the things out- 
lined in the questionnaire. However, wholesalers believe that, generally, it is 
more costly for the suppliers to undertake them. The suppliers’ salesmen and 
professional service representatives are, for the most part, only concerned with 
their own employers’ lines. The drug wholesaler is concerned with the entire 
picture and thus has a better idea of the many problems confronting the 
pharmacist. 


The two briteighl functions of the drug wholesaler are distribution 
and service. He can perform these functions far better than the supplier 
whose principal activities lie in the production of goods and creating a 
demand and, in varying degrees, in research and development. By leaving 
distribution and service to the drug wholesaler the supplier, for example, 
can cut down on the cost of manpower employed for packing, warehous- 
ing, storage and invoicing, to name a few areas. 


A direct house has to invoice several thousand accounts if his lines are 
distributed country-wide; a supplier distributing through wholesale druggists 
has only to invoice a hundred or so accounts, and that includes wholesalers with 
limited distribution as well as full line full service drug wholesalers. The saving 
in time and manpower in this area alone is tremendous. 

Insofar as the ethical pharmaceutical manufacturers are concerned, their 
professional service representatives are expected to call on medical practitioners, 
pharmacists and wholesalers. The wholesalers’ salesmen, on the other hand, are 
not concerned with calling on the medical profession; their only interest lies with 
the retail pharmacist although some wholesalers also service hospitals. It is 
obvious, then, that the wholesalers’ representatives will be devoting virtually all 
their time to the pharmacist, and thus has a greater awareness of the needs of 
the pharmacist than does the professional service representative. 

The retailer would much prefer to depend upon the wholesaler for 
help in maintaining inventory, in placing his orders through one central 
source, and paying his bill through the same central source. 
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By so doing he cuts down on his time and costs and can devote more 
time to rendering professional service to his customers and providing 
them with their requirements. 


There is little doubt that there has been a revolution in the thinking of drug 
wholesalers in recent years. As we remarked earlier, there has been an “‘awak- 
ening by the wholesale drug industry generally and it has come to realize its 
responsibilities by taking long over-due steps to actively promote and mer- 
chandise their suppliers’ lines.” 

C. M. Peel, General Manager of National Drugs Ltd., Winnipeg, told phar- 
macists attending the 1965 Annual Convention of the Canadian Pharmaceutical 
Association: 

‘“Wholesalers—importantly—have become retail-minded and have 
greatly expanded their services and improved their efficiency. Many 
wholesalers are now merchandising experts, well equipped to assist and 
lead their customers to larger sales volume. 

“The wholesaler acts in the capacity of the telephone switchboard. 
Through his warehouse flow the products of scores of manufacturers. His 
salesmen call intensively on the trade, making multiple sales offerings of 
hundreds of different items. The same group economy is reflected in his 
deliveries, made over short distances combining many small orders into a 
practical assortment of complete stock. His office procedures and invoicing 
are likewise simplified. 

“By dealing with the full line full service drug wholesaler the retail 
pharmacist deals with 

one salesman 
One supplier 
One delivery 
One invoice 
One account payable 
One point of responsibility.” 


All this, of course, works in favor of the suppliers as well as the retail 
pharmacist. 

Discussing this changing attitude of wholesaling, Eugene Luning, President 
of the Pharmaceutical Wholesalers Association in the United States, said there 
were four requisites for this new kind of distribution: 

(1) Assure continuous availability of the entire body of modern phar- 
maceuticals at the retail level. 

(2) Maintain a smooth flow of pharmaceuticals from manufacturers to 
pharmacy. 

(8) The regulation of retail inventory for maximum utility with a mini- 
mum tie-up of operating funds. 

(4) Provide the retailer support services, including around the clock 
delivery and product information back-up. 


E. L. Kadiec, General Manager of Northwest Drug Co. Ltd., Calgary, also 
addressing the 1965 Annual Convention of the Canadian Pharmaceutical Asso- 
ciation, said: 
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“The principal function of any wholesale drug salesman is to see that, 
in the minds of his retail customers, his wholesale drug house is foremost, 
and that his principal purchases are made from there. To this end he must 
remember the following: 

“(1) When calling on retail pharmacists, it is up to the salesman, not only 
to see that they are supplied with every day needs, but that they 
are offered new products, special promotions and deals. 

(2) He must not only take ‘want book orders’, but he should check the 
customer’s stock. 

(3) He should show samples and brief the manager and sales staff on the 
selling points of certain merchandise. 

(4) He should keep his customer informed of special promotional mate- 
rial to sell new products and, if necessary, organize a special sales 
campaign to stimulate the sales of those products. 

(5) He should keep his customers informed of any changes in Dominion, 
Provincial and local laws pertaining to Pharmacy. 

(6) He should inform his customers about consumer advertising affecting 
his area.” 


We noted previously that of a total of 32 associate members of the Canadian 
Wholesale Drug Association who fall into the category of ethical pharmaceutical 
manufacturers, only 13 maintain warehouses or depots outside their headquar- 
ters city. 

Wholesale drug houses are the closest sources of supply for most retail 
pharmacies, and, except for rarely-used medicaments, almost all wholesale drug 
houses can meet any demand placed upon them. 

As a matter of record, the following is a breakdown of the distribution by 
areas of the wholesale drug houses which are members of the CWDA. 


PARTATIVICHE TOVIMCES 54,055 a3-3 yo 3 9 wholesale drug houses and depots 
Quebec 10 “6 6c 66 6c 6c 
Ontario 6 3 73 3 3 c 
Manitoba 2, 66 6c “c 6c ¢s 
DAaskearehe waite ss Acs e okies ceric 2 sf se ce “ ‘“ 
Alberta 4 co a9 73 ‘“c“ 6c 
Brivsh <Coltuimbplan.. 3F «2s. ..8 3 ns a “ “ “ 


The total of 36 is more than the number of depots and warehouses main- 
tained by ethical pharmaceutical drug houses which are members of the 
Canadian Wholesale Drug Association and, of greater importance, they are more 
strategically located and thus can more efficiently attend to the needs of the 
retail pharmacist any hour of the day or night. 

We would also stress that much of the foregoing also applies to manufactur- 
ers and distributors of non-drug items—the majority of which are normally not 
emergency items. But if the pharmacist is out of stock he either loses a sale or 
recommends a competitive item. In either case the supplier of the item originally 
requested loses money. 
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By making use of the wholesale druggist, the supplier is reasonably 
certain that the wholesale druggist will make every attempt to keep the 
retail pharmacists in his trading area stocked with all items. The whole- 
sale druggist, obviously, has an interest in doing this as lines which sit on 
his shelf do not make money for anyone—the wholesale druggist, the 
manufacturer or the retail pharmacist. 


To sum up, Canadian wholesale druggists are trying to do an efficient job of 
moving their suppliers’ lines and at less cost in all areas than can the suppliers. 
The wholesale druggists are continuously seeking new ways and methods of 
promoting and merchandising their suppliers’ goods and there is little doubt that 
in the years ahead the wholesale druggists will further increase their efficiency, 
to the benefit of not only themselves but also of the suppliers, the pharmacists 
and the Canadian public. 
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Mr. Howe (Hamilton Mr. Mackasey, Mr. Whelan, 
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MINUTES OF PROCEEDINGS 


THURSDAY, December 8, 1966. 
(35) 
The Special Committee on Drug Costs and Prices met this day at 9.45 a.m. 
Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout, and Messrs. Brand, Harley, Howe 
(Hamilton South), Howe (Wellington-Huron), Hymmen, MacDonald (Prince), 
MacLean (Queens), Orlikow, Rynard, Tardif (11). 


In attendance: Representing the Canadian Cystic Fibrosis Foundation: Mr. 
Callum MaclIver of Hamiton, Ontario, first vice president; Dr. J. M. Park, M. B., 
Ch. B., of Ottawa, Member of the Medical Advisory Board; Mr. W. Mac 
McKenzie, of Rexdale, Ontario, National Executive Director. 


Also in attendance: Mr. A. M. Laidlaw, Q.C. of Ottawa, Legal Counsel for 
the Committee. 


The Chairman invited Mr. MaclIver to introduce the members of the 
delegation. 


Mr. MaclIver made an opening statement to explain the aims and objectives 
of the foundation and read the recommendations contained in the brief. 


Agreed,—That the submission presented by the Canadian Cystic Fibrosis 
Foundation be printed as part of today’s proceedings (See Appendix “A”’). 


Messrs. MacIver, McKenzie and Park were questioned. 


On behalf of the Committee, the Chairman thanked the representatives of 
the Foundation for their presentation and wished them every success. 


At 10.50 a.m. the Committee adjourned to 9.30 a.m., Tuesday, December 13. 


Gabrielle Savard, 
Clerk of the Committee. 
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EVIDENCE 
(Recorded by Electronic Apparatus ) 


THURSDAY, December 8, 1966. 


The CHAIRMAN: Gentlemen, I think we might convene this morning’s meet- 
ing. We have with us this morning the representatives of the Canadian Cystic 
Fibrosis Foundation. I ask the first Vice President Mr. MacIver to introduce his 
colleagues and to make an opening statement. Mr. MaclIver. 


Mr. MacIvEer: Thank you Mr. Chairman, ladies and gentlemen. My name is 
Callum MaclIver, I am from Hamilton; the gentleman on my right is Mr. 
McKenzie from Toronto, our Executive Director of the Foundation, and on his 
right is Dr. Park of Ottawa who is representing our Medical Advisory Board. 

The Cystic Fibrosis Foundation appreciates this opportunity to present its 
story to this Committee, and briefly the history of the Foundation is that it was 
formed by a group of concerned parents in 1958 and incorporated in 1960. We 
have grown very rapidly since that time from a few people to over a thousand 
now. We now have chapters right from coast to coast, and since the brief was 
written, we have added two additional chapters, one in Quebec City and one in 
Moncton, New Brunswick. 

The Foundation is composed almost entirely of voluntary aid; the only hired 
staff we have is Mr. McKenzie and a couple of assistant secretaries in Toronto. 
Briefly, the aims and objectives of the Foundation are to bring parents together 
in an organization to enable them to share their common experiences and their 
problems, to co-ordinate and support efforts in research and diagnosis; to dis- 
seminate information to an uninformed public of the disease and the problems 
surrounding it. And finally, to focus public attention and enlist community 
support for the children suffering from cystic fibrosis, and their families. 

Now, I am not going into it technically; I will leave that for Dr. Park and 
any questions you may have about the disease. It is a chronic disease of 
childhood which has been recognized as one of the commonest causes of chronic 
lung disease. The statistics roughly state that about one out of a thousand 
children is born with this disease. It affects primarily two portions of the body, 
the pancreas which does not function properly without assistance, and the lungs. 
These children, when their lungs are infected, cough; they have a very harsh 
peculier kind of cough, and they cough and cough and cough until they can bring 
up the mucus that is clogging their lungs. It is a terrible thing for any child to 
have to go through. 

The treatment of the disease is outlined in the brief, and again Dr. Park can 
answer any question about this far more adequately than I can. The recommen- 
dations that we have to place before this committee are these: 

1. That cystic fibrosis receive the same recognition as diabetes and 
other chronic diseases as evidenced by exemption of insulin, liver extract, 
etc. from federal sales tax. All drugs prescribed for cystic fibrosis patients 
to be exempt from sales tax. 
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2. Remove federal sales tax from prescription drugs. Sales tax pyra- 
mids cost of drugs to consumer of every prescription. 


3. All patients with chronic illnesses such as cystic fibrosis which of 
necessity sustain long term drug therapy, should receive consideration for 
additional governmental assistance. 


4. The medical care insurance program should also include coverage 
for expense of all prescribed drugs including nutritional supplements. 


5. The federal government should immediately institute some form of 
the above recommendations in order that all cystic fibrosis patients re- 
ceive equitable treatment in all areas of Canada. 

The federal government should provide funds for additional research 
in search of a cure for cystic fibrosis. 


Gentlemen, this is our brief. 


The CHAIRMAN: Fine, thank you very much, Mr. Maciver. Is it agreed by the 
Committee that we print today’s brief as part of todays’ proceedings? Agreed? 

There is one point of clarification before we open the questioning. Is there a 
mistake in the brief on page 14, in the column where it says ‘Medical expenses 
in excess of 3 per cent of income” the figure of $1,020 is mentioned, but down 
below where it is quoting the same figure it reads “The C/F parent after taxes 
has $6,000 —$302 +-$1,200’. Should not that figure be the same in both places? 

Mr. MacIver: No, basically this is roughly $100 a month, and that is the cost 
of the treatment, averaging out. 

The CHAIRMAN: I see, and the figure above, $1,020? 

Mr. MAcIver: That is the expenses in excess of the 3 per cent of the income 
that is allowable. 

The CHAIRMAN: Thank you. The meeting is open for questioning. 

Mr. RYNARD: Well, I would just like to say as I understand it, looking over 
the brief, which I read on the way over here, there is no help given to the people 
now; they have to buy drugs for cystic fibrosis; is this correct? 

Mr. MaclIver: No, not in every province. 

Mr. RYNARD: Some provinces. 

Mr. MacIver: Some provinces are giving assistance. 

Mr. RyNarpD: Therefore, it is strictly a provincial thing. 

Mr. MAcIver: At the moment, yes. 

Mr. RyNarRD: Yes. Insulin, for instance, is paid for where it is necessary, and 
you can get if free. I am wondering if this is a federal thing at all, from our 
standpoint, except to urge the provinces to help in this or to share costs in the 
program; it must be initiated at the provincial level. Why this could not be 
handled the same as we handle other diseases like diabetes and cancer, for 
instance, where they can get drugs, I do not know. I am wondering if your 
objective in writing this paper is to get this done. 

Mr. MacIver: Well, this is part of it, yes. Of course, we are interested in 
getting it exempt from tax because of the very high costs involved with this 
disease that parents have to meet. These figures are not exaggerated at all. 


Mr. RYNARD: You mean to get the tax off drugs. 
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Mr. MAcIvEr: Yes, this is the first step; secondly, we would like to see all of 
these drugs exempt from tax. 

Mr. RynarpD: I wonder Mr. Chairman, if you could tell us what provinces 
accept the payment now. What provinces do pay. 

The CHAIRMAN: I am sorry. 

Mr. RYNARD: You said there were some provinces. 

The CHAIRMAN: I think there is some misunderstanding, Dr. Rynard. I think 
Mr. Maclver is saying that parents should be allowed to take the cost of their 
prescriptions off their federal income tax income the same as any other expense 
that they might have. 

Mr. RyNaArD: Providing that those people come within the range of what we 
are calling the means test that we have heard so much about. What happens to 
those people; how do they get their drugs. You are talking now about taxable 
income; I am talking about people who may not have a taxable income. 

Mr. MacIver: You are referring to somebody who does not have an ade- 
quate income to buy these drugs. Some of them are supported by welfare. 

Mr. RYNARD: It has to go through a welfare channel? 

Mr. MAcIver: Oh, yes. 

Mr. RyNARD: In other words, it is not accepted in any province, as a payment 
of those drugs for people who can afford it. 

Mr. MaclIver: Yes, it is, in some provinces. 

Mr. RynarpD: The same as insulin, the same as cancer-controlling drugs. 

Mr. MacIver: Well, that I am not sure of, gentlemen. 

Mr. RYNARD: This is one thing that I think should be. 

Mr. MacIverR: We can easily find that out, but I can tell you that in our 
appendix B it shows you what assistance each province is giving, in prescription 
drugs, other care items, equipment and in-hospital requirements. It varies across 
the country. In Nova Scotia, for instance, there is no formal assistance, as such. 
But many of these parents or patients who have this problem, that cannot buy 
the drugs—and these children need the drugs to keep them alive—are given 
assistance. It would be the same as any other welfare case that needed 
assistance; the municipalities will step in if the province has not. 

Mr. RyNARD: Mr. Chairman, I feel that in some way or another this should 
be treated in the same way as insulin is now treated, and cancer-controlling 
drugs, and cancer drugs which help arrest the disease. I would think that this 
should be an aim and an objective as in pure welfare departments. I am just 
suggesting this, maybe I am wrong. It is still not clear. I see in Alberta they 
purchase Ilosone, albamicin, orbenin, penbritin, but in Saskatchewan they are 
free. I do not know what the situation is even in my own province. It is done 
through welfare; is it not? 

Mr. MacIver: In Ontario? There is a grant from the federal government 
and the provincial government to the Crippled Children’s Association, but 
everybody is not receiving assistance from the Crippled Children’s Association 
in this province. It boils down to a means test. 

Mrs. Rweout: Mr. Chairman, I would just like to get one thing clear in my 
own mind. You present your brief because you are concerned about the high cost 
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of drugs; I am sympathetic to your problem, I have met with some of your 
representatives on behalf of the Minister of National Health and Welfare, and it 
is my understanding that this disease—cystic fibrosis—is comparatively new in 
diagnosis. Although children have been born with it for many years, it was never 
really known what was wrong. Consequently, you people have been pioneering 
in that your Foundation has tried to help people with early diagnosis of the 
disease and you have proven that children can have a longer life, and lead quite 
a normal life provided the disease is diagnosed early. If it is, it means the drugs 
have to be administered early, and this is a great hardship to parents, because I 
am sure in some cases there is more than one child in the family who has the 
disease, is this correct? 

Mr. MAcIveErR: That is correct. There is a family here in Ottawa that has four 
out of their five children that are inflicted with this disease, and this is just an 
impossible burden for them, financially. 

Mr. ORLIKOW: Where would that family get any assistance from? 


Mr. MAcIver: They are receiving some assistance I believe, from the Crip- 
pled Children’s Association. 


Mr. ORLIKOW: From where? 

Mr. MAcIvER: From the Crippled Children’s Association. 

Mr. ORILIKOW: Well, where would they get their prescriptions filled? 
Mr. MAcIveER: Well, I think Dr. Park can answer that. 


Dr. J. M. Park (Ottawa): This family has private insurance too, which 
helps, but they—like so many families in Ontario, particularly—obtain their 
drugs at cost through the hospitals here. We have a special arrangement with the 
local hospitals here to provide these drugs at cost, plus 10 per cent handling 
charge, and they are prescribed through the clinic. 


Mr. OrLIKow: I think all members of the Committee will be very sym- 
pathetic to the recommendations contained in the brief, although a large number 
of them really have nothing to do with the purposes for which this Committee 
was set up. It does seem to me, aside from the income tax exemptions, and aside 
from taking the sales tax off prescription drugs, and so on, that this organization 
could serve a very useful purpose if it could help make arrangements that all 
the people who have this problem could get their prescriptions filled at some 
hospital dispensary. Because it seems to me pretty obvious that this is not a 
short-range thing; this is virtually a permanent— 


Mrs. RipEoutT: I did not put my question, Mr. Orlikow. I was trying to lead 
up to that point. Excuse me for interrupting you, Mr. Orlikow. If I am correct, 
you have a project right now under which you are trying to get hospitals to 
provide a room where children can be examined and diagnosed. Is this correct? 


Mr. MAcIver: Oh, yes; we have treatment centres across the country, and 
we are trying to establish more of them. 


Mrs. RIDEOUT: So that with early diagnosis you feel that these children will 
have an opportunity to— 


Mr. MaclIver: Yes; and until very recently there was no way of testing 
parents to determine if they were carriers of this disease. But there was an 
announcement recently in the paper that there has been a discovery made in the 
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United States; that there is now a test available that they can predetermine if 
parents are carriers. This will be a marvelous thing in itself. 

Mrs. RIDEOUT: But is it not possible for these people to get their drugs at the 
hospital, where they certainly can get them much cheaper? 


Mr. MaclIver: If they attend the clinics, and only if they attend the clinic. 


Mrs. RipEouT: Is this another reason why it would be a great advantage if 
you were able to set up these clinics across the country? 


Mr. MAcIvER: Yes, a very great advantage. There is a great problem here, 
because of the geography of our country; people are not always living close toa 
large centre, where the treatment clinics are and where the majority of the 
hospitals are. So that there is travelling involved, and it is a problem. But there 
is an inequity in the treatment across the country as far as the cost of drugs is 
concerned. 


Mrs. RIDEOuT: Would it cost a family about $30.00 a month for drugs, if they 
had one child who is affected. 


Mr. MAcIvER: Well, it depends on the drug they are on. The treatment varies 
from province to province, and also city to city and doctor to doctor, and child to 
child. It can go from as low as $10.00 a month, as some of the families have 
indicated, up to $300.00 a month. 


Mrs. RIDEOUT: Even some families who are forced to use the welfare services 
might not be able to have the proper amount of drugs required to look after the 
child. 

Mr. MaclIver: Well, I do not think any child will go without the proper 
amount of drugs. If it is necessary, drugs will be found for them in some way. 

Mrs. RIDEOUT: Thank you, Mr. Chairman. 

Mr. Howe (Hamilton South): Does this Foundation in any way provide 
drugs? I mean do you have a set-up where you can provide drugs for people that 
are unable to purchase them? 

Mr. MAcIver: No. 

Mr. Howe (Hamilton South): So you serve no function in this regard, I 
mean your actual function is to disseminate the information that you have on the 
disease. 

Mr. MAcIveER: We do provide equipment, the therapy equipment. When I say 
we provide it I mean we go out and find the money to buy it for the local 
chapters. 

Mr. Park: Some of the local chapters will buy drugs for needy cases. 


Mr. MacIver: That is right; they will step in, but we are not geared as a 
drug-providing organization; this is not our purpose at all. 


Mr. Howe (Hamilton South): You act as a central cupboard for these 
machines, and lend them out to cases who need them? 


Mr. MAcIver: That is right. 

Mr. Howe (Hamilton South): And your main function in coming here is an 
attempt to get a federal grant, as far as drugs are concerned, to the provinces to 
lower the price to the patient rather than an interest in lowering drug prices per 
se. 
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Mr. MacIver: That is correct. We felt that if it was handled from the federal 
government down through the provinces the cost of the treatment would equal- 
ize throughout the country rather than have the great inequity that occurs at the 
present time. 


Mr. Howe (Hamilton South): The lowering of the over-all cost of drugs 
would be helpful in either case, would it not? 


Mr. MAcIveER: Very definitely. 
The CHAIRMAN: Mr. Orlikow. 


Mr. ORLIKOW: Mr. Chairman, I just have one question. I wonder if the 
organization has considered or would consider the possibility and the advisability 
of the organization acting as a purchasing agent for people who are in these 
difficulties. First of all, you could buy the drug. I know that you mentioned in 
your brief that there is a variety of drugs, but there are still probably not more 
than a dozen. They could be bought in bulk, in quantity, which would 
reduce the price. Secondly, you could probably settle on generic brands which 
would reduce the price. Thirdly, if you did it co-operatively, I think there would 
be a very large saving on behalf of the people who are undoubtedly in the very 
difficult position which you outlined so eloquently in your brief. 


Mr. PARK: In Ontario, this is in fact being done to all practical purposes 
under this scheme whereby the federal and provincial governments combined to 
provide a drug fund. This, as has been mentioned, has been administered 
through the Crippled Children’s Society, and they pay for drugs which are 
dispensed through the various hospitals in all the big centres in Ontario. But, 
because they are the one central agency administering this, a great deal of work 
has been done in the past few months to standardize the cost of drugs and the 
drugs that are being prescribed. Consequently, although these drugs are pre- 
scribed through the various hospitals, they are all bought in bulk, and they are 
largely prescribed by generic name, purely to keep the cost down to a minimum, 
and because there is this one central agency that is virtually paying for them in 
Ontario. My personal feeling is that if this sort of scheme could be extended 
through the country as a whole, this would work very well. Each centre has its 
own particular problems, but we have found, in working with the Crippled 
Children’s Society in administering this fund, it is quite easy to get in touch with 
the various drug companies that make the particular drugs that we use to a large 
extent, and we buy these drugs in bulk and we get special rates as a result. If 
this sort of scheme could be extended through the whole country I think it would 
make a big difference. 


Mr. MACDONALD (Prince): Mr. Chairman, in reading through your report I 
note you mention that often a succession of drugs is used for a patient, and if he 
becomes immune to one he is put on to a succeeding drug. Are we any nearer 
now to the establishment of a standard drug, that, if it did become standard, 
perhaps this tremendous price differential might be overcome? 


Mr. PARK: No; there are certain drugs which are standard and appear to 
have every prospect of remaining so. These are the drugs that supply the 
pancreatic deficiency; and it would appear from our experience over the last few 
years that these will remain this way almost indefinitely. But it is in the field of 
antibiotics,—and this is what I think you are referring to—that we have to 
change. As you well know, the various germs and infections tend to build up a 


Dec. 8, 1966 DRUG COSTS AND PRICES 1667 


resistance to different antibiotics, and it is for this reason that we constantly 
have to change the antibiotics that are being used by these children. 

I might say that most of these children are permanently on some type of 
antibiotic, and we have to constantly check them to see whether any resistance is 
being built up to the particular antibiotics that they are using, and this very 
often happens and consequently we have to change the antibiotic. As you know 
there are a large number of antibiotics available now; consequently we cannot 
say that a child with cystic fibrosis has to have penicillin and will stay on this 
drug, because this is not so. We have to change them every few months, very 
often, and this means that we have to draw on quite a wide range of drugs in this 
field to supply these children. Nevertheless, there are so many children being 
treated now that we still buy these antibiotics in bulk now and we find this is 
practical. However, I cannot say that they will remain this way; there are always 
new antibiotics coming out, and it seems unlikely at the moment that we will 
ever come across one particular antibiotic that will be the answer to this. We will 
continue with this, so there will be change in this field. 

Mr. MAcDoNALD (Prince): Am I also right in saying that there is no known 
cure or relief from this particular disease. 

Mr. Park: No; this is one of the so called inborn errors of metabolism. These 
children are born with this disease; the exact cause is unknown, though we know 
it is a defect in glandular function in the body. It is rather in the same category 
as diabetes. The basic underlying cause of diabetes is still unknown, although we 
know it is a deficiency in insulin amongst other things. But what I am trying to 
get at is that this is something that an individual is born with, and until the 
cause is discovered they have it for life and they need treatment for life. The 
measures that we have been outlining in the form of drugs and equipment and so 
on, if you like, are purely palliative; mind you, they make the difference between 
life and death in a child. But they are purely palliative; you are treating the 
symptoms and keeping them going; you are not curing them. This is why they 
have to continue with this rather elaborate and expensive treatment into adult- 
hood and for life, so far as we know. 

Mr. MacDona.p (Prince): You mentioned to us there has been an extension 
of the life expectancy. 

Mr. Park: Yes; this disease was discovered just over 20 years ago, and it is 
in the past 10 to 15 years that this more elaborate and effective treatment has 
been developed and as a result this has entirely altered the picture. Before this 
present day treatment was in use for these children, more than 50 per cent of 
them died before the age of 5 years and the remaining 50 per cent usually never 
reached the teen years. In other words, when a child was diagnosed as having 
cystic fibrosis, before this treatment was instituted, you could tell the parent, this 
child will not grow up. Today, with this treatment, particularly if it is diagnosed 
early and started from the beginning, as has already been mentioned, these 
children lead a normal life; they go to normal schools; they participate in all the 
normal activities and we now have individuals in the mid twenties who are 
working, holding down ordinary jobs and even raising families, and leading to 
all intents and purposes, a normal life, apart from the fact that they have to 
continue taking their drugs. 

Mr. MacDonaL.p (Prince): With respect to raising families, would the person 
who has cystic fibrosis be more likely to have children with cystic fibrosis than a 
normal person? 
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Mr. Park: They stand double the normal chance of having children with 
cystic fibrosis. Let me put it this way, if a normal individual,—yes this would be 
it—two carriers of the disease would stand a chance of one to four of their 
children developing cystic fibrosis. If a person with cystic fibrosis married a 
carrier, all their children would have cystic fibrosis, but they would stand a 
double chance if they married another individual who probably was not a 
carrier. 


Mr. MAacDona.Lp (Prince): A person could be a carrier and not have the 
symptoms, himself or herself? 


Mr. PARK: That is so. 


Mr. MAcLEAN (Queens): In Appendix B I notice that in the case of Ontario 
and Saskatchewan the federal government pays a matching grant to a grant 
which is put up by the provincial government in each case, this would not seem 
to be so, from Appendix B—although I have only scanned it briefly—in the 
other provinces. Now, is this because of a special program initiated by the 
federal government on an experimental basis with Ontario and Saskatchewan, or 
is it a lack of initiative on the part of the other eight provinces. 

Mr. McKENZIE: I believe, sir, that this formula is available to all provinces, 
but it is only being utilized by these two you mentioned. 

Mr. MAcLEAN (Queens): This is what I am going to find. So that in the case 
of the other 8 provinces if they took certain steps, they too presumably would 
qualify for a grant from the federal government. 


Mr. McKENziE: That is correct. 


Mr. MAcLEAN (Queens): The other question I was going to ask was the one 
that Mr. MacDonald asked, but perhaps I might pursue it a little further. As time 
goes on, and children now with cystic fibrosis live a more or less normal life 
span, the incidence of the condition will increase, statistically? 


Mr. PARK: Yes, this is so, and of course it applies to a lot of these genetic 
disorders, including diabetes. If you are going to help these people survive, the 
indicence is bound to go up. 


Mr. MACLEAN (Queens): This is, I take it, a recessive gene and it takes two 
carriers. 


Mr. PARK: That is right. 


Mr. LAIDLAW: I understood Dr. Park to say, Mr. Chairman, that large drug 
purchases which he is aware of, are made under the generic name. Am I correct 
in that assumption? 


Mr. PARK: Well partly so. In some instances, particularly with the pancreatic 
extracts, we find that one particular drug company will manufacture a better 
product from our point of view than another, and so we prescribe that, but from 
the point of view from of antibiotics, by and large, we order by generic names. 


Mr. LAIDLAW: Dr. Park, has your Foundation had any uneasy experiences 
because of the safety features, or the safety of using say, generic named drugs 
rather than brand named drugs? Have you had any bad experiences in this 
connection; are you aware of any? 


Mr. PARK: I am not aware of any, no. I mentioned all these drugs are 
ordered through the hospitals, and I think they are very careful naturally with 
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their suppliers, but I cannot really answer this, I have no experience of this, and 
I have never heard of it. 


Mr. BRAND: I just wanted to ask if you have had any offers of help from the 
Canadian Pharmaceutical Association in the purchase of drugs. 


The CHAIRMAN: The Pharmaceutical Association or Pharmaceutical Manu- 
facturers Association? 


Mr. BRAND: The Pharmaceutical Association, that is the druggist, the retail 
druggist. 


The CHAIRMAN: Thank you. 

Mr. MacIver: No, we have not been approached. 

Mr. BRAND: How about the Pharmaceutical Manufacturers Association? 
Mr. MaclIver: No, not that I know of. 


Mr. BRAND: How about the manufacturers of the tents and the nebulizers, 
and all this jazz. 


Mr. MAcIvVER: We get co-operation from these people. Of course, we have to 
pay for all this equipment, but they do give us a certain degree of co-operation. 

Mr. BRAND: Approximately, how many cystic fibrosis patients would you 
have in the province of Ontario? 

Mr. MAcIveEr: This is only an estimate, but at least 600. 


Mr. BRAND: The reason I asked is that if you have an Ontario provincial 
grant of $125,000, matched by a similar federal grant of eats 000 for 600 pa- 
tients, I wonder where the money goes. 


Mr. MaclIver: That $250,000 is not enough this year. It will not be enough 
this year. 


Mr. BRAND: Now, that is what I was wondering, where is the money going, 
this quarter of a million dollars? How much of it would go, for example, towards 
helping the patients? 

Mr. MaclIver: All of it. 

Mr. BRAND: It does not go to research? 


Mr. MaAclIver: Oh, no. This is all for drugs primarily, and handling equip- 
ment as well. 


Mr. BRAND: I see, you would like to see, I presume, more federal assistance. 
Mr. MAcIvER: Yes. 
Mr. BRAND: You made a few specific recommendations here. 
The medical care insurance program should also include coverage for 
expense of all prescribed drugs including nutritional supplements. 
You are referring to the new medicare act that is coming in, I presume. 
Mr. MacIver: That is correct. 
Mr. BRAND: July 1, 1968, is it? 
Mrs. RIpEOuT: Now, Dr. Brand! 
Mr. BRAND: I just asked a question; that is all. 
The CHAIRMAN: That was a statement: that was no question. 
Mrs. RIDEOUT: It was not a question. 
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Mr. BRAND: Rhetorical, perhaps. 

The CHAIRMAN: Rhetorical, did you say? 

Mr. BRAND: I wondered about this reference to all prescribed drugs. The 
experience of some countries in putting this across the board has been prohibi- 
tively expensive. 

Mr. MacIver: Would you care to comment on this, Dr. Park? 

Mr. Park: Which? 

Mr. MaclIver: No. 4 on page 16. 

Mr. Park: Yes; actually, we find that there is less need for this except in 
some of the poorer families, the indigent families, actually. Nutritional supple- 
ments are tending to become less important, now that we are improving our 
treatment of the pancreatic deficiency. These children suffer from mal absorption 
control, they were not able to digest the food adequately, so we had to give them 
protein substitutes—supplements rather, and also extra vitamins. Now, this we 
find is important where the general diet of the family is poor; but in the average 
family of average income, it is not as important as it was. But I might mention 
here that these children, because of their poor absorption of food, require double 
the normal vitamin intake, so we have to give these children vitamin supple- 
ments, and these are not paid for by any grant. We have to buy these. 

Mr. Branp: Are you familiar with the proposal by the Canadian Phar- 
maceutical Association to take drugs at cost and add a dispensing fee. I wondered 
if your association had looked at this to see whether this will be of any benefit. 

Mr. MAcIvER: We have not as yet examined this. 

Mr. BRAND: They suggest I know in their brief—that this would save a lot 
of money, particularly in the expensive drugs, but it is the amount you use 
which is expensive rather than the— 

Mr. Park: These antibiotics are expensive, particularly the new ones. 


Mr. BRAND: But it would save some money along these lines, would it not 
but not over getting it through the hospitals. 


Mr. MacIver: No not really, the hospitals purchase in such large quantities 
that they get a far better price than anybody else can. 


Mr. BRAND: Is this true right across the country, that you can buy them from 
the hospitals? 


Mr. MAcIvER: No, oh, no; just where there are treatment clinics; this is 
basically the only place where it happens. 


The CHAIRMAN: I should point out that if you buy the drugs through the 
hospitals you are not paying the 11 per cent federal sales tax anyway, since the 
hospitals are exempt from that tax. 


Mr. Howe (Hamilton South): Would there be any hope of being able to buy 
all your drugs from the hospital pharmacies even for those patients who do not 
live near a hospital, and have a supply for them, I mean through your voluntary 
organization; would this be a feasible answer to some reduction in price? 


Mr. MacIver: Yes; this is possible. 


Mr. HowE (Hamilton South): I mean hospitals themselves would allow this 
if an organization were to purchase from them, possibly at their cost, because 


I am sure they are not interested in making money within the hospital struc- 
ture. 
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Mr. Maclver: I cannot answer for all hospitals. Dr. Park can answer for his, 
but I know that in a particular case in Hamilton the hospital insists that anybody 
who purchases drugs through the hospital must attend the clinic. In other words, 
there are some people who are living in one area, say, for example, Hamilton, 
but they are going to Toronto for the treatment of the child, so they cannot 
purchase the drugs in Hamilton. If they go to the Toronto hospital they get the 
drugs at hospital cost. 

Mr. Howe (Hamilton South): The hospital would not allow you, as an 
organization, to purchase sufficient quantities, let us say, to cover six months or a 
year, and allow these to be sold at your cost to the individual patients, wherever 
they may come from, provided they are in a cystic fibrotic condition that you 
look after. 


Mr. MAcIvER: We have not investigated that area. I think there are problems 
involved, with an organization like ours, purchasing drugs. 


Mr. BRAND: Have you approached any of the manufacturing companies to 
see whether you could make a deal, as an organization? 


Mr. MAcIverR: We did many years ago when we were much smaller than we 
are now, and we did not have much sucess at that time, and we have not gone 
back at them. 


Mr. McKENZIE: There is a problem involved here, in that all of the C.F. 
children, of course, are under the care of different doctors who have different 
concepts of what that treatment should be, and this concept varies in every 
province and also in every particular area. Therefore, if the foundation were to 
maintain a drug bank of sorts, we would be faced with the problem of having so 
many different individual drugs, because it still depends on the physician who is 
in charge of the individual patient as to what shall be the treatment for that 
patient. 


Mr. BranpD: Do you not think that if you circularized the doctors who are 
treating these and pointed out that certain drugs were available that you might 
obtain that certain degree of co-operation from these physicians? I mean it 
certainly happens in hospitals; I do not see why it should not happen any place 
else. 


Mr. MAcIvER: But you have to get the drugs in the first place. 


Mr. BRAND: Well, yes, that is true. How much federal funds now go towards 
research for cystic fibrosis? 


Mr. MAcIVER: None. 


Mr. BRAND: None. I am sure the Parliamentary Secretary to the Minister 
will take note of that. 


Mrs. RipEouT: She has been making all kinds of representations, too. 
Mr. BRAND: Good for her. 


Mr. Howe (Hamilton South): Would you draw the conclusion that the 
Pharmaceutical Manufacturers Association is not necessarily a philanthropic 
group, but were rather out to make money. 


Mr. MaclIver: What is the question? That is a kind of loaded question. 
Mr. Howe (Hamilton South): It does not need to be answered. 
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Mr. BRANpD: I could ask the same question about the druggists then, if you 
want to cover the whole field, since you have received co-operation from neither 
group obviously, which rather surprises me, quite frankly. 

Mr. MAcIvER: Well we have received co-operation in a small degree, let us 
put it that way. 

Mr. MAcLEAN (Queens): Have you any information on what the situation is 
in other countries, such as the United Kingdom or the United States with regard 
to cystic fibrosis. As a background question to this, is the incidence of this 
condition about the same all over the world, or are certain racial groups more 
inclined to be carriers of this condition than others? 

Mr. ParK: The so called Caucasian group are the main carriers; in other 
words, the white races, also some of the orientals. It is very low in oriental 
groups, and very low in negroes. The white races, so far as we can tell, are the 
predominant group. Though, I might add here, that, of course, it is the white 
races that have had the most thorough investigation and treatment along these 
lines. I think in some of the so called underdeveloped countries, if you were to 
look for these diseases you might find them, but this I do not know. At the 
moment from the present statistics available, it is predominantly a disease of the 
Caucasian race. 

Mr. MacIver: If I may answer the first part of your question, the first 
organization that was formed was in the United States, and our organization was 
the second formed. We were the second country to form a Cystic Fibrosis 
Foundation, and it is only very recently—the last three years—that it has spread 
to Europe, England, some countries in Europe, and Australia. So that they are 
just in their very infancy in these countries. We are further ahead than they are. 
There is now an international organization and it has only been meeting 2 years. 

Mr. MAcLEAN (Queens): There are no specific programs in the United 
States, for example, that you have studied and recommend that Canada should 
copy? I am thinking of special methods of relieving the financial burden on 
families with this condition. 


Mr. MAcIver: No, and again, I think it varies from state to state. 


Mr. MacLEAN (Queens): One other final question: Is there any noticeable 
variation in the difficulty of treatment with regard to the areas in which people 
live? In other words, is the disease worse, the condition worse, in cities where 
there is air pollution, and so on. 


Mr. MAclIver: I should think Dr. Park could answer that question. 


Mr. Park: My impression—and it is only an impression—is that there really 
is no difference. If a child is being adequately treated the degree of air pollution 
that we get in this country, I think, makes virtually no difference. I think, 
perhaps, in a child that was not adequately treated—and there are still, I am 
afraid, quite a number of these, particularly in the outlying areas—this might 
make a difference, but my impression is really no. 


Mr. BRAND: Have any of the provinces got a program which would satisfy 
you as far as the provision of drugs is concerned? 


Mr. MaclIver: I am sorry, I did not quite catch what you said. 


Mr. Branp: In any of the provinces do you find a provision relating to drugs 
and therapy particularly as far as cost is concerned, that you would like to see 
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in every other province of Canada? In other words, is there an ideal province in 
this group? 

Mr. MaclIver: Well, in Manitoba, of course, all care expenses are taken care 
of by the provincial government. 

Mr. BRAND: Purely provincial grants; is that right? 

Mr. MaclIver: Purely provincial, yes. 

Mr. BRAND: What about Saskatchewan; it seems to pay quite a bit, too? 

Mr. MAcIver: Saskatchewan has taken care of most of the costs involved. 
Saskatchewan and Manitoba are the provinces that are leading in this field. 


Mr. Branp: They are leading in many areas, too, you would agree, of course. 
The CHAIRMAN: Dr. Brand, you simply had to throw that in. 


Mr. BRAND: Tell us about New Brunswick, Mrs. Rideout. Tell us about New 
Brunswick. It says here ‘no formal assistance, no formal assistance, no formal 
assistance’. 

The CHAIRMAN: Any other questions? 


Mr. BRAND: I was not posing a question there; I was pointing out the situa- 
tion. 


The CHAIRMAN: Are there any other questions of the witnesses? 


Mr. BRAND: Well, I would just like an overall impression from the group 
here. It is a rather depressing impression I get from your attempts to obtain 
assistance. This seems to be the overall impression. Mrs. Rideout has given that 
impression as well; she has been making representations; is that not right? And 
this rather disturbs, I am sure, the whole Committee. I refer to the difficulty you 
are having. 

Mr. MaclIver: Well, I think it is probably depressing in the area that you 
mentioned, primarily because it is such a relatively new disease, on to put it that 
way very few people know about it; we have difficulty getting through to people 
that this is a very serious problem. 


Mr. Branp: You have difficulty in getting through to the government. 

Mr. MAcIver: Oh, yes we have that, but this is improving. This is improving 
as time goes on. 

Mrs. RipEouT: Mr. Chairman, this is just for the record and for Dr. Brand’s 
information. Am I correct, gentlemen, in saying that representatives of your 
Foundation did meet with the officials of the department very recently? I do not 
know the results of the meeting, but I would hope that it was a start, and I feel 
that this is encouraging. 

Mr. McKENZIE: Yes, meetings were held with the Department of National 
Health and Welfare, the Minister and Mrs. Rideout. We, as a Foundation made a 
presentation involving the establishment of care, treatment and research centres 
at all medical centres across Canada, and this is still in the discussion stage. 

Mr. BRAND: This is more for research and the treatment centres, primarily. 
You have made no representation regarding additional funds for drugs—provi- 
sion of drugs, and things of that nature. 

Mr. McKENZIE: Not specifically, no. 

Mr. Howe (Hamilton South): Mr. Chairman, may I make the suggestion 
that although this is not truly within our terms of reference that we print this 
brief if it has not already been arranged for. 
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The CHAIRMAN: We have already agreed to do so. 

Mr. Howe (Hamilton South): So that it can be considered along with our 
recommendations. 

Mr. RYNARD: Well, I was just wanting to ask a question Mr. Chairman. Have 
you statistics on how many cases are treated and are then able to carry on for 
indefinite periods without treatment? You give the impression perhaps, that they 
all have to be treated continuously, and this I think is the wrong impression, if 
our records on that are accurate. 

Mr. Park: Mr. Chairman, this is a matter of degree. This is a peculiar 
disease in that it has a very wide spectrum, if you like, of involvement. Some 
children will have mild involvement of their pancreatic glands and no chest 
involvement, while others will have chest involvement and nothing else. And 
you can have all degrees between these two, including the most severe cases in 
which both are involved. Some have sinus involvement, and so on. Consequently, 
you can get a number of cases that are very mildly involved, and these need—if 
you like—minimum treatment. Nevertheless, it has been our experience that 
these children do need some form of treatment, even if it is minimum, and more 
important, of course, supervision on a permanent basis. But I do not know of any 
child with cystic fibrosis who needs, no treatment whatsoever. They may need 
just one drug, but they do need something. 


Mr. RyNarpD: Do you mean they would have to be given one drug pretty well 
continuously? 


Mr. PARK: Yes. 


Mr. RYNARD: We have one that has got along very well, and this is a very 
hopeful aspect. This kiddy was in the Sick Children’s Hospital, and I think has 
gone along for something like two years now without treatment. 


Mr. PARK: Well, this is a very fortunate and rather exceptional case. It does 
happen, I agree, but nevertheless these children do need treatment from time to 
time very likely, and they need very careful supervision, too, because they are 
on the knife’s edge, as it were; they can very easily go over. 


Mr. RyNaArD: That one would have been a chest case by the way, too. It 
started out with mucus and pneumonia and was treated for about 10 days and 
was gradually getting worse when they felt that they had a problem, and the 
kiddy went to the Sick Children’s Hospital. 


Mr. PARK: I might say that I am a little surprised that they have no 
treatment at all. It has been our experience that even in these good cases, in 
order to maintain them in good health, we often have to keep them in mist tents 
at night as a prophylactic measure, if your like. 


Mr. RYNARD: She runs around as a normal child. I do not know how long this 
is going to last, but she goes back every once in a while for a check-up. 


The CHAIRMAN: Any other questions, gentlemen, madam? 


Mr. BraAnpb: While I agree with all the recommendations here, and with the 
intent of them, I just wonder, from the immediate point of view, if there is an 
answer in here as to what you can do to provide additional assistance. I really do 
not see that there is an immediate answer to some of these problems in your 
recommendations, and I wonder if there is not some other way in which it could 
be set up. I do not know, perhaps you have a suggestion. This does not seem to be 
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an immediate method of making provision of drugs for these children across 
Canada on an equitable basis, as you say in your brief. I mean they are all very 
general things; there is nothing very specific here. 

Mr. MAcIVER: We are certainly open for any suggestions. 

Mr. Branp: I do not think I have any other then those you have. 

Mr. RyNnarD: Well Mr. Chaimran I will come back to my original statement, 
I do not see why this could not be provided as we are providing drugs now to our 
cancer cases, to our diabetics and others. 

Mr. MaAcIver: This we would appreciate. 

The CHAIRMAN: Just for clarification, cancer patients and diabetics are dealt 
with really differently. Diabetics can get their insulin through municipal green 
sheets; but the pills, and so on, of cancer patients, come through the cancer 
institute, do they not? They really are not dealt with the same; they are dealt 
with quite differently. 

An hon. MEMBER: This is so. 

The CHAIRMAN: Are there any other questions or comments? If not we 
would like to thank the gentlemen who have come before us this morning from 
the Cystic Fibrosis Association, and we thank Dr. Park, Mr. McKenzie and Mr. 
MaclIver very much for making the presentation today, and we wish you every 
success in your association. 

Mr. MAcIver: Thank you. 
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CANADIAN CYSTIC FIBROSIS FOUNDATION 
Officers—1966-67 


Norman J. Bennett, Montreal President 
W. J. Hardy, Ottawa Past President 
Callum Maclver, Hamilton Ist Vice-President 
Jeffrey A. Skelton, Montreal 2nd Vice-President 
Frank Leier, Francis, Sask. 3rd Vice-President 
Appointed Officers 
Mrs. R. W. Vickery Halifax Secretary 
C. R. Ivey, Toronto Acting Treasurer 
W. Mac McKenzie, Toronto Executive Director 
Peat, Marwick, Mitchell 

& Company, Toronto Auditors 
Board of Directors 
Ronald Bemrose Oromocto, N.B. Regional Director 
Frank R. Hubley, Halifax Regional Director 
Mrs S. Goldstein, Montreal Regional Director 
Guy Lesage, Hull Regional Director 
Merlin Jutzi Kitchener Regional Director 
Lyle G. Blackwell Ottawa Regional Director 
Jack J. Dempsey, Winnipeg Regional Director 
Frank Leier, Francis Regional Director 
Bernard Heine, Carstairs, Alta. Regional Director 
Jack J. Cowie, Vancouver Regional Director 


Directors-at-Large 


Norman J. Bennett (as above) 
Jack J. Delaney, Toronto 

C. R. Ivey, (as above) 
Callum MaclIver, (as above) 
Jeffrey A. Skelton, (as above) 


The Canadian Cystic Fibrosis Foundation is appreciative of the opportunity 
to present its story to the Special Committee, and to outline how financially 
crippling a chronic illness such as cystic fibrosis can be. 


CANADIAN CYSTIC FIBROSIS FOUNDATION 
History 


The Canadian Cystic Fibrosis Foundation was organized in 1958 and incor- 
porated in 1960. The Foundation was organized by parents of children afflicted 
with cystic fibrosis, interested citizens and members of the medical profession 
who undertook the task of establishing the Foundation to bring to the attention 
of the public the seriousness and enormity of the problem. 

Since the establishment of the first Chapter in 1959, the Foundation has 
grown in size very rapidly. The Foundation has become truly national in scope, 
with twenty-two established Chapters, representing areas in every province 
from Victoria, B.C. to Halifax, N.S. 
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In the early years of the Foundation, all work and activities of a varied 
nature were done by willing volunteer aid. As each succeeding year passed, the 
problems of organization became more complex and too vast for volunteer aid to 
handle. Eventually it became necessary to seek assistance of a professional 
nature. The foundation arranged an affiliation with the Canadian Rehabilitation 
Council for the Disabled, from whom professional guidance and administrative 
assistance was obtained. 

This association lasted for a few years, until the growth and development of 
the Foundation had broadened to such an extent that permanent administrative 
personnel were required whose sole duties would be to assist the volunteer 
members in the aims and program of the Canadian Cystic Fibrosis Foundation. 
This administrative office is located at 1 City View Drive, Rexdale, Ontario. 


Budget 


The first budget in 1960 and the budget set in 1966 further illustrates the 
rapid growth of the Foundation. 


In 1960 the Foundation budgeted for $25,000.00, the bulk of the money going 
towards assisting parent members in the purchase of therapeutic equipment. 


In 1966 the Foundation has budgeted for $438,800.00, a copy of the budget is 
enclosed. An amount of $100,000.00 for research and support of care and treat- 
ment centres is included, of which $63,000.00 is already committed for this year. 
Please note also that we have budgeted to commit the Foundation for an 
additional $250,000.00 for Care, Research and Treatment Centres in 1967. Each 
year we have set higher goals for the Foundation to attain. We do not always 
reach the magic figure, but we come close. 

The Medical Advisory Committee of the Canadian Cystic Fibrosis Foun- 
dation determines the size of each grant to be offered and the Hospital or 
University where the research is to be carried out. 

It is the role of the Foundation to provide the essential medical and lay 
leadership for the overall direction and co-ordination of the research program. 
Such co-ordination avoids pointless duplication of effort. 


AIMS AND OBJECTIVES OF THE CANADIAN 
CYSTIC FIBROSIS FOUNDATION 


(a) To link parents together into an organization to enable them to share 
their common experiences and problems. 

(b) To co-ordinate and support efforts in research and diagnosis. 

(c) To disseminate information to an uninformed public of the disease and 
the problems surrounding it. 

(d) To focus public attention and enlist community support for the chil- 
dren suffering from cystic fibrosis and their families. 


CYSTIC FIBROSIS 
The Nature of the Disease 


Cystic fibrosis of the pancreas is a chronic disease of childhood which has 
only been identified since 1938. Since that time the disease has been recognized 
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as the commonest cause of chronic lung disease in childhood as well as one of the 
most crippling diseases affecting children today. 


The exact nature of cystic fibrosis is still not understood. Basically it is 
considered to affect all the mucus-producing glands of the body and particularly 
those in the gastro-intestinal and pulmonary systems. The mucus secretions 
produced by glands in these two systems are thick and tenacious—with the 
result that they block the small ducts which normally carry the mucus away toa 
point where it can be properly excreted. 


In the gastro-intestinal system the result is a failure to digest foods ade- 
quately, causing failure of normal growth. 


In the pulmonary system the result is chronic lung disease. The sticky 
secretions not only interfere with the free passage of air but also trap bacteria 
which in turn produce chronic infection and repeated pneumonia and can lead to 
permanent lung damage. 


Incidence of the Disease 


Cystic fibrosis is an inherited disease in which both parents of an affected 
child, although themselves healthy, carry the defective gene. Statistically about 1 
in every 1,000 babies is born with cystic fibrosis and 1 in every 15 or 20 people in 
the general population carry the gene. This means that more than 500 babies 
born in Canada each year have cystic fibrosis and more than 900,000 Canadians 
carry the cystic fibrosis gene. 


One out of every fifty deaths in childhood is caused by cystic fibrosis. 


If the parents both have the cystie fibrosis gene their risk of having an 
affected child will be one chance in four with each pregnancy. 


Treatment of the Disease 


While fundamental knowledge about the nature of cystic fibrosis is still 
missing, we know that with early diagnosis, vigorous antibiotic treatment, inha- 
lation of materials to cleanse the lungs and the administration of missing 
digestive enzymes, the life expectancy of the victim can be increased and their 
general health improved. 


Until present methods of treatment were developed, cystic fibrosis was 
considered universally fatal under the age of two. Now, however, it is possible to 
treat these children satisfactorily, maintain them in a good state of health and 
prolong their lives considerably. Today there are many young adolescent pa- 
tients with cystic fibrosis who are attending school regularly and a few patients 
have survived to adulthood. 


Early diagnosis is mandatory for the best treatment of this disease. Diag- 
nostic procedures include the sweat test, which is a measure of the salt content in 
the sweat—sweat chloride is abnormal in 99 per cent of children with cystic 
fibrosis. Any chronic chest diseases that are not otherwise explained should have 
a sweat chloride test. New methods of analyzing the salt in sweat include a silver 
electrode by which a direct reading can be done. Recently, a new test has been 
devised for measuring the actual amount of enzymes, namely trypsin and 
chymotrypsin in the feces. This is an accurate way of assessing partial or 
normally functioning pancreas in various cases of cystic fibrosis. 
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X-rays of the sinuses and chest are extremely helpful in making the 
diagnosis. 

Treatment of the gastro-intestinal manifestations of cystic fibrosis consists 
in supplying the missing enzyme by giving pancreatic extract at the time of each 
meal. With this treatment digestion is greatly improved and the poor nutritional 
state is consequently ameliorated. 


Far more involved is the treatment of the pulmonary manifestations of 
cystic fibrosis. In order to facilitate the movement of mucus along the bronchi, 
the patient is required to breathe moisturized air which liquefies the mucus. To 
accomplish this the child must sleep in a mist tent at night. During the day, the 
mist tent pump is used to produce a mist through a mask which the child applies 
to his face for periods of 15 to 20 minutes three or four times a day. Further 
treatment consists of postural drainage exercises. In addition, antibiotics, nose 
drops, anti-histamines and other drugs must be used from time to time. 


For the most part treatment of cystic fibrosis can be carried out satisfactori- 


ly at home. Whenever a child develops a more serious infection it may become 
necessary for him to be admitted to hospital for a varying length of time. 


CARE, RESEARCH and TEACHING CENTRES 


The Canadian Cystic Fibrosis Foundation has incorporated a program to 
provide the funds required to establish Care, Research and Teaching Centres. 
The location of each centre to be established and the timing of its establishment 
is determined by the Medical and Scientific Advisory Committee. 


The composition of the Medical Advisory Committee is truly national in 
scope. The members of the Committee are some of the most highly respected 
men in their profession. 


Medical and Scientific Advisory Committee 


Dr. W. A. Cochrane, Chairman Professor & Head, 
Department of Paediatrics, 
Dalhousie University. 


Dr. S. Israels Professor & Head, 
Department of Paediatrics, 
University of British Columbia. 


Dr. H. Medovy, Past Chairman Professor & Head, 
Department of Paediatrics, 
University of Manitoba. 


Dr. D. N. Crozier Hospital for Sick Children, 
Toronto, Ontario. 


Dr. J. McKee Department of Paediatrics, 
University of Ottawa. 


Dr. M. Belmonte Montreal Children’s Hospital. 
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Under the quidance of the above Medical Advisory Committee, the Canadian 
Cystic Fibrosis Foundation has established Care and Research programs in the 
following areas with continuing financial support. 


Doctor in Charge Location Amount of 
1967 Grant 

Dr. S. Israels University of British Columbia $12,000.00 
Dr. B. Sproule University of Alberta 2,300.00 
Dr. L. Hardy University of Saskatchewan 7,400.00 
Dr. P. Adhikari Winnipeg Children’s Hospital 13,080.00 
Dr. D. Crozier Hospital for Sick Children, Toronto 27,764.00 
Dr. R. Lasalle Hopital Ste-Justine, Montreal 10,000.00 
Dr. M. B. Wise & Montreal Children’s Hospital 8,505.00 

Dr. R. Goldbloom 

Dr. J. Duvenci McGill University 7,037.00 
Dr. W. A. Cochrane Halifax Children’s Hospital 10,000.00 
Total $98 086.00 


The above program, though modest, is a start on a research program. The 
program is organized by the Medical Advisory Committee and they strive to 
eliminate any duplication of effort. Prior to research programs instituted by the 
Foundation, little if any organized research into the cause and nature of cystic 
fibrosis was being carried out in Canada. 


The programs of research that the Foundation is supporting are not confined 
to research into the cause of cystic fibrosis. The program embraces the broad 
spectrum of other respiratory problems. 


The Medical doctors who are heads of the cystic fibrosis clinics throughout 
the country, have broadened the scope of the clinic to embrace patients with 
respiratory problems such as Karthagener’s syndrome, asthma, bronchitis and 
bronchiectasis. Some of the patients with these other respiratory problems are 
using the mist therapy treatment developed for cystic fibrosis patients and have 
shown some improvement. 


Drug Program 


During the early years of the program, the types of antibiotics used by the 
medical profession varied from doctor to doctor. The cost of these drugs also 
varied a great deal. 


One of the severe problems encountered in the use of some of the earlier 
drugs was the gradual building of resistance to the drug until finally the drug 
had to be changed in order to combat infection. Information gleaned from 
parents presented a picture of the medical doctors treating the children, experi- 
menting in a sense, with different types of antibiotics. Criticism of the medical 
profession is not the intention here. The medical profession does not as yet know 
a great deal more of the cause of the problem, but in 5 short years they have 
learned a great deal more about the required treatment of the disease. 


In the period from 1960 until the present time, new and much more effective 
drugs have been developed. One of the best features of the development is that 
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as soon as a child develops an immunity to a drug, a new drug has appeared on 
the market. The worst feature, from a parent’s point of view, is the extremely 
high cost of these drugs. 


Drug Costs 


Another unfortunate feature is the inequity of cost of drugs from coast to 
coast in this great land of ours. The drugs even vary in cost from clinic to clinic 
in the same province, and from drug store to drug store in the same city. Some 
parents do benefit to a small degree in being able to purchase their drugs 
through hospital pharmacies but this again varies from hospital to hospital. If the 
family happens not to live near a large centre (where all the clinics are located) 
and their child gets ill, the cost of additional drugs purchased through a local 
pharmacy at retail prices is catastrophic to the average wage earner. Even at 
hospital pharmacy costs, the burden of these drug costs is beyond the average 
family. 


The Foundation has conducted a survey of its parent members recently with 
respect to the high costs of treatment. The questionnaire forwarded to the parent 
members in all provinces, asked for information with respect to cost of treatment 
including drugs. The questionnaire also requested information regarding extent 
of assistance received by members from governments or other organizations. The 
information gleaned from the questionnaire has proven to be very interesting 
and illuminating to our own Foundation. It should be of interest to the Gov- 
ernment Special Committee from a consumer’s point of view. 


The questionnaire also reveals a great inequity of treatment from province to 
province. 


Some families are receiving complete drug subsidization by provincial 
governments, some are receiving partial subsidization by provincial govern- 
ments, some are receiving no assistance at all. There are many families who 
strive to carry the tremendous financial burden themselves and who do not ask 
for assistance. 


While this demonstrates an admirable spirit of independence, it does place a 
severe strain on family life, financially, emotionally and physically. 


Psychiatric Ramifications 


Until recent years, cystic fibrosis children have not lived into their late 
teens or adulthood. Today, due entirely to improved drugs and treatment, we 
have many children reaching this stage. A very disturbing problem is now 
developing in some of the teenagers—the need of psychiatric therapy. 


Our medical advisors predicted this would happen. This development occurs 
with many handicapped children and is now coming to light with some of the 
cystic fibrosis children. The prognosis for these children is much brighter than a 
few years ago, but their future is not clear. Only research can improve the 
outlook. These children are intelligent, and their reaction to their prognosis is 
understandable, and yet very alarming and troubling to their parents. 
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APPENDIX A 


Shows breakdown of drugs used and costs borne by cystic fibrosis families in 
each province. The case histories shown are typical with the exception of the 
family in Ontario with four cystic fibrosis children. 


APPENDIX B 


Illustrates assistance provided in each province whether it be governmental 
or private. 


Note under Appendix B that there are many different types of vitamins 
required in the treatment of cystic fibrosis, the costs of which are not paid by 
any of the provincial bodies. The propylene glycol and distilled water used in 
the mist tent in which the children sleep, while not very expensive, are an 
additional burden. 


Subsidiary costs 


Food costs are higher because cystic fibrosis children cannot eat certain 
foods and are usually on a high protein diet. Many families live in areas that do 
not have a clinic and are further burdened by bus, train or plane fare to the 
clinic in the larger centre. These trips normally have to be made every two 
months. Additional costs on out of town trips to clinics are incurred by the eating 
of meals in restaurants and hotel accommodation if it becomes necessary to stay 
overnight, as often happens if clinicians decide further tests have to be taken. 
Very often, the father in the family must take time off from work to accompany 
the child or children to clinic as the mother must stay home to look after other 
children. This can also be a loss in income to the family, depending upon the 
nature of the parent’s work. 


A further additional hidden cost is the increase in hydro cost, estimated at 
approximately $10.00 per month. This cost occurs because of the necessity of 
running a compressor (or compressors) all night long to produce the mist in the 
therapy tent where the child sleeps. 


Cystic fibrosis has a deteriorating effect on the teeth of many children. The 
teeth discolour and decay requiring approximate yearly costs of $60.00 for dental 
treatment. 


By way of comparison the comparative net incomes are shown of a cystic 
fibrosis family and non-cystic fibrosis family in same income bracket—say 
$6,000.00, with two children. We will use costs for one cystic fibrosis child. 


Non-C/F C/F 
Gross Income $6,000.00 $6,000.00 
Aliowable tax deductions 2,600.00 2,600.00 
Net Income 3,400.00 3,400.00 
Allowable tax deductions 100.00 
Medical expenses in excess of 3% of income 1,020.00 
Net taxable income 3,300.00 2,300.00 


Tax on taxable income 453.00 302.00 
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Pharmaceutical Association statistics show that the average Canadian 
spends a maximum of $10.00 a year on prescription drugs. 


The non-C/F family spends 4 x $10. = $40.00/year on drugs. 

The non-C/F parent after taxes has $6,000. — ($453.-+ $40.) = $5,507.00 to 
feed, clothe, etc. his family. 

The C/F parent after taxes has $6,000. — ($302. + $1,200.) = $4,498,00. 


Note: Obviously, the C/F parent, because of the income tax inequity, cannot 
support his family to the same extent as the non C/F parent. 


The unfortunate C/F family has $1,000.00 less income on which to live than 
his equivalent without a C/F child. The previously shown figures are calculated 
on Ontario residents. Provincial taxes in some other provinces are more severe 
and make the situation worse. 


A Pharmaceutical Association-sponsored study showed that only 1.4% of all 
prescriptions dispensed in Canada were over $10.00. If this statement is correct 
then illnesses such as cystic fibrosis which require expenditures upwards of 
$1,000.00 must be an infinitesimally small proportion of the 1.4% referred to 
above. 

Truly, cystic fibrosis can be classed as a catastrophic illness, and as such 
deserves and should be given special and immediate attention by the Federal 
Government. All other illnesses that fall into the same catastrophic category, due 
to a heavy financial burden imposed on a family, deserve the same special 
consideration. 


Conclusion 


In conclusion, the Canadian Cystic Fibrosis Foundation wishes to state that: 

(a) We are grateful that the drugs necessary to prolong the children’s 
lives are available. 

(b) We place no blame for high costs of cystic fibrosis drug treatment on 
other than sheer abnormal quantity of expensive drugs required. 

(c) Frankly, we are appearing as a special interest group who want the 
cost of drugs and treatment for cystic fibrosis kept to an absolute 
minimum. te 

(d) We are representative of the less than 1.4% of population affected to 
any great extent by the high cost of drugs. The deductible amount 
considered reasonable by the Federal Government for medical ex- 
penses, is more than adequate for the average Canadian. However, we 
do believe that cystic fibrosis qualifies as a catastrophic illness that 
should be given special and immediate consideration. 

(e) The ready availability of required drugs is just as important as the 
availability of the physicians who prescribe them. 


RECOMMENDATIONS 
Aware ins 


1. Cystic fibrosis receive the same recognition as diabetes and other chronic 


diseases as evidenced by exemption of insulin, liver extract, etc. from Federal 
Sales Tax. 


*All drugs prescribed for cystic fibrosis patients to be exempt from Sales Tax. 
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2. Remove Federal Sales Tax from prescription drugs. Sales Tax pyramids 
cost of drugs to consumer of every prescription. 


3. All patients with chronic illnesses such as cystic fibrosis which of necessi- 
ty sustain long term drug therapy, should receive consideration for additional 
governmental assistance. 


4. The medical care insurance program should also include coverage for 
expense of all prescribed drugs including nutritional supplements. 


5. The Federal Government should immediately institute some form of the 
above recommendations in order that all cystic fibrosis patients receive equitable 
treatment in all areas of Canada. 


6. The Federal Government should provide funds for additional research in 
search of a cure for cystic fibrosis. 
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APPENDIX ‘Cc’ to Submission 


CANADIAN CYSTIC FIBROSIS FOUNDATION 


Budget 


Projected Statement of Income & Expenditure 


Income 


& Accumulated Income 1966 


Chapters—existing methods less 


Christmas Cards (net) 


$100,000.00 


Christmas Cards—Chapters & 


Central (net) 


Total—(net National contribution) 


40,000.00 


Other service clubs & organizations 


Donner Foundation 


Affiliated C.F. Organizations (net) 


Kinsmen (Dist. 8) 
Shinerama (gross) 


March of the Teenagers (gross) 


Medical Home Care Equipment 


Accumulated Income Dec. 31/65 


Expenditures—National Office 


Administrative (incl. salaries) 
Public awareness (Literature 


& films) 


Exhibits (medical & lay) 


Expo ’67 exhibit 


Chapter development 

Public Relations & promotional 
Kinsmen (speakers, lit. etc.) 
March of Teens & Shinerama 


(most areas—initial year) 
Lay meetings & conferences 
Medical Conferences 
Medical Home Care Equipment 


2,000.00 


36,000.00 


$140,000.00 


10,000.00 
25,000.00 
18,000.00 
20,000.00 
35,000.00 


100,000.00 
10,000.00 


28,500.00 


5,800.00 
2,000.00 
5,000.00 
6,000.00 
3,500.00 


38,000.00 


10,000.00 
9,000.00 


10,000.00 


Dec. 8, 1966 


$358,000.00 


80,800.00 


$438,800.00 


117,800.00 
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Research Centre Grants 
(already committed) 63,000.00 
Centre Project (66 requirements) 40,000.00 103,000.00 


(67 commitments) 100,000.00 
Research Grants (67 commitments) 150,000.00 250,000.00 353,000.00 


$470,800.00 


Projected debit position Dec. 31/66 32,000.00 
cash vs. commitments $438,800.00 


NOTE: This budget does not include expenditures at the chapter level and, as 
a result, the income from chapters is shown as net to National also. 


OFFICIAL REPORT OF MINUTES 
OF 
PROCEEDINGS AND EVIDENCE 


This edition contains the English deliberations 
and/or a translation into English of the French. 


Copies and complete sets are available to the 
public by subscription to the Queen’s Printer. 
Cost varies according to Committees. 


Translated by the General Bureau for Trans- 
lation, Secretary of State. 


LEON-J. RAYMOND, 
The Clerk of the House. 


HOUSE OF COMMONS 


First Session—Twenty-seventh Parliament 
1966 


(STANDING COMMITTEE 


ON 


DRUG COSTS AND PRICES — 


Chairman: Mr. HARRY C. HARLEY 


MINUTES OF PROCEEDINGS AND EVIDENCE 
No. 26 


WITNESSES, ¢ O~ 
AY A 


— Pa 
Representing Jules R. Gilbert, Ltd: Mr. Jules R>Gilbert, Ph.G., B.S.Chm.E., 
of Toronto. 


ROGER DUHAMEL, F.R.S.C. 
QUEEN’S PRINTER AND CONTROLLER OF STATIONERY 
OTTAWA, 1967 
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SPECIAL COMMITTEE ON DRUG COSTS AND PRICES 
Chairman: Mr. Harry C. Harley 
Vice-Chairman: Mr. Patrick T. Asselin (Richmond-Wolfe) 


. Brand, 

. Clancy, 

. Cété (Dorchester), 
. Enns, 

. Forrestall, 

. Goyer, 

. Howe (Hamilton- 


South), 


and 

. Howe (Wellington- Mr. O’Keefe, 

Huron), Mr. Orlikow, 
. Hymmen, Mrs. Rideout, 
. Isabelle, Mr. Roxburgh, 
. Johnston, Mr. Rynard, 
. MacDonald (Prince),Mr. Tardif, 
. Mackasey, Mr. Whelan, 


. MacLean (Queens), Mr. Yanakis—24. 


(Quorum 10) 


Gabrielle Savard, 
Clerk of the Committee. 


MINUTES OF PROCEEDINGS 


TUESDAY, December 13, 1966. 
(36) 


The Special Committee on Drug Costs and Prices met this day at 9.45 a.m. 
The Chairman, Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout and Messrs. Asselin (Richmond-Wolfe), 
Forrestall, Harley, Howe (Hamilton South), Howe (Wellington-Huron), Hym- 
men, Isabelle, MacDonald (Price), Mackasey, Rynard, Tardif, Yanakis—(13). 


In attendance: Representing Jules R. Gilbert, Ltd.: Mr. Jules R. Gilbert, 
Pr.G., B.s. Chm. E.; of ‘Toronto. 


Also in attendance: Mr. A. M. Laidlaw, Q.C., of Ottawa, Legal Counsel for 
the Committee. 


The Chairman referred to correspondence dealing with matters brought up 
at previous meetings. 


Agreed,—That the following letters be printed into the record: 


1. Letter from the Treasurer and Controller of Cyanamid of Canada 
Limited, dated November 15, 1966, on the definition of Investment 
(See Appendix “A’’). 

2. Letter from the President of Charles E. Frosst & Co. dated November 
November 15, 1966, with reference to sale of Frosst Products in 
export markets, in answer to questions asked by Mr. Howe (Hamil- 
ton South) (See Appendix “B”). 


3. Letter from the Executive Director of the Ontario Pharmacists’ 
Association, dated November 16, 1966, expressing support to the 
submission of the Canadian Pharmaceutical Association and offering 
assistance to the Committee (See Appendix “C”’). 


The Chairman also submitted to the Committee the April 15, 1966 Report 
of the Special Committee appointed by the Minister of National Health and 
Welfare to study existing legislation on investigational drugs, and containing 
recommendations concerning preclinical trials of new drugs 


Agreed,—That copies of a letter dated December 12, 1966 from the Vice- 
President and General Manager of Smith Kline & French Inter-American Cor- 
poration be distributed to the Members of the Committee. 


The Committee proceeded to the consideration of the submission of Jules 
R. Gilbert, Ltd. 


The Chairman introduced Mr. Gilbert who was questioned. 
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Agreed,—tThat the brief be taken as read and appended to this day’s pro- 
ceedings (See Appendix “D”’’). 
Mr. Gilbert was further questioned by the Members and by Mr. Laidlaw. 


The Chairman thanked Mr. Gilbert for coming before the Committee and 
presenting a brief. 


At 12 o’clock noon, the Committee adjourned to January 12, 1967. 


Gabrielle Savard, 
Clerk of the Committee. 


EVIDENCE 
(Recorded by Electronic Apparatus) 


TUESDAY, 13 December, 1966. 


The CHAIRMAN: Ladies and gentlemen, will you please come to order. This is 
our last meeting before the Christmas Season. 


There are several pieces of correspondence that I would like to have put on 
the record, which deal with the committee’s request for further information to 
that which was given to us in presentations. 


Some of this correspondence is rather lengthy and there are a great many 
figures. One is from Cyanamid concerning definitions of investment as a result of 
some cross-questioning that had taken place between our accountant and the 
company. I would like this letter from Cyanamid made part of today’s record so 
that members will be able to read it. Is that agreed? 


Some hon. MEMBERS: Agreed. 


The CHAIRMAN: There is also a letter from Charles E. Frosst and Company 
in answer to questions asked by Mr. Howe regarding the sale of Frosst 
products and export markets. That also should become part of today’s record. 


Mr. Howe (Hamilton South): I asked that question of. two companies, 
Frosst was one and I think Parke, Davis & Company Ltd. was the other, 
although I am not sure. I asked for a comparison of prices between their 
export products f.o.b. the company to Canada and to other companies. Is 
that the answer from Frosst? 


The CHAIRMAN: Yes, this concerns Falapen, and they also sent a representa- 
tive list of other major products that are exported to Japan with prices in 
equivalent Canadian dollars, excepting Federal sales tax. I think we should make 
these part of today’s record. 


Some hon. MEMBERS: Agreed. 
Mr. HowE (Hamilton South): Could I see the letter in the meantime. 


The CHAIRMAN: Yes. There is also a letter from the Ontario Pharmacists 
Association. They had wished to appear before us. They almost completely 
support the position taken by their own group, the Canadian Pharmacists 
Association. I think this letter should become part of today’s record as well. 


Some hon. MEMBERS: Agreed. 


The CHAIRMAN: Going back to the work of the committee in the previous 
session, members who were on that committee at that time will recollect one of 
the recommendations that the committee made was that the new regulations of 
the Food and Drug Directorate concerning pre clinical trials of new drugs be 
reviewed in one year. This has been done and the Minister of Health and 
Welfare, Mr. MacEachen sent me three copies of that report. I will leave these 
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with the clerk so that committee members can see them. They should not become 
part of this record. I think it is evidence that sometimes the Minister does take 
our recommendations seriously. 

There is one other letter that I have just received this morning from Smith 
Kline & French company which deals with Mr. Gilbert’s appearance before the 
committee this morning. I really have not had time to study it. 

Mr. MackasEy: Perhaps it could be attached as an appendix to today’s 
proceedings and then we would have both sides of it. 

Mr. Howe (Hamilton South): Who is it from, Mr. Chairman. 

The CHAIRMAN: It is from Smith Kline & French, signed by Mr. Daly, the 
Vice-President and General Manager. Rather than perhaps print this letter as an 
appendix, I could see that members get copies of it. 


Mr. Howe (Hamilton South): I do not think it should be printed as an 
appendix. — | : 


The CHAIRMAN: All right. Is it the wish of the committee that copies of 
this letter be, made available. 


Some hon. MEMBERS: Agreed. 
Mr. Hower (Hamilton South): Could I have that letter now, please? 


The CHAIRMAN: Yes. We have before us this morning the last witness before 
Christmas, Mr. Jules Gilbert from Toronto, who represents his own company 
Mr. Gilbert has an opening statement to make. You all have had his brief in your 
possession for more than one week. 


Mr. JULES R. GILBERT, Ph.G., B.S., Ch.E. (Jules R. Gilbert Ltd.): Since our 
submission was prepared there have been several newsworthy occurrences 
which are related to our submission and which tend to support our stated 
position. 

1. About two weeks ago the Financial Post reported that the P.M.A.C. 
had made representations' to the Department of Industry for the purpose of 
strengthening the patent law in accordance with their wishes. In exchange 
they would agree to become good Canadian companies, a tacit admission 
that they had not been nor do they propose to be good Canadians unless 
they receive special protection and consideration. 

2. The Canadian Cystic Fibrosis Foundation reported on the high cost 
of drugs to the Foundation and their membership. They also reported that 
they were refused help by the pharmaceutical organizations. We feel sure 
that any generic drug house would have helped them save a considerable 
part of their drug costs. 


3. Last week it was reported that the United States Department of 
Commerce and Industry—I may not have the department correct—ruled that 
the Pfizer patent on tetracycline was obtained by misrepresentation of facts. 
Pfizer denies this, but at the same time began to liberally license tetracycline 
in the United States.  _ 

These three happenings serve to support the substance of our submis- 
sion. ~ cate o 
Our submission has been made without reservation and we hope that 
because of the too short time that will be allowed for examination the 
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committee will concern itself with the major issues and not with the 
economic details of a company that is doing less than one per cent of the 
total drug business in Canada. 


We wish to summarize as follows: 


Our submission was occasioned by the unsubstantiated accusations of 
Smith Kline & French regarding our product triperazine. We hope that the 
committee will set the record straight on this subject. 

Our company produces and sells in excess of forty million doses of drugs per 
annum. This factor should allay any fear regarding the quality of our product 
and if these drugs were sold on the basis of the brand name equivalent, our 
business would be in the millions. 


The subject of merchandising power, the good of it and the evil of it, should 
it be protected or penalized? Or, the economic balance of interest to Canada, 
should it protect the foreign interests or should it take steps by a moratorium on 
patents to help Canada become a drug producing and exporting nation? 

The patent system should no longer be a one-way street in favour of the 
patentee. Should there be penalties for false patenting if the patents cannot be 
successfully sustained in the courts? 


We have one additional recommendation to make to supplement our sub- 
mission. We believe that the Food and Drug Directorate should be empowered 
and directed to permit governmental agencies to use alternative sources for new 
drugs on their own responsibility. We think this would be proper because these 
drugs could be used under the supervision of qualified professionals and would 
not be for general distribution. This could result in a considerable saving in 
mental and tubercular medication. Thank you. 


The CHAIRMAN: Thank you very much Mr. Gilbert. The meeting is open for 
questioning. 

I think we should again go back to our time system this morning to try to 
even the questioning off between various members. 


Mr. ForRESTALL: Mr. Chairman, I cannot help but note from this brief and 
from the subsequent supplementary statement made by Mr. Gilbert the very 
distinct impression that we are becoming somewhat of a public relations forum 
for certain drug companies in Canada, and I want to register a mild protest 
about it. 

Also, I hope that none of the committee members will involve themselves in 
what appears to be a litigation in respect of the letter that has just been handed 
to us and our guest panelist this morning. I questioned ten or eleven of them. I 
would like to ask the witness whether or not you consider yourselves simply a 
wholesale distribution house? 


Mr. GILBERT: We are a manufacturer in every sense of the word, as much 
as any major drug house in this country, by the same connotation. 


Mr. ForRRESTALL: What then, for example, would be the extent of your 
medical staff, your scientific staff. 


Mr. GILBERT: We have no medical staff. 
Mr. FORRESTALL: You have no scientific staff? 
Mr. GILBERT: With the exception of myself. 
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Mr. ForrESTALL: Do you then seek outside medical and scientific help? 

Mr. GinBert: On occasion. We work in conjunction with certain doctors on 
certain problems. 

Mr. FoRRESTALL: Under what conditions would you seek outside help? 

Mr. GILBERT: Well if there is a new product. For instance, our company is 
very much interested in the promotion of the use of nicotinamide and nicotinic 
acid, which is probably a type of product which would have no interest to the 
major companies, because it is non-patentable. 

Mr. FORRESTALL: Would you normally expect the medical profession to 
refer themselves back to you if they had some kind of difficulty with certain 
of your products? 

Mr. GILBERT: We would be pleased to give them every co-operation. 

Mr. FORRESTALL: Has this been the standard practice. 

Mr. GILBERT: We have never refused it to anyone. 

Mr. FORRESTALL: What I am asking is, have you ever been asked for it? 

Mr. GILBERT: Yes. 

Mr. FORRESTALL: Frequently? 

Mr. GILBERT: Not frequently, but we have been asked. 

Mr. FORRESTALL: You have a little history of rubbing some people the 
wrong way or being left with the impression that they rub you the wrong way. 
How do you go about getting yourself into all these difficulties, which you 
seem to have a record for? 

Mr. GILBERT: Actually, I think we have minded our own business, it is just 
that certain people do not like what we are doing and that is what raises the 
controversy. 

Mr. FORRESTALL: What do you mean when you say they do not like what you 
are doing? 

Mr. GILBERT: Perhaps we are too good at copying. 

Mr. FORRESTALL: Yes, I noticed some place, that you are pretty proud of the 
fact that you are a copier and a good copier. 

Mr. GILBERT: That is right. I think it serves a definite economic purpose. 

Mr. FORRESTALL: What economic purpose does it serve? 

Mr. GILBERT: It gives the professionals a choice of products, otherwise there 
would be no choice. 

Mr. FORRESTALL: What in your opinion do you think the role of this commit- 
tee is? 

Mr. GILBERT: To bring down the cost of drugs in Canada. 

Mr. FORRESTALL: How do you think we could do that? 

Mr. GILBERT: By rendering competition free. In other words, we do not ask 
for any protection. Contrary to the P.M.A.C.—and it has been brought out in an 
ad here, which is threatening the Canadian public that they will depart from 
Canada if they do not get this protection. We ask for nothing; just to be left 
alone and given a chance to produce our products. 

. Mr. FoRRESTALL: And at the same time you ask that they not be protected 
either. 
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Mr. GILBERT: I think that would be contrary to our interests. 


Mr. FORRESTALL: To get back to a trend of thought I had earlier. Could you 
perhaps outline for the Committee your basic standards for quality control 
processes? 


Mr. GILBERT: We abide by the 47-GP-1 regulations with regard to quality 
controls. We have recently introduced a technical expert graduate from a phar- 
maceutical college to actually take physical control of every step in the process- 
ing. He has nothing to do with production, but he has to O’K everything that 
leaves the plant during the process right through to the final stages. Our 
products are analyzed by a commercial laboratory because we do not have our 
own laboratory, but this I think is an advantage to the public. 


Mr. FORRESTALL: Do you still use South Peel labs? 

Mr. GLBERT: It is not South Peel labs; it is Polytechnic Labs. 

Mr. FORRESTALL: Does your firm now measure up to the 74-GP-Ib 
standards? 

Mr. GILBERT: That is a subject of controversy at the moment. 

Mr. FORRESTALL: Controversy between whom? 

Mr. GILBERT: Food and drugs and ourselves. 


Mr. FORRESTALL: We will not get into that area, because that is another 
matter of discussion. 


I notice from your catalogue, Mr. Gilbert, that in your attempt to bring 
drugs down to a lower price for people you use a lot of gimmicks. Is this a 
regular part of your selling pattern and program? 


Mr. GILBERT: It is our form of merchandising, yes. 

Mr. FORRESTALL: Is it successful? 

Mr. GILBERT: We are selling drugs, and people are requesting the gim- 
micks: therefore, it must be successful. 

Mr. FORRESTALL: Do you put them in because people expect the gimmicks? 

Mr. Gilbert: No. 

Mr. FORRESTALL: Do they ask you for them? 


Mr. GILBERT: The opportunity is offered to them to ask for it, but they do 
not have to take it if they do not want to. 


Mr. FORRESTALL: That would be worth pursuing for awhile too. None of 
these things that are an addition to drugs, dosages and what are sold by you; 
they are awards or inducements to purchase in larger quantity? 


Mr. GILBERT: You will have to be more specific. 


Mr. FoRRESTALL: You say for example at page 62 of your catalogue: A $2,000 
order which includes 100,000 tablets or capsules at the special prices along with 
other items in the catalogue, qualify for an M.D. frigidaire as a bonus. 


Mr. GILBERT: That is right. 

Mr. FORRESTALL: How many of these did you give away last year? 
Mr. GILBERT: Three. 

Mr. FoRRESTALL: How many have you budgeted for next year? 

Mr. GILBERT: I do not know. 
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Mr. FoRRESTALL: If you were to remove these things, would it affect your 
business? 

Mr. GILBERT: I do not think so. 

Mr. FoRRESTALL: Not if you have only given three away. 

Mr. GILBERT: It would not affect us materially. 

Mr. ForRESTALL: I have three other questions which will take a bit of time, 
so I will pass for now. 

Mr. Macxasev: Mr. Gilbert, I read your brief with a great deal of interest 
and I tried to break it down into three different areas, because I think there are 
three different areas in your brief. One is your running battle with Smith 
Kline & French—and I suppose you have the right to answer their brief; the 
second is the Food and Drug Directorate and third, the area of patents. 

I would like to talk to you about the area of food and drugs, because frankly 
you are the first witness who has appeared before us, who has attacked the Food 
and Drug Directorate so directly. I think some of the charges which you made in 
your brief, if made outside, would leave you in an awful position. Would you 
agree with me? 

Mr. GILBERT: Yes. 

Mr. MacKaseEy: Perhaps we should pursue them, seeing that you agree, and I 
will concentrate on what you say in your brief on the Food and Drug Directorate 
for a few moments. What has been your relationship with the Food and Drug 
Directorate? 

Mr. GILBert: I consider that it has been quite fair. 

Mr. MAcKASEY: In other words, there is no basic prejudice on your part 
toward them? 

Mr. Ginpert: No. I think the Food and Drug Directorate is suffering from a 
lot of pressure. 

Mr. MacKaseEy: Have they had occasion to discipline you, fine you, or take 
you to court at any time? 

Mr. GILBERT: There has recently been a case on a new drug product. 

Mr. MackaseEy: Could you tell me briefly what it was all about? 

Mr. GILBERT: It was the product diethyl propion and I must say that the case 
of the Food and Drug Directorate was very poorly prepared. 

Mr. MAcKASEY: By them or by you? 

Mr. GILBERT: By them. 

Mr. Mackasey: But it was sufficiently prepared to get a conviction? 

Mr. GILBERT: I think it is the type of thing where the conviction was due to 


the lack of knowledge of the Justice who handled the case, who came to a 
conclusion entirely different from the testimony. 


Mr. MAcKASEY: In other words, the Judge was unfair? 

Mr. GILBERT: I did not say he was unfair; I think he was afraid. 
Mr. MAcKASEY: Was this in the area of new drugs? 

Mr. GILBERT: That is right. 


Mr. Macxasey: Is this the only occasion you have been involved with the 
Food and Drug Directorate? 
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Mr. GILBERT: That is right. 

Mr. MAcKASEyY: You have never had any problems with them before? 
Mr. GILBERT: There have been internal questions about— 

Mr. MAcKASEyY: You have never been before the courts before? 

Mr. GILBERT: No; this was the first time. 


Mr. MacKASEy: Have you ever had any of your products removed from the 
market by the Food and Drug Directorate for any reason? 


Mr. GILBERT: Yes. 

Mr. MAcKASEyY: Could you name a few of them? 

Mr. GILBERT: Strangely enough they are Hoffmann-La Roche products. 
Mr. MackaseEy: This is the point I want to get into. 


Mr. GILBERT: We had an incident where the product, Sulfisoxazole, was 
picked up in Calgary, as being a new drug and this was reported by my 
distributor. I wrote a polite letter to the Food and Drug Directorate asking for 
advice and they called me back by telephone and said there had been a slight 
error. 


Mr. MACKASEY: I have to form my own opinion on these things. You do have 
a bias, intentionally or otherwise, against the Food and Drug Directorate. 


Mr. GILBERT: I have no bias against them. 


Mr. MacKasty: How many such occasions have the Food and Drug Direc- 
torate found it necessary to discipline you since 1960? 


Mr. GILBERT: There has been only one case of disciplining. | 
Mr. MAcKASEyY: What category would you put the other cases in? 
Mr. GILBERT: A question of interpretation. 


Mr. MacKasEy: How many such questions of interpretation have there 
been? 


Mr. GILBERT: I think there have been two or three. 


Mr. Mackasey: I know of six, and I do not ask questions unless I have the 
answers. I understand it goes back as far as 1960, when there was a question 
about multivitamins. Do you recall that? 


Mr. GILBERT: There might be certain labelling infractions. 


Mr. MacKAaseEy: This was not a labelling infraction; this was a question of 
your product being below potency. 


Mr. GILBERT: I was not aware of this. 

Mr. MacKaseEy: Would you accept my figures, because I think it is important 
when we get into the area of Hoffmann-La Roche. 

Mr. GILBERT: Yes, I will accept them. 

Mr. Macksey: There were at least six and I believe you just mentioned the 
seventh, which I was not aware of. 

Mr. GILBERT: I might add that we are the most investigated company. 


Mr. Mackasey: I want to get into the area that I looked into on the food and 
Drug Directorate. You make an awful accusation here, this really upset me, Mr. 
Gilbert; frankly I came here prepared to do a bit more hollering than I am doing, 
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but your manner is disarming—against the integrity of the average civil servant. 

On page 31 of your brief you have a section entitled “Civil Servants have definite 

earning limitations” and you say: 
It is understandable that at some future time they would like to get a 
higher paying position with greater possibilities in industry. We know of 
an instance where an individual has achieved this position. We find that 
the Directorate has been over zealous in the protection of a particular 
company’s products. This would mean that drug control is not routinely 
regulatory, but instigated by outside pressures. 


And further on you say: 
The directorate has paid particular attention to any copier of Hoffmann- 
La Roche products. 


Now reading your brief, and getting the theme from it, in so far as the Food 
and Drug Directorate is concerned, this is an outright accusation that civil 
servants are accepting payola from the P.M.A.C. boys. What you are saying is 
that the civil servants in order to put themselves in a position where they can 
leave the directorate and go and work for a private industry are helping to 
circumvent the Food and Drug Directorate regulations, particularly in the case 
of Hoffmann-La Roche. That is exactly what you have accused them of doing. 

Mr. GILBERT: Maybe that is the interpretation I would like you to make, but 
that is not what I said. 


Mr. MacKasey: What did you say and I will repeat it. 
Mr. GILBERT: I was just explaining—excuse me sir. 


Mr. MAcKASEY: Would you explain this then, ‘“‘Civil servants have definite 
earning limitations.” 


Mr. GILBERT: That is a fact. 

Mr. Mackasey: We all know this, just like the sky is blue. What is the 
inference? 

Mr. GILBERT: The inference I am trying to place is this. Mind you, I do not 
accuse anyone of taking advantage of this. All I am trying to say is that there is a 
basic situation where an individual has unlimited power, as expressed in the 
Food and Drug Act, and he can bend this power to outside influences. This is all I 
am saying. This is what I say I think should be corrected. 

Mr. MackasEy: What has his salary earnings got to do with the integrity 
with which he applies the Food and Drug regulations? This is the point I am 
asking because you made that statement. 

Mr. GILBERT: Well, if a man can ultimately receive a better job in the future 
by laying stress in a certain direction he might do that. 

Mr. MacKAsEy: What do you mean by laying stress in certain directions? 

Mr. GILBERT: Protective of a particular company’s products. 

Mr. Mackasey: Is that not what I just said five minutes ago? You are 
accusing the civil servants of protecting the product of a particular company. 

Mr. GILBERT: I am not accusing them of doing that. I say it can happen. 

Mr. MAcKASEY: You do say it. You particularly go on and say that they pay 
particular attention to Hoffmann-La Roche products. Now, how many times has 
your firm been convicted for infringements against Hoffmann-La Roche? 
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Mr. GILBERT: None. 
Mr. MAcKASEY: None. 
Mr. GILBERT: I mean there are no convictions. 


Mr. Macxkasry: Then where is the basis of your statement? You mentioned 
earlier that you had six brushes with the Food and Drug directorate? 


Mr. GILBERT: Ah! We had a new drug application in for the product, 
echlorodiazopoxide. All of a sudden out of a blue sky the Food and Drug Direc- 
torate drops in, commandeers our product, no more chlorodiazepoxide. How did 
this come about? 


Mr. MAcKASEY: Well, I am asking you. 

Mr. GILBERT: I do not know. That you would have to find out from the Food 
and Drug Directorate. 

Mr. MacKASEy: But you were inferring how it came about. 

Mr. GILBERT: I am only relating the facts that I know of. 

Mr. Mackasety: But you are inferring that civil servants have definite 
earning limitations. It is not very hard for anybody at this Committee to 
presume what you are trying to say. You go on and say you know of an instance 
where an individual has achieved his position. Who is the individual? 

Mr. GILBERT: Well, it is Morrell right now. 

Mr. Mackasey: Dr. Morrell is a gentleman who retired as of right, at the 
age of 65 from the Food and Drug Directorate and I resent the inference against 
the integrity of Dr. Morrell. Dr. Morrell is now a director, as I understand it, of 
a drug company, the name of which escapes me. I read it in the paper. Is it not 
a fact that Dr. Morrell retired as he had the right to do at the age of 65 from 
the Food and Drug Directorate. 

Mr. GILBERT: All right. 

Mr. MaAcKAsey: Did he not have a right to take up a position in the field 
which he knows best? 

Mr. GILBERT: Absolutely. 

Mr. MAcKASEy: Are you therefore inferring that when Dr. Morrell was head 
of the Food and Drug Directorate that he did things that were dishonest in the 
carrying out of his duties? 

Mr. GILBERT: I think he was always proper. 

Mr. Mackasrty: But why besmirch his reputation by putting this in here? 

The CHAIRMAN: Let the witness answer the question before you ask others. 

Mr. GILBERT: Well, I would say that in various press releases that I have 
read about Dr. Morrell he was always in favour of the brand name drugs, 
outspokenly, essentially. 

Mr. MacKaseEy: I accept the chairman’s admonition. You have said in here, 
and this is only one section, that civil servants have definite earning limitations 
and they have got to be good to the brand name companies in order that the 
happy day may come when they will be invited to go and work with these 
companies. You have come up with only one instance, a man who is retired 
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because he reached the age of retirement, and rather than go into retirement he 
accepted a position as a director of a pharmaceutical firm. Do you know of any 
other people? 

Mr. GILBERT: I said I know of one incident. 


Mr. MacKkasey: Yes, but you do not know of any others? Do you know of 
any incident where the reverse is true, where people have left the phar- 
maceutical industry to go and work for the Food and Drug Directorate? 


Mr. GILBERT: Yes. 


Mr. MacKasEy: Have any of your former employees left you and gone over 
to the Food and Drug Directorate? 


Mr. GILBERT: No. 
The CHAIRMAN: You have a minute left, Mr. Mackasey. 


Mr. MacKasey: There is another area I would like to go into, Mr. Chairman, 
but I will wait for my turn. 


Mr. Howe (Hamilton South): To get away from the inquisition and back to 
just ordinary questions— 


Mr. MAcKASEY: I take exception to the remark “inquisition”. Dr. Howe may 
not share the same concern I do over the attack on the civil servants, but I 
happen to think that civil servants in general are decent people and they should 
not be attacked in a brief without at least the members of the Committee 
questioning the witness on his reasons and as to the basis of the facts. This is all I 
was doing. It was not an inquisition, regardless of how Dr. Howe wants to 
interpret it. 


Mr. Howe (Hamilton South): There are different ways of questioning 
witnesses, Mr. Chairman. 


Mr. Ginpert: May I make a statement with respect to closing this off. 
Candidly, I knew what I was up against when I wrote that chapter, and I did an 
awful lot of soul-searching before I put it in. I put it in against all advice. All I 
want to point out is that there are certain iniquities in the Food and Drug Act, 
certain things which are not proper, and I thought it was necessary to bring it to 
the attention of the public—and I have taken a lot on myself to do this. 


Mr. MackAsry: On a point of order, Mr. Gilbert, I am perhaps agreeing with 
you that there is a lot wrong with the act, and I do not take exception to that so 
much. But you have not attacked the act; you have attacked a civil servant, who 
applied the act, by emphasizing that they are underpaid and therefore very nice 
to the P.M.A.C. boys in the hope that some day they may be attracted to the 
P.M.A.C. I am sorry, Dr. Howe. 


Mr. Howe (Hamilton South): I think this is getting a little touchy, Mr. 
Chairman, so I will drop this discussion. 


Mr. Gilbert, may I ask where you get your raw drugs from? I presume and 
understand that you actually manufacture your own pharmaceutical products 
that you sell. 

Mr. GILBERT: That is right. 


Mr. Howe (Hamilton South): Do you sell other than pharmaceuticals that 
you manufacture? 
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Mr. GILBERT: No, we do not manufacture any parenterals; these are products 
made by other people. We do not manufacture any kind of disintegration 
capsules. These are imported as such. 


Mr. HowE (Hamilton South): And you sell them as imported. 


Mr. GILBERT: We sell them under our product because we have them tested 
and we feel that we are safe in putting our label on them. 


Mr. Howe (Hamilton South): You do not sell any P.M.A.C. actual brand 
name drugs? 


Mr. GILBERT: Oh, yes, we do. 

Mr. HowE (Hamilton South): Oh, you do sell them. 

Mr. GILBERT: As a wholesaler. 

Mr. Howe (Hamilton South): As a wholesale outlet. 

Mr. GILBERT: We are impartial. We give a man anything he wants. 

Mr. Howe (Hamilton South): So you sell them at the normal— 

Mr. GILBERT: At a professional discount. 

Mr. Howe (Hamilton South) :—professional discount to the drug store and I 
presume that your market is both to drug stores as well as to doctors who 
dispense. Is that right? 

Mr. GILBERT: Well, not P.M.A.C. products. 

Mr. Howe (Hamilton South): No; I mean your overall business and the 
drugs you manufacture. 

Mr. GILBERT: We also sell to wholesalers. 

Mr. Howe (Hamilton South): And you sell to wholesalers as well. 

Mr. GILBERT: That is right. 

Mr. Howe (Hamilton South): What per cent would you say ends up in the 
drug store and what per cent ends up as being dispensed by doctors. Have you 
any idea? 

Mr. GILBERT: I would say about 20 per cent to drug stores, about 20 per 
cent to hospitals and about 60 per cent to doctors. 

Mr. Howe (Hamilton South): Where do you get your raw key chemicals? 

Mr. GILBERT: There are several sources. We generally like to make the best 
buys that we can provided all standards are met and we go out competitively for 
these things. A good deal comes from Italy; some comes from Denmark, and we 
have imported from Switzerland. 

Mr. Howe (Hamilton South): Czechoslovakia. 

Mr. GILBERT: And on one occasion we even imported from China—and I will 
say this, that the best Tetracyline we have ever seen has come out of China. 

Mr. Howe (Hamilton South): Would you say that some of your key chemi- 
cals have the same source as the brand name manufacturer in some instances? 

Mr. GILBERT: We have even put out products with Pfizer label on the drum, 
with a Grand Poulenc label on the drum. 

Mr. Howe (Hamilton South): But these are your raw key active chemicals? 


Mr. GILBERT: Active ingredients, yes. 
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Mr. HowE (Hamilton South): Now you do not have a quality control of your 
own and you have this done by an independent laboratory? 


Mr. GILBERT: Yes. 


Mr. Howe (Hamilton South): And does the quality control that you do have 
done go beyond the actual potency of the drug as to its availability and whatever 
medium it is going to be dissolved in, such as gastric juice or intestinal juice as 
the case may be? Does it go into more than simply potency? 


Mr. GILBERT: Oh, yes, we watch this disintegration very carefully and we 
are very much concerned with the pharmaceutical elegance of the product. 


Mr. Howe (Hamilton South): Do you attempt then to aesthetically imitate 
the shape, colour, or particulars? 

Mr. GitBErt: I have a sample here of stelazine and triperazine. I think I like 
ours better. 


Mr. Howe (Hamilton South): This is not prejudice? 
Mr. GILBERT: No. 

An hon. MemMBER: Do they taste better? 

Mr. GILBERT: Much better. 


The CHAIRMAN: The Committee members cannot see them, Mr. Gilbert; 
perhaps you could put them up here. One is in a brown bottle. 


Mr. Howe (Hamilton South): So other than the use of the active chemical, 
you actually attempt to imitate the appearance of it for psychological reasons. If 
a person is taking a particular drug and they were to be switched from the brand 
name to your product, there would not be any psychological difference in the 
appearance of the drug. 


Mr. GILBERT: I think, it also eases his mind considerably. 


Mr. Howe (Hamilton South): Can you explain, in a few words, how you can 
sell your products at what one might say is a ridiculously low price? I am not 
looking in your most up to date catalogue because I am not acquainted with it, 
but I am acquainted with this one that you had last year, in which you gave 
away the refrigerators. Meprobamate will take 400 milligrams and—I am looking 
straight across this line—sell for $5.50 a thousand, whereas your better known 
brand name products sell for approximately $10 a hundred. This means that you 
are selling them for half a cent a tablet to their 10 cents a tablet, which is quite a 
price difference. In addition, if you bought enough of them you could get a 
refrigerator. Can you explain why you can sell at this price? I can understand 
maybe a 10 per cent, 20 per cent or, let us say, a 50 per cent reduction because 
you would not have some of the overhead costs, and you do not have the research 
and so on. How can you sell at one-twentieth—if my arithmetic is correct—of 
the amount? 


Mr. GILBERT: Well, suppose I tell you what the product cost us, then you can 
see if we are losing money. I just made a rapid calculation and, given every- 
thing, it does not cost us more than $2.30 a thousand. 

Mr. Howe (Hamilton South): So at that you are more than doubling. Do you 
mean that you can manufacture them at $2.30 a thousand? 

Mr. GILBERT: Yes, pretty near that. 
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Mr. Howe (Hamilton South): This is the fully manufactured product in a 
bottle. 


Mr. GILBERT: Assayed and everything. 


Mr. HowE (Hamilton South): By “assayed” you mean quality controlled, 
and put in the bottle and ready and available for sale. 

Mr. GILBERT: And a very lovely product to boot. 

Mr. HowE (Hamilton South): You mean it also has this aesthetic quality. 

Mr. GILBERT: Oh, yes. 

Mr. Howe (Hamilton South): I think one that maybe surprised me most of 
all was penicillin G. potassium 500,000 units at $17.50 a thousand. If my 
knowledge is correct, ordinarily on a prescription these would sell for $3 or $4 a 
dozen, under normal circumstances. I do not know which is normal really, and 
this is what I am trying to find out. 

Mr. GILBERT: I am glad you brought that one up because we are competing 
with Pfizer, who is selling it at $18 to $20 a thousand. 

Mr. HowE (Hamilton South): Pfizer’s are selling it at $18 to $20 a thousand. 

Mr. GILBERT: Oh, yes, they can get right down there when they want to. 

Mr. Howe (Hamilton South): Well, do they sell at $18 to $20 a thousand as a 
general rule to the drug store? 

Mr. GILBERT: No, competitively; not as a general rule to the drug store. But 
they have been selling on that basis. 

Mr. Howe (Hamilton South): In other words, they can sell at that price 
when they want to compete. 

Mr. GILBERT: That is correct. 

Mr. Howe (Hamilton South): Well, we could go on with these but there is 
no point in going into each one of them individually. These were maybe the two 
that surprised me the most, although I did notice .25 milligrams digoxin at $6.75 
a thousand, and I know that this runs, in one of the name brands, somewhere 
around $10 a hundred. Even some of the generic brands sell around $3 a 
hundred, and yours is $6.75 a thousand; again there is a tremendous differential 
in price. What I am trying to emphasize is that these price differentials are 
tremendous. They are a matter of you selling at approximately 5 per cent of 
what the name brand product sells for; not just simply a matter of 10 per cent or 
15 per cent or 20 per cent off, but rather, 95 per cent off. 

Mr. GILBERT: Well, I think this ties in with what I tried to say in my 
supplementary submission, that the effectivity of our sales goes very much 
beyond the value of the products which we receive, because if this competition 
had not occurred and these products were not available, the same quarter of a 
million units that I sell instead of costing the public, let us say, $350,000, would 
cost the public maybe $3 million. This is coming out of the hide of the major 
companies. 

Mr. Howe (Hamilton South): Have you any idea what these products sell 
for to the actual consumer? Do you have any way of tracing this to find what the 
retail consumer price is? 

Mr. GILBERT: Well, a great deal of this goes to doctors who do dispense; 
what the druggist does with this, we cannot say because we have no figures to 
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cover it. Incidentally, this comes to the question of the value of a generic name, 
which I hope I will be questioned on later. 


Mr. Howe (Hamilton South): You made a remark about the doctors that I 
did not quite hear. 


Mr. GILBERT: I said the doctors dispense this, and I hope they pass this item 
along to the patient. 


Mr. Howe (Hamilton South): But you do not know this. 


Mr. GILBERT: No, I have no facts on that. We sell the product and our 
interest ends there except to substantiate the quality of the product that we sell. 

Mr. Howe (Hamilton South): I myself made the interesting observation that 
if a druggist were to buy at your cost and add on the profit that he would make 
from a brand name product, he would still be selling at about a quarter of the 
price that the brand name product would sell at, and this in actual dollars, not in 
per cent, would still yield him the same amount and still reduce the amount to 
the patient by half in most instances. 


Mr. GILBERT: I honestly do not think the pharmacist has been hurt by the 
generic drug business. 


Mr. Howe (Hamilton South): Thank you, Mr. Gilbert. 


The CHAIRMAN: Gentlemen, before I call on Dr. Isabelle, is it agreed that we 
print today’s brief as an appendix to today’s proceedings? 


Some hon. MEMBERS: Agreed. 


(English) 

Mr. Rynarp: Mr. Chairman, I have no objection to Dr. Isabelle going on. I 
am very happy he is going on but he was not in here when you took my name. I 
just wanted to draw that to your attention so that if anybody else did notice it 
they would not think you were being unfair. 

The CHAIRMAN: No, not at all. I will accept that because I did not take your 
name earlier. 

Mr. Rynarp: Dr. Isabelle, you go first; that is perfectly all right. It is my 
privilege to let you go ahead. 


(Translation) a 


Mr. ISABELLE: Can you hear me now, Mr. Gilbert? The Drug Companies 
came before us, and have been appearing before us for the past few months and 
it would appear that there is somebody that is not telling the truth. Whether it 
be the major Pharmaceutical Industry or the smaller companies, or the co- 
piers—we call them copiers here in this Committee—there is most certainly 
somebody who is hiding the truth from us. Therefore, it would be a good thing to 
have the witnesses sworn in before they come before us, because as things go on, 
we seem to be making up something to a Court, but we cannot really render a 
judgement. Now, there is a Company,—several people called it all kinds of 
names—and I, looking through your catalogue, note that you are a Company 
perhaps like other Companies who intends to make profits rather than cutting 
prices for poorer people. 


Can you tell me, Mr. Gilbert, whether, when hospitals buy from you——-Do 
hospitals buy from you Mr: Gilbert? 
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(English) 
Mr. GILBERT: Yes, Mr. Isabelle. 
Mr. ISABELLE: If they buy in certain quantities do you give them bonuses? 
Mr. GILBERT: No. 
Mr. ISABELLE: No, you do not give any bonuses. 


Mr. GILBERT: That would be improper because there we are dealing with 
purchasing agents. 


Mr. ISABELLE: Yes, but in your “Best Wishes for the New Year” last year 
you had some Xmas bonuses. If someone made, let us say, a purchase of $2,000, 
you gave away a refrigerator, he was entitled to a refrigerator. This has been 
mentioned before. You could also give away a projector with purchases of 
$1,500. You say you do not give away any bonuses; is it only at Christmas time 
that you do this or is it only year around? 

Mr. GILBERT: Our new catalogue does have some offers based on quantity 
purchases, where they can get certain items as bonuses. 

Mr. ISABELLE: But with the dollar purchases represented here I do not see 
how anybody could buy that much other than a retailer or a hospital. 

Mr. GILBERT: There are doctors who use that much. 

Mr. ISABELLE: And they received a projector? 

’ Mr. GILBERT: Yes, if they ask for it. 

Mr. ISABELLE: And if they do not ask for it you keep it for somebody else? 

Mr. GILBERT: That is right. ' 

Mr. ISABELLE: Have you ever given away any bonuses to hospitals. 

Mr. GILBERT: It has only happened in respect of one hospital, where this was 
specifically requested. 

Mr. ISABELLE: You said that you did not give away any bonuses with such 
purchase. 

Mr. GILBERT: If the hospital want to buy at the prices in these catalogues we 
feel they are entitled to it if they officially ask for it. 

Mr. ISABELLE: Who is paying for those fringe benefits? 

Mr. GILBERT: I think this comes out of our profits. 

Mr. ISABELLE: What is the percentage of your profit that goes into these 
bonuses? 

Mr. GILBERT: It is figured out to be on the basis of the list price of the value 
of the item—about 10 per cent of the value of the merchandise being bought. 
This means about six per cent our cost, which I think is reasonable. 

Mr. ISABELLE: Ten per cent of the total of your profit? 

Mr. GILBERT: That is correct. 

Mr. ISABELLE: The total sum of your profit. 

Mr. GILBERT: No, not 10 per cent of the profit but 10 per cent of the value of 
the invoice is covered by a bonus. This normally costs us about six per cent. 

Mr. ISABELLE: Do you sell cheap drugs? 

Mr. GILBERT: I sell drugs cheaply. 
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Mr. ISABELLE: You sell drugs cheaply, not cheap drugs? 

Mr. GILBERT: No. 

Mr. ISABELLE: So you maintain that all your drugs are good drugs? 

Mr. GILBERT: Absolutely. I take them myself. 

Mr. ISABELLE: You said in your brief somewhere that the innovators of today 
were copiers of yesterday. 

Mr. GILBERT: That is what I said, yes. It is a normal transition. 


Mr. ISABELLE: But do you find that the price of drugs to the patient is too 
high today? 

Mr. GILBERT: I think the prices of drugs are available to the patient in 
Canada at the lowest anywhere in the world if they can be made available to the 
public. 

Mr. ISABELLE: Would you mind repeating that. 


Mr. GILBERT: I think that the prices of drugs in Canada, especially using the 
PMAC reference, are the lowest anywhere in the world if they can be made 
available to the public. This means that they have to get through the doctor and 
the merchandising power of the PMAC. May I expand on this. You have a 
situation here where the entire industry is based on an economic fallacy; the 
man who pays the bills has no choice of the product or the price that he pays. 
‘This is the situation that the PMAC is taking advantage of and they are laying 
the stresses in the “education” of the doctor. It means that the doctor is 
persuaded to use these things because it comes down to the basic fact that 
because there is no valid medical reason, generally speaking, for the choice of a 
particular product when you have several competitions in the same product. 
Then there must be other factors which are material in value which should cause 
the use of that particular product. I do not know whether I have made myself 
clear. 


Mr. ISABELLE: Yes, I understand you very well, and this is a point that 
should be investigated. You mean that the patient is blindfolded when he is 
paying for a product and he does not know whether it is too high or not. I agree 
with you 100 per cent. Something should be done—and it will be done. We have 
been talking only about industry, whether or not they are copiers or innovators. 
We all have been talking about the pharmaceutical industry, and we buy 
products from these big companies. However, do you feel the retailer is charging 
too much for drugs today? 


Mr. GILBERT: No. I think the retailer is entitled to a professional fee for his 
services. He has responsibility and I think he is caught in three maelstroms: the 
PMAC, the doctor and the public. 


Mr. ISABELLE: By the way, we are ready to pull out of there any time. 
Mr. GILBERT: Well, this is the situation. 


Mr. ISABELLE: Yes, but this is a comment that you are making on the 
question I asked you. I asked you if you felt that the retailer was selling his 
drugs to the patient too high, and you said no. 


Mr. GILBERT: I do not think so. It costs a certain amount to do business and 
to maintain service. It does cost the pharmacist a lot of money. He has to keep 
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technical help, qualified help, to service the patient and maybe the qualified help 
is only utilized 20 per cent of the time in selling prescriptions. 


Mr. ISABELLE: What do you think about the “green shield” plan in Ontario? 
Mr. GILBERT: I think it would be a success if they went generically. 

Mr. ISABELLE: They do not want it generically yet. 

Mr. GILBERT: No; they are very much against it. 

Mr. ISABELLE: You are very much against it? 

Mr. GILBERT: No they are against it. 

Mr. ISABELLE: Why? 


Mr. GILBERT: I cannot explain that; I cannot even understand it. If they 
were interested in making a proper- working plan this is one of the first es 
they would do. 


The CHAIRMAN: I should say, in defence of any client, of course, that this is 
dependent on the laws of the province of Ontario which refused to allow any 
drug store or anyone selling prescriptions to substitute generic for a prescription 
that might be written in a brand name. 


Mr. RynarD: Mr. Chairman, I would like to draw attention to the supple- 
mentary statement made by Mr. Gilbert, paragraph 2, in respect of the Canadian 
Cystic Fibrosis Foundation report on the high cost of drugs to the foundation and 
their membership. They also reported that they were refused help by the 
pharmaceutical organizations. Mr. Chairman, this was not my interpretation of 
what they said when they were here. It certainly was not my interpretation of 
what the pharmaceutical associations told me. I would like to Se gies soush 
you, Mr. Gilbert on this point. ; 


Mr. GILBERT: I only know what I read in the newspapers. This is the: way it 
was reported. 


Mr. RyNarp: I do not know whether I misheard what went on here. 


Mr. Howe (Hamilton South): Mr. Chairman, may I interrupt Dr. Rynard 
because I am the one who made this statement. I put the statement in the form of 
a question to the Canadian Cystic Fibrosis Association and suggested that 
possibly the pharmaceutical manufacturers were not of a philosophic nature. I 
did not say that the Cystic Fibrosis Association has asked anybody for any kind 
of drugs and that they were refused. And when I made my statement I was not 
referring to the retail pharmaceutical association; I was referring specifically to 
the PMAC, and I asked if they had offered services, not that they had asked for it 
and had been turned down. I want to make that publicly clear because I was 
accused of having said that both associations had turned down pleas for it, and 
this is not what was said nor what was meant in this committee last week. 


The CHAIRMAN: As I remember, they also did say that they had asked them 
for help a long time ago, that they had received help of a minor nature and that 
they had not really asked them for a long period of time. 

Mr. Rynarp: Mr. Chairman, that is the point I wanted to clear up. The next 


question I would like to ask Mr. Chairman is in respect of mailing information to 
doctors on triperazine. I was a little bit disturbed at the information that: is 
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contained in the triperazine that is put out by Mr. Gilbert and the one that is put 
out by Smith Kline & French, which is Stelazine and of which you have a sample. 
In other words it seems to me that the indications, contraindications, dosage and 
everything are all too brief. If all of the information supplied by Smith Kline & 
French is necessary surely then the directions that are put out by Mr. Gilbert are 
in a very abbreviated form. I would like some comment on that, as well as on the 
fact that I do not see any listing at all for children on this. 


Mr. GILpert: I would like to make the position of my company clear. We 
feel that we serve an economic purpose in this industry in making available to 
the knoledgeable physician the product and an alternative choice to the product. 
We have no brief for any particular product. By the way sir, there are a half 
dozen tranquilizers we can sell doctors; we are not partial to any one of them. 
We assume that the doctor is already trained and knowledgeable about the 
product that he is using. All we are making available is a choice of product 
properly constituted, to be used in accordance with his knowledge of the subject. 
I will say this, however, we are in the process of preparing a complete bibliogra- 
phy on the product at any rate. 


Mr. Rynarp: Mr. Chairman, I am very glad to hear that because when we 
had our training in pharmacology the one thing we were told was: When you 
take it down, look at it; and any drug that you are putting into a bottle, when 
you put it back on the shelf look at it again. I am simply saying to Mr. Gilbert, 
that while doctors may have all this knowledge it is good to duplicate that 
knowledge so that there will be no mistakes made because it is human to err. 


Mr. GILBERT: I thoroughly agree, 


Mr. Rynarp: Now another point I wanted to make is this. I see you have no 
suppositories or ampules in this particular drug? 


Mr. GILBERT: No. 


Mr. RYNARD: What is the reason for that? You market the drug orally but 
you do not market it in any other form? 


Mr. GILBERT: We are not saying that it will not come, but we do not have it 
at present. This is new with us. We do, for instance, in a product called 
Promazine have it in ampule form; we have it as syrup; we have it in several 
forms. We could very well have them with trifluoperazine too. 


Mr. Rynarp: Mr. Chairman, I would like to ask Mr. Gilbert to what extent 
he uses brand names. I was intrigued by Dexamo; that is getting awfully close to 
Dexamil. 


Mr. GILBERT: We generally use brand names in conjunction with products 
which are multiple in character. We have a product called Spastolate which may 
be the same as Donnatal. Because this is something that is almost impossible to 
put in the name of a label and properly demonstrate the qualities in bold type 
you have to resort to brand names. However, I would say that our company feels 
at present that the use of the generic name is not quite serving the purpose that 
was intended. We are gradually veering away from that and it is why we called 
our trifluoperazine, Triperazine. Evidently it is the only way that you can assure 
getting the proper value to the patient. It is a very important point because if the 
generic name is written the patient is subject entirely to the whim of the 
pharmacist. 
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Mr. RyNARD: This brings up a very interesting point. On the one hand, as I 
see it, you can dispense any generic name that the pharmacist likes. Does this not 
indicate a weakness then, if you are going to accept generic names? How are you 
going to get over the weakness? There may be a half dozen generic names all of 
different types and probably all with different therapeutic values from the 
standpoint of efficiency. 


Mr. GILBERT: This is a point where I think the pharmaceutical association 
falls down, if I may make this gratuitous comment. I believe that if the 
pharmaceutical association were truly and honestly serving its purpose, they 
would set up standards on which to judge and train their pharmacists in order to 
know what the best value would be for the patient. Instead of utilizing solely the 
merchandizing power of the big companies as a means for dispensing drugs and 
protecting that. They should become professional men interested in the intrinsic 
value of pharmaceuticals, and at that point I think we will have a good profes- 
sional standing among pharmacists. 


Mr. RyYNARD: Mr. Chairman, I think Mr. Gilbert may have a very good point 
here. In other words, what, in effect, he is stating is that there has to be a quality 
control on all the drugs that are merchandized. One of the things we are very 
concerned with is the quality because he himself now will buy in Italy, Denmark 
or Switzerland and you really have not any check at all on the quality of how 
they are producing this drug that you are using. 


Mr. GILBERT: That happens anywhere. You are assuming because they are a 
brand name that they are quality controlled. I see no proof of it. 


Mr. Rynarp: Mr. Chairman, all I can say is that from all the evidence we 
have had here there is quality control. Maybe we have been misled on this but 
the evidence here, if you go over it, would indicate that there has been good 
quality control. I think this is the thing, Mr. Chairman, that we are concerned 
about. I think the witness, Mr. Chairman, put his finger right on it when he said 
there must be a quality control of all drugs. I would agree with him. 


Mr. GILBERT: I might give a case in point. We have had one action, without 
naming the name of the company, in which they applied for an injunction in 
respect of the proceedings. Their brief mentioned the 36 quality control tests that 
they perform. After the testimony was completed it was found they performed 
less than we did, and that the quality was not quite as good. 


Mr. Rynarp: Mr. Chairman, Mr. Gilbert makes me nervous. I thought when 
I was prescribing certain brand names I was absolutely safe. I think this is a 
question of great importance to this committee. 

Mr. GILBERT: There are so many assumptions made. 

Mr. Rynarp: Mr. Chairman, if a person is very, very ill, whether that drug 


has the potency it is supposed to have and is being used according to directions, 
may be the difference between his life and getting better. 


There is one other question I would like to ask you, through the Chairman. I 
noticed in your catalogue that you had Parstelan listed for sale for some months 
after it was off the market. 


Mr. GILBERT: Probably we could not change the publication after it was 
printed. 
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Mr. RynarD: Was there any notification, Mr. Chairman, sent out to the 
doctors’ offices? 


Mr. GILBERT: Well if we were selling Parstelan it was because the doctor 
requested Parstelan. If he was advised that Parstelan was no longer on the 
market he would not write to us for it. In other words we never had any 
Parstelan in stock. 


Mr. RyNarpD: Do you always use the same supplier for your ingredients? 
Mr. GILBERT: No. 
Mr. RyNARD: Thank you. 


Mr. GILBERT: We are thoroughly concerned with the product itself, the 
intrinsic product. It must meet specifications before we use it. 


Mr. Rynarp: Then, Mr. Chairman, economics does enter very strongly into 
this picture because if you change your supplier it must be that you want to get 
it cheaper or you area little bit doubtful that the quality was not there. 


Mr. GILBERT: Is that a question? 


Mr. RYNARD: It is a question I would like your comment on. Is it a fair 
comment? 


Mr. GILBERT: Well anything can happen and I think you can project your 
thoughts any way and rationalize them. I mean you can say anything you like 
about a product and you are probably correct, in some instances. 


Mr. RyNArD: In other words, Mr. Chairman we can take it that Mr. Gilbert 
does shop around, keeping economics in mind, and that there is not any quality 
control run on those ingredients. 


Mr. GILBERT: I would only add this comment. We do not relax at any point 
our requirement for the product. That goes without saying. 


Mrs. RipEoutT: When I read your brief last week, I tried to imagine what sort 
of person you might be. It is one of the most unusual ‘briefs I have ever read, and 
particularly your closing sentence in the Yuletide season ‘““May the Good Lord 
protect us from our friends, for we can deal with our enemies”’. It is hardly the 
spirit of the season. You must realize that my association with the Department of 
Health and Welfare makes me aware of many of the activities within the 
department, and certainly I have the highest regard for the Food and Drug 
Directorate and all of those associated with it. We are, of course, in this 
committee studying the price of drugs, and safety is always an important 
aspect. I have had, since I have been associated with the Department, a feeling of 
security knowing of the protection of the Food and Drug Directorate, and so 
some of your remarks concern me, and if you do not mind I would just like 
to bring this to your attention for my own information. You say on page 30: 

—a lobby located in the same city and perhaps in the same building where 
the nerve centre for many Food and Drug decisions are made. 


I find this an accusation that is very hard for me to understand. I am just 
wondering, if you would mind and for my information, explaining. 


Mr. GILBERT: Well I believe that the P.M.A.C. has a very effective lobby and 
they are spending a lot of money to protect their position. It is as recent as this, 
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if you just pick up this “Drug Merchandising” the December issue—I only got 
this on my desk yesterday— 

Mrs. RIDEOUT: But what I mean, Mr. Gilbert is which building and what 
lobby? Who are you suggesting and where is the building? 

Mr. GILBERT: Well, actually, I think there is a slight error, they are not in 
the Brooke Claxton building, but they are in the building where certain other 
decisions are made, where the Department of Industry is concerned, which has a 
lot to do with drugs, etc. And I believe that there are good communications. 

Mrs. RIDEOUT: Well, you imply more than good communications in your 
brief. 

Mr. GILBERT: That is all it says. 

Mr. MaAckKASEY: May I ask a simple question. Are you referring to the fact 
that Dr. Showalter’s department is in the same building as the P.M.A.C.? 

Mr. GILBERT: That is right. 

Mr. MackaAseEy: In other words, what you are saying is that because they 
are in the same building—and as you mentioned, there is a greater degree of 
communication between Dr. Showalter and the P.M.A.C.—that it is healthy for 
the industry. 

Mr. GILBERT: I do not think that I said that, but I mean those are the facts. 

Mrs. RipEouT: Well, I do not think that there is any connection between Dr. 
Showalter and the P.M.A.C. being in the same building. I do not share your 
feeling. 

An hon. Mempser: Let us put that on record. 

Mrs. RipEouT: If I may just change the tune. You were speaking of your 
“Research and Research in Canada’’, which I find interesting. You make the 
statement: 

There is no question in our mind that we would give anything to 
become an innovator. 


Yet, you have said that you are one of the best copiers, and you have said 
that you do not go along with research; you feel that the big companies take too 
much advantage, and you do not feel that these companies deserve any special 
consideration for the research they do. 

Mr. GILBERT: Absolutely none. 

Mrs. RipEouT: I am only asking this because I am new in this particular 
field, but I depend on these new companies. For instance, I know of people who 
have children who are ill, and they are borrowing time waiting maybe for a new 
discovery in drugs to save the lives of their children. In fact, I think the greatest 
headlines I could ever read would be a cure for cancer. Well, if everybody took 
your attitude where would we be, what would happen to us? 

Mr. GiLBerT: Well I think you will find a cure for cancer will come out of 
some government institution. 

Mrs. RIDEOUT: You do not think that these companies that are spending—of 
course granted they are not spending as much money in research for cancer as I 
would like-— 

Mr. Ginpert: They might isolate a particular facet of the thing that they 
think may lead them somewhere, but it is an over-all problem which will be 
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done in many research institutes and will not come out of one place. And if it 
were left in the interests of industry to produce this, it could never be done, I 
think. 

Mrs. RipEouT: Well, then, you, on one hand, say you wish more than 
anything else you could be an innovator, and at the same time you say that there 
is no need for them. I do not understand. 

Mr. GILBERT: I did not say there was no need for them. I said unfortunately 
only about 20 per cent of the actual research done is truly productive. The rest of 
it is of commercial interest to them. 

Mrs. RipEouT: But the productive end of it has been beneficial to you; 
apparently you have been successful in your business, because, as you say, you 
are a good copier. 

Mr. GILBERT: Well— 

Mrs. RIDEOUT: Now, I could be wrong. 


Mr. GILBERT: No, I will try to qualify this. You must not isolate the subject 
of research from everything else; it is a composite of pictures. What is the 
purpose of a drug company? To serve humanity? I do not think the stockholders 
would buy this. They are interested in producing profits and creating a big sale 
for these products. I say this, that if a company has a good product going, and 
has a better product in their loaf, they will not put it out until the light of that 
first product is utilized, or unless there is competition. 

Mrs. RipEouT: But the progress that has been made over the past few years 
does not really substantiate your argument. 


Mr. GILBERT: I beg your pardon? 


Mrs. RmpEouT: The progress over the past few years in new drugs certainly 
does not substantiate what you have said. 


Mr. GILBERT: Well, I will try and substantiate it. 

Mrs. RIpEOUT: I am not meaning to argue with you, Mr. Gilbert, I want to 
find out. 

Mr. GILBERT: No, no. I mean I think these are very sensitive questions, and I 
feel that drugs are foisted on the public, to a large extent. In other words, there 
is always the course of medication, but then somebody comes out with some- 
thing, me too. I have got a case now with this nicotinic acid, for instance, which I 
think is an extremely valuable product, but no drug company will touch it 
because there is no exclusivity there. 

Mrs. RIDEOUT: It seems rather strange. 

Mr. GILBERT: Oh, it is not strange at all, it is true. 

An hon. Mempser: It is a strange truth. 


Mr. GILBERT: In other words, they are paying for merchandising power and 
the doctor will use what he is made to use. In other words, if you have got four 
or five different products with the identical chemical construction, whatever 
doctor will make you use any one of them? You have not investigated; it is the 
detail man who has come in, the literature that you received, that has controlled 
your useage of that product. We are subject to pressures. 

Mr. Howe (Wellington-Huron): Mr. Chairman, I can agree with Mrs. 
Rideout that this is rather an unusual brief. There are some very definite state- 
ments made that are hard to understand and I can agree with Dr. Isabelle that 
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this is almost becoming a court between you and people who have made 
certain allegations. However, you did indicate, in reply to Mr. Forrestall, that 
you felt that drug prices could be reduced by changes in the patent laws. Is that 
correct? 

Mr. GILBERT: I do not think you have to change anything; just give the 
public the opportunity to buy, and give them some control on what they buy. 
~ That is all you need. 

Mr. Howe (Wellington-Huron): You maintain there is a monopoly in the 
drug business? 

Mr. GILBERT: I maintain there is a merchandising power in this industry, 
which no one can contravene, and they are looking for protections for this 
merchandising power. 

Mr. Howe (Wellington-Huron): Has this been brought to the attention of 
the Department of Justice under the combines legislation, or has there been any 
charges laid? 

Mr. GILBERT: I have been there, and I am tired of going there. 

Mr. Howe (Wellington-Huron): And they just will not listen to you? 

Mr. GILBERT: They have listened to me. I am fully documented. 

Mr. Howe (Wellington-Huron): They have not taken any action? 

Mr. GILBERT: None at all. 

Mr. Howe (Wellington-Huron): Would the reason for this be indicated by 
your statement on page 7: ; 

This innovation has become a matter of great concern to the 
P.M.A.C., who have paid and suborned intellects to justify their monopo- 
lies. 


Mr. GILBERT: I looked up the word “‘suborned”’ and I decided not to change 
it. 

Mr. Howe (Wellington-Huron): You feel that pressure is being put on the 
Department of Justice? 

Mr. GILBERT: No; when I said suborned intellects, I meant that they pay 
experts to make certain types of statements which are half truths, and to me half 
truths are half lies. 

Mr. Howe (Wellington-Huron): You feel that they just cannot justify these 
monopolies? 

Mr. GILBERT: No. 

Mr. Howe (Wellington-Huron): I was rather interested in your statement 
on page 4, where you say: 

Unlike the P.M.A.C., and its members, we are not here in the public 
interest, to protect the public’s right to pay “fair prices” based on the man 
hour rate in Canada. 


I was rather interested in that statement, because a short time ago the De- 
partment of Agriculture issued a statement indicating that an hour’s wages 
today will buy more food than it would 10 years ago, the wages that a man 
gets in spite of all the investigations. Do you feel that is true of drugs? 


Mr. GILBERT: I feel it can be true of drugs, but it is not true. 
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Mr. Howe (Wellington-Huron): You feel that drug prices have gone up— 

Mr. GILBERT: No. I made the statement that the prices of drugs available to 
Canadians are the lowest in the world, based on their standards, if it can get to 
the public. How do you get it to the public? 


Mr. Howe (Wellington-Huron): This is what we are here for. 
Mr. GILBERT: Why not support me? 


Mr. Howe (Wellington-Huron): Further on your brief would indicate that 
you do not have too much—I would not say respect, but you feel that the medical 
profession is not as alive as it should be in connection with some of these things? 


Mr. GILBERT: I think they are too busy. 


Mr. Howe (Wellington-Huron): You say that they have lulled the public 
and the medical profession into acceptance of these practices. 


Mr. GILBERT: I feel very strongly about this. 


Mr. Howe (Wellington-Huron): You also make a statement here that I have 
agreed with for a long time, in regard to the Indian selling the pottery. They are 
both the same, but one was priced higher than the other, and they bought the 
better one because they thought it was better because it was higher priced. I feel 
this is true of people; it is human nature. Do you find that in the drug business? 


Mr. GILBERT: Yes. Certain classes of people will not be satisfied unless they 
get the highest priced drug. 


Mr. MACKASEY: These certain classes are doctors? 
Mr. GILBERT: No. They are certain individuals. 


Mr. Howe (Wellington-Huron): No, they are people and in dealing with the 
public you will find that. I find that in my own small business, that there are 
certain items that are real cheap. I know certain department stores will do this. 
As I said in this Committee once before, they will move items from their bargain 
basement and put them in the French room, make them three times the price. 
They did not sell in the bargain basement but they will sell in the French room. 
They clear them out. This is the human element that enters into this whole 
question. 


Mr. GILBERT: This is the preface of the expenditures of the members of the 
P.M.A.C. to inculcate that feeling that because the name is mentioned and seen 
in print, therefore it must be the only one to use and anything else is inferior, 
which is nothing further from the truth actually. 


Mr. Howe (Wellington-Huron): There is one other statement on page 19 
which says: 


The intrinsic value of the product is secondary. 


In other words, the merchandising is the important thing and the merchan- 
dising, in spite of and also because of the medical profession, will determine the 
course of treatment and medication that your family and our family will have to 
take. 


Mr. GILBERT: That is right. 


Mr. Howe (Wellington-Huron): In other words, the high pressure advertis- 
ing sells the product, not its actual value? 
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Mr. GILBERT: I honestly believe that, because you can get inferior products, 
and if a man were to spend $1 million, he is going to settle for a certain product 
because of this and whether it is good, bad or indifferent, makes no difference. 

Mr. Howe (Wellington-Huron): On CTV this morning, there was quite an 
advertisement on a news broadcast from 1866 and it mentioned a particular 
qualification of some blue pill. We think of the Lydia Pinkham’s pink pills and 
all of this type down through the years. In other words, common usage made 
these things of value to the public. 

Mr. GILBERT: I think the public is the undeveloped resource of the large 
pharmaceutical companies. 

Mr. Howe (Wellington-Huron): Thank you, Mr. Chairman. 

The CHAIRMAN: Mr. Yanakis, you are next. 

Mr. YANAKIS: Have you ever manufactured rimifon tablets? 

Mr. GILBERT: That is isoniazid, yes. 

Mr. YANAKIs: Do you still manufacture it? 

Mr. GILBERT: On occasion, yes. 

Mr. YANAKIS: Only on occasion? 


Mr. GILBERT: It is not a standard product with us. We sometimes fill large 
government orders for this product, not rimifon but the isoniazid. 

Mr. Howe (Wellington-Huron): What was the name of the product, Mr. 
Chairman, I did not hear what he said. : 


The CHAIRMAN: It was rimifon. 


Mr. LAIDLAW: Mr. Chairman, I would like to ask Mr. Gilbert a question or so 
relating to Section 41(3) of the Patent Act and I am sure Mr. Gilbert is familiar 
with that section. 

Mr. GILBERT: Quite. 

Mr. LarmpLaAw: I have asked this question of several witnesses who have 
appeared before this Committee, Mr. Gilbert. Do you think it would be effective 
in bringing down the prices of drugs, if Section 41(3) was enlarged to give the 
Commissioner of Patents authority to issue compulsory licences of imports? 

Mr. GILBERT: It would definitely affect the cost of products to the public; no 
question about that, and I have pointed this out in the instance where compluso- 
ry licences have been issued. To begin with, the licensee uses it almost solely for 
his own purpose. When he does make it available, he makes it available at a 
prohibited fee—I am thinking of the cloramphenicol licence, which is held by 
Penick, it used to be Fine Chemicals, and their price on cloramphenicol is about 
$228 a kilo, when it can be freely purchased on import for as low as $19 per kilo. 


Mr. LampLAw: This, of course, would only be necessary in respect of 
patented products? 

Mr. GILBERT: That is right. 

Mr. LaipLAw: I understand you have some compulsory licence you have 
already obtained under section 41(3), Mr. Gilbert? 

Mr. GILBERT: No, we have no compulsory licences. We have a couple of 
voluntary licences—negotiated licences. 
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Mr. LAIDLAW: Were these licences negotiated after you made application for 
the compulsory licences? 

Mr. GILBERT: Yes. In one case, yes. In one case I have an agreement. I could 
not obtain a licence but I have an agreement with Pfizer, for instance, not to be 
sued for past, present or future infringement on their tetracycline patent. Do you 
want to ponder that one? 

Mr. LAIDLAW: Could you advise the Committee as to why a patentee will 
issue a voluntary licence. 

Mr. GILBERT: I guess they love me. 

Mr. LamwLaw: So that the proportion of your business from licences is 
comparatively small compared to the business you develop from imports? 

Mr. GILBERT: Well, to be candid, I consider a patent suit a form of licence. 

Mr. LAIDLAW: Does this mean that you question seriously the validity of 
most pharmaceutical patents? 

Mr. GiuBEerT: I have gone to great lengths in my brief to explain that. 

Mr. LAIDLAw: I just mention this to bring it out because it has not come out 
in your brief so far. 

Mr. GILBERT: I publicly made a statement in 1957. I may only be 99.94 per 
cent pure, but I made the statement that there is not a valid drug patent written 
and if you do not believe me sue me. 

Mr. LaipLaw: Let us take a different tack for a moment, Mr. Gilbert. We 
have had a great deal of evidence that has come before the Committee with 
respect to patents in Italy. As you are aware, there are no patents on drugs in 
Italy, but as you are also aware, the industry there is pressing the government to 
reintroduce a strong patent system. I believe this also apples in India at the 
moment. Why, in your opinion, would the pharmaceutical industry now seek 
patent protection when apparently it has managed to live very well during the 
past few years? 

Mr. GILBERT: It is quite simple. The copiers have become innovators and 
they want to protect themselves from the copiers, the new generation. 

Mr. LarpLaw: In other words, the profit has been large but still not enough. ~ 


Mr. Ginpert: No; they want to protect what they have already developed, 
which they have done under a free enterprise system. 


Mr. LaripLaw: You, therefore, Mr. Gilbert, as an admitted so-called copier 
are probably looking forward to the day when you can be an innovator and 
strengthen the patent system? Am I correct? 

Mr. Gitsert: I do not think you should personalize it, but I think this will be 
the pattern. 

Mr. LaIDLAw: This could be the pattern here? If there was a moratorium on 
patents on drugs in Canada, as you have suggested in your brief— 

Mr. GILBERT: I think that would be the greatest thing for Canada. 

Mr. LarpLaw: But then you feel possibly after 10 years or so the generic 
drug industry would revert back to the patent system? 


Mr. GiLBerT: I think there would be some shamefaced pressures put to bear 
to reinstitute it. 
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Mr. LAIDLAW: This whole industry is really based on a profit motive and 
there is never enough dividends to the shareholders. Am I not correct— 

Mr. GILBERT: It helps a lot. 

Mr. LAIDLAW: This is the philosophy that I am trying to elicit here. 

Mr. GILBERT: In my submission I said that I was here to make a profit too in 
this business. It so happens that what I am doing it is on the side of the public. I 
do not say that it is my basic premise, but Iam happy that it is so. I sleep well. 

Mr. LarpLAw: Then everything is really dependent—as long as the drugs are 
safe for the public, the injection of competition is a good and valid thing and will 
bring the prices down. 

Mr. GILBERT: This is very necessary—very necessary. 

Mr. LaIpLAw: Thank you, Mr. Chairman, that is all I have at the moment. 

Mr. Mackasey: Mr. Gilbert, just in case you have any doubt, I think that 
Canada needs copiers to provide the competition. I have said that many times. I 
want to be sure at the same time that the copiers live up to the requirements of 
the Food and Drug Directorate as well as the P.M.A.C. boys. Mrs. Rideout 
mentioned the fact that the P.M.A.C. office and the office of Dr. Showalter are in 
the same building. You said this; you have left the implication that this is unfair. 
Now, Dr. Showalter has nothing to do with the Food and Drug Directorate. Am I 
correct in this? I am not right? 

Mr. GILBERT: No. 


Mr. MackAsey: Is he not chairman of an interdepartmental committee on 
the question of the purchase of drugs. 

Mr. GILBERT: He is a member of the committee on which the Food and Drug 
Directorate is represented and on which he is represented. They decide who shall 
pass on the 47-GP-1 regulations. 

Mr. MAcKASEY: This is not my interpretation of it. My interpretation is that 
Dr. Showalter is head of an interdepartmental committee that uses the facilities 
of the Food and Drug Directorate when investigations are being made or when 
the application of the rules 47-GP-la and now 1b—do you sell to the 
government at present time? 

Mr. GILBERT: No, not at the present moment. 

Mr. MAcCKASEY: Why do you not? It seems to be a big market. 

Mr. GILBERT: We were on the 47-GP-1. It was rescinded. There might be 
a source of controversy on this thing. I do not want to go into the details. 

Mr. MacxkAsEy: I would not mind the details at all. 

Mr. GILBERT: I felt that our company was put upon a bit. I do know this that 
our company is the most regulated company in the industry and— 

Mr. Mackasey: Is there a reason why you were singled out—why you are 
persecuted like this? 

Mr. GILBERT: I will ask you why Parke-Davis is only visited once in five 
years and why we are visited three times a year. 

Mr. MAcKASEY: The reason why I am asking these questions is that the Food 
and Drug Directorate will be before us the end of January and we intend to ask 
them. We had Dr. Showalter and other officials here a few weeks ago and we 
went into this 47-GP-1lb— 
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The CHAIRMAN: I would like to mention this for clarification that it has been 
called 74-GP-1b and 47-GP-1b. 

Mr. MAcKASEY: What is it? 

The CHAIRMAN: It is 74-GP-1b. 

Mr. MAcKASEY: Why can you not meet these standards? Why are you not 
selling to the government at the moment? 

Mr. GILBERT: I did not say we did not meet the standards. They say that. 

Mr. MacKasrEy: Why has the government come to the conclusion that you do 
not meet the standards? I am going to ask them anyway at the end of January so 
I would rather— 

Mr. GILBERT: May I suggest that you pull the dossier on Gilbert? Maybe you 
would find a lot. I do not know—I never see it. 

Mr. MacxkasEy: I have not asked for a dossier. But you are the one that has 
made the suggestion that there is an unholy alliance between Dr. Showalter and 
the P.M.A.C. This is in your brief. It is not something I have raised nor would I 
have ever raised it. You raised it. At the same time it is the same Dr. Showalter 
who applies 74-GP-lb. I am just wondering about the relationship between 
that fact that your company has been discriminated against, in your opinion— 

Mr. GILBERT: I did not say we were discriminated against. I am sorry if I 
gave that impression. We have been ruled against. 

Mr. Macxasey: You have been ruled against by the same Dr. Showalter 
which you have now mentioned in your brief. 

Mr. GILBERT: I did not mention Dr. Showalter. 

Mr. Mackasey: No, but is it Dr. Showalter you are referring to on page 30? 

Mr. GILBERT: No, I am referring to a building and an office. 

Mr. Mackasey: All right, I am sorry. If you are trying to evade it Iam going 
to ask you. On page 30 it says: 

—a loby located in the same city and perhaps in the same building where 
the nerve center for many Food and Drug decisions are made. 


What is the name of the building? 

Mr. GILBERT: If you look at the address of the P.M.A.C. I think it is th 
Gillin Building. 

Mr. MacxkasEy: The Gillin Building. Who else in that Gillin Building other 
than the P.M.A.C. is connected with Food and Drug. 

Mr. GILBert: I think the department of chemicals and industry. 

Mr. MacKasEy: Who had that department? 

Mr. GILBERT: Dr. Showalter, I believe. 

Mr. MacKASEY: Who is the head of the administration of 74-GP-1b? 

Mr. GILBERT: I imagine it would be Dr. Chapman. 

The CHAIRMAN: Dr. Showalter. 

Mr. GILBERT: I am sorry; it is Dr. Showalter. 

The CHAIRMAN: He is chairman of the committee. 

Mr. MacxaseEy: I know that. It is just for the record I have asked each 
question. 
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Mr. Gilbert, I will get into another area. What is your opinion of the Hilliard 
report? 

Mr. GILBERT: As Shakespeare might say: It stinks to the high heavens. 

Mr. MackKASEy: I asked that objectively. What are your oppositions to the 
Hilliard Report which was brought about, as the Committee knows, through the 
questions of Dr. Jones. 

Mr. GILBERT: I think it is a “paid for’? recommendation and I think it has no 
basis in fact or reality and it is designed to protect this type of thing. 

Mr. MacKASEy: In other words, you feel that the Hilliard report is unfair to 
the industry in general. 

Mr. GILBERT: It is very fair to the industry—95 per cent of it. 

Mr. MaAcKASEyY: But I consider you part of the industry. 

Mr. GILBERT: But I am only in the 5 per cent group. If you take it on 
averages it is very fair to the industry. 

Mr. MacKASsEy: Do you not think that the Hilliard Report was designed to 
protect the public against unsafe drugs. 


Mr. GILBERT: Contrary. I think anything but. It is designed to protect the 
P.M.A.C., period! 

Mr. MacKkasey: Would you elaborate and tell us how you came to that 
conclusion? 

Mr. GILBERT: I look at it this way. You have a big bully in a ring and a fast 
little fighter in the ring with the bully. He cannot lay his hands on him. He is 
getting away with things, so he says to the referee: “Let us shorten the Teves” 
This is the situation you have here. 

Mr. MAcKASsEy: You feel the Hilliard report is working against the copiers? 

Mr. GILBERT: Oh, definitely. 

Mr. MackAseEy: What portions of the Hilliard Report bring about this unfair 
publicity to you? 

Mr. GILBERT: This business of usurping the prerogatives of the Food and 
Drug Directorate. It is redundant. 

Mr. MacKasEy: Some of the recommendations, as I recall the report, Dr. 
Gilbert, simply are concerned with the fact that when drugs are taken out of the 
new drug category, we presume that all side effects are made known and 
suddenly a side effect does spring up, a little like thalidomide, for instance, that 
the drug should be reclassified as a new drug, all over again. 

Mr. GitBert: The patent office is not going to do it for you. It is only the 
Food and Drug Directorate that is going to do it. 

Mr. MackaSEy: Well, is this not what the Hilliard report is asking the Food 
and Drug Directorate to do? 

Mr. GILBERT: No; the patent office, to usurp some of the functions of the 
Food and Drug Directorate. 

Mr. MacKaseEy: I agree with you. You are not against the basic principle, 
then, of the safety built in to the Hilliard Report. 

Mr. GILBERT: I am all in favour of safety of drugs. 

25512—3 
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Mr. MacKAsEyY: But you are not against the report; you are only against the 
fact that you do not want the Department of Justice to implement the Hilliard 
report. 

Mr. GILBERT: Yes, I consider it failed, yes. 

Mr. MacxAsey: In other words, if the Hilliard Report was transferred into 
legislation under the jurisdiction of the Food and Drug Directorate, would you 
have any objection to the Hilliard Report? 

Mr. GILBERT: They already have these directives and rights. What are you 
going to give them? Not only that, the Food and Drug Directorate not only 
concerns itself with patented products, but also non-patented products. 

Mr. MackAseEy: You feel than that the Department of Justice should not take 
in consideration the Hilliard Report when it is ruling on compulsory licences. 

Mr. GILBERT: That certainly has nothing to do with it. 

Mr. MAcCKASEY: Right. Now, there is another comment on page 30, and I 
quote: 

Analysis of the definition of a new Drug will show—that any inspec- 
tor, regardless of ability and training—can summarily stop a manufactur- 
er from marketing a product. The regulation goes to such an extreme— 
that a mere change in the pressure used in making a tablet may be 
grounds for calling a product a new drug and a criminal charge can be 
laid against the “‘offender’’. 


How would the inspector know whether pressure was changed. 


Mr. GILBERT: What I said is this: if one wanted to—this has been stated; I 
would rather not mention the name because I am not sure of the name—but one 
of the members of the Food and Drug Directorate agreed that, according to these 
instructions they can even change the pressure—that is their own statement— 
and if we want to we can call it a new drug. 

Mr. MacKaseEy: Do you not think that the pressure used in the formation of 
a tablet is important? 

Mr. GILBERT: Naturally, I can put a product in a capsule where there is no 
pressure involved at all. 


Mr. MAcKASEyY: Even when the drug is in tablet form, there are cases where 
a doctor would prefer to prescribe a tablet. 


Mr. GILBERT: Providing it disintegrates properly, I think the question of 
pressure is relatively unimportant. 

Mr. MAcKASEY: Does pressure have anything to do with disintegration? 

Mr. GILBERT: Sometimes it may have. 

Mr. MacKASseEy: Then, there are some cases where pressure is important. 

Mr. GILBERT: Yes, it could be. 


Mr. MAcKASEY: For instance, in the case of Tolbutamide, would you consider 
pressure important?. 


Mr. GILBERT: Not really. 
Mr. Mackasey: Is the disintegration rate not important in a diabetic? 


Mr. GILBERT: You get a certain disintegration rate; if it meets the speci- 
fication, it does not matter what the pressure is. 
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Mr. MacKAsgEy: I ask you subjectively again, I keep repeating this: you did 
just tell me earlier that there is a relationship between pressure and the 
disintegration rate. 

Mr. GILBERT: There might be, I should say. 

Mr. MacxkaseEy: I would imagine in the treatment of a diabetic by oral form 
that the question of disintegration must be quite an important one. Do you agree 
to that? 

Mr. GILBERT: I will explain it this way: the question of pressure is only 
brought up as an extreme, because it is something they had seen in print 
mentioned by the Department. I am not saying that the Food and Drug Direc- 
torate are really interested in the question of pressure, but I only bring this out 
to show the infinite totality of the definition of a new drug, 

Mr. Mackasey: I agree, I see your point now, but do you not agree that the 
Food and Drug Directorate, through its inspectors, should be the final say in all 
areas pertaining to safety? 

Mr. GILBERT: Absolutely not. 

Mr. MAcKASEy: They should not? 

Mr. GILBERT: No. 

Mr. MAcKASEyY: And yet are they not the one protection for the public in the 
area of safety? 

Mr. GILBERT: I confess they must have controls, too. I confess that the 
manufacturer who is dealing with the Food and Drug Directorate should know 
where his rights are and he should be permitted to substantiate himself and not 
be confronted with an authoritative decision, or an autocratic decision, I should 
say. 

Mr. MackKASEY: But do you not think that an inspector should have the 
whole weight of the law behind him in all areas pertaining to safety. Do you not 
think that the inspector should—to take your example—demand the stoppage of 
the production of a new drug, even if he thinks, in the extreme example that you 
gave, that the question of pressure is important. 

Mr. GILBERT: I think the inspector should always be right: unfortunately 
they are not. 

Mr. MacKASEY: You are a good witness, Mr. Gilbert; you are evading the 
question, of course. Do you not think, for the safety of the public that the 
inspector should have this particular power to err. If they are going to make a 
mistake to make it on the side of safety. 

Mr. GILBERT: But they should be open for questioning. 

Mr. MackasEy: Certainly. Now this leads me to another question, another 
point that surprised me. You mention that there is no appeal against the Food 
and Drug Directorate decisions. Did I see that in the brief somewhere? 

Mr. GILBERT: Unless they bring charges against you there is not. 

Mr. MaAcKASEY: Unless they bring charges against you. 

Mr. GILBERT: Yes. 

Mr. MacKasEy: You mean to say you have no appeal against the Food and 
Drug Directorate inspector. 
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Mr. GILBERT: Where would you go, unless you want to sue them? 


Mr. MacKkaseEy: If the Food and Drug Directorate inspector should walk into 
your plant tomorrow and order you to cease production of a particular product 
for some reason best known to the inspector, have you no appeal? 

Mr. GILBERT: No. 

Mr. MackKASEY: You cannot— 

Mr. GILBERT: I can go up and try to convince them, but the decision is there. 
There is no referee. 

Mr. MackaseEy: I beg your pardon. 

Mr. GILBERT: There is no referee. 


Mr. Mackasey: Now, this is important to me: when the Food and Drug 
Directorate inspector comes in and orders you to cease production of a par- 
ticular product, are you telling me that you have no appeal under the law of 
Canada against this? You have nowhere to go? 


Mr. GILBERT: Unless I want to sue the Food and Drug Directorate. 

Mr. MaAcKASEy: Naturally. 

Mr. GILBERT: In other words, anybody can sue anybody if they want to, as I 
have found out. 


Mr. MacxasEy: Have you nowhere you can go to get an explanation. 


Mr. GILBERT: That is something that would have to be investigated. If I had 
thought very seriously about it, I suppose I would find some means to effect this. 


Mr. MackasEy: You feel strong enough to put it in your brief. You state 
quite categorically in your brief—if I could find it, I can only go by memory— 
that you have no appeal. 


Mr. GILBERT: That is right. They can summarily come out to my place and 
stop and say Mr. Gilbert, they are sealing this off and you cannot use it. 


Mr. MackaseEy: And you cannot appeal it to anybody? 


Mr. GILBERT: I can go to the Food and Drug Directorate and appeal to their 
sense of justice, but I do not know what else I can do. 


The CHAIRMAN: There is no machinery of appeal. 
Mr. GILBERT: No. 


Mr. MackaseEy: Well, there is at least an appeal against the inspector’s action 
to the directors of the Food and Drug Directorate. 


Mr. GILBERT: That is right, and I have an idea that they would be very 
reasonable about it. 


Mr. MaAcKASEY: Well, that is not the inference I got out of the brief. 


Mr. GILBERT: As I say, it is slightly exaggerated in order to drive the point 
home; otherwise there would be no discussion on it. 


Mr. Macxkasey: Mr. Gilbert, I appreciate your frankness; unfortunately Mr. 
Chairman I have to run to another committee. 


The CHAIRMAN: Your time is up. 
Mr. Macxasey: I know, but there is a third and fourth time, is there not? 
The CHAIRMAN: Perhaps. 
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Mr. Howe (Hamilton South): No, I do not have any questions, Mr. Chair- 
man. I would just like to say that this has been one of our more stimulating 
meetings. 


Mr. ISABELLE: I have a few more questions. You are a manufacturer in 
Toronto. 


Mr. GILBERT: That is right, only in Toronto. 

Mr. ISABELLE: Do you have a plant in La Belle Province, in Montreal? 
Mr. GILBERT: No. 

Mr. ISABELLE: Just an office. 


Mr. GILBERT: Yes. No, there is a distributor, who is entirely unrelated 
financially. 


Mr. ISABELLE: A kind of warehouse. 

Mr. GILBERT: No, there is a distributor who uses the name Gilbert but there 
is no financial relationship. 

Mr. ISABELLE: Do you sell all across Canada? 

Mr. GILBERT: Yes. 

Mr. ISABELLE: In Vancouver? 

Mr. GILBERT: Yes. 

Mr. ISABELLE: To London Drug, to Mr. Batt? 

Mr. GILBERT: Sometimes. 

Mr. ISABELLE: How do you feel about Mr. Batt, the way he is running his 
business? 

Mr. GILBERT: I think he is a forthright individual who is not afraid to say 
what he thinks and I think we need more people like that; that is the only way 
you are going to air problems. 

Mr. ISABELLE: You are aware that the the thirty-five major drug companies. 


in Canada in 1960, spent about $10 million in research, in hospital grants and 
things like that. 


Mr. GILBERT: I am not aware of it, no. 

Mr. ISABELLE: Since when are you in existence. 

Mr. GILBERT: I have been in Canada since 1946. I might say, incidentally, it 
is the Canadian Patent Law that brought me here. 

Mr. ISABELLE: But how long have you been in your business, Jules Gilbert 
Ltd. 

Mr. GILBERT: About twenty years. I have been forty years in the drug 
business. 

Mr. ISABELLE: How much have you spent in research? 

Mr. GILBERT: To give a figure would make me blush, so I will not. We have 
not spent anything to be of any consequence. 

Mr. ISABELLE: Thank you; very frankly. 

The CHAIRMAN: Any questions. 

Mr. LamLaw: I would like to ask another question following what Dr.. 
Isabelle said in dealing with research. I believe a statement was made at the 
Sainsbury Committee hearing which is now going on in Great Britain, by one Dr. 
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Derek Dunlop and I just mention it to put it in the record. He states that 57 out 
of 66 most valuable drugs, discovered in the last 25 years were developed by the 
drug industry. Now, in view of your comment earlier, Mr. Gilbert, that you felt 
that all the new drugs, at least from now on, would be discovered by government 
laboratories or university laboratories, could you elaborate further upon that? 


Mr. GILBERT: I did not think they would be discovered in university 
laboratories. I just said that is where they should come from because I personal- 
ly believe that the products of research should be impartial and I cannot say the 
results coming out of major industrial concerns are impartial. In other words, 
they have a product they think they can market and the public is going to use it 
because they are marketing it. 


Mr. LarpLaw: Do you think that much of the research going on now in 
Canadian industry, where it is going on, is not basic, that it is what, I think the 
words used here were molecular manipulation? 


Mr. GILBERT: That is right. 


Mr. LarmpLAw: In other words, not fundamental, not what Mrs. Rideout 
would like, not directed towards new drugs for cancer and that type of thing? 


Mr. GILBERT: I think the industry uses a shop work technique. They set up a 
schedule of manipulating molecules and testing them for results, and taking their 
findings and if they find something interesting it becomes an invention. Fur- 
thermore, when they find something they want to market they set up a good 
all-inclusive patent which includes their failures and the good products, and 
some other things that might even be better. But they arrogate them for 
themselves the one compound they are selling, and I will say this conservatively, 
millions of compounds in the same area which will never be used and are ruled 
out from general investigative procedures because of this one patent. We pointed 
this out very strongly in our own patent litigation and for this reason many 
patents have been aside, some patents have been set aside. 


Mr. LaipLaw: Are you suggesting that much of the patenting by the drug 
industries is done as self-protection, to close in that particular market? 


Mr. GILBERT: Absolutely. If you did not have this I think you would find 
that the potentiality of a firm, or of a company, or a research organization like 
Connaught, would be enhanced considerably because at every turn where they 
want to investigate a product they find they are constrained by a patent and they 
have to just drop it even though nobody will ever use these products. 


Mr. LAIDLaAw: This is from your own knowledge, Mr. Gilbert? 
Mr. GILBERT: This I have had discussions with Connaught on. 
Mr. MAckasEy: How long can you keep such a patent tied up? 
Mr. GILBERT: Seventeen years. 

Mr. MAcKASEY: Even if they are not using it? 


Mr. GILBERT: That is right, that is, a reputable firm will not question the 
legal propriety. 


Mr. LAIDLAW: Mr. Gilbert, going a little further, in your brief I notice you 
suggested there should be a mortatorium on patents for a period of, say, ten 
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years to more or less see what would happen. But if the Committee does not 
choose to make this recommendation, what recommendations would you have 
with respect to the term of patents on drug processes? 


Mr. GILBERT: I see nothing wrong with a 17 year patent. The harm I see is in 
the patent that are issued and the way they are granted. I think that is all wrong. 


Mr. LAIDLAw: I see. Going one step further back to the compulsory licencing 
system, it has been stated before the Committee several times, for example a 
company which has introduced a valuable product, as soon as the patent is issued 
within a day or two a compulsory licence application can be made by a third 
party. It was suggested that the company should be allowed to certain length of 
time to recoup its research costs. The time suggested I believe was three years. 
Have you any suggestions? 


Mr. GILBERT: My answer to that will be that they have already had their 
three years by the time the patent is issued. 


Mr. LAIDLAW: In other words, they are selling prior to the patent being 
issued? 


Mr. GILBERT: That is right. 
Mr. LAIDLAW: In many instance? 
Mr. GILBERT: That is right. 


Mr. LAIDLAW: Do you think three years is a long enough time for a company 
to recoup its research costs? 


Mr. GILBERT: I think they should be entitled to 17 years if they have a 
proper patent. I also feel strongly—this I want to intrude—that the system of 
patents is a oneway street in favour of the patentee. In other words, first he 
arrogates to himself certain rights granted by the commission; whether right or 
wrong does not matter. They have convinced the commission to grant the patent. 
They have got the patent. They use this as a club to stop competition in the 
industry. You have the threat of a $30,000 to $50,000 defence problem if you 
want to question the patent. The few patents that have really gone through the 
courts in the past few years have eventually all been declared invalid. However, 
we find that the patentee, in spite of the fact he has had an invalid patent, never 
has to pay back one penny of his gains, and the man who has set this thing right 
may get back one third of his costs. I feel that this thing should be put in the 
proper relationship, whereby the patentee, if he loses his patent, should suffer 
triple damages, based on actual costs of defence. I think this would put a new 
light on the matter. 


Mr. MackasEy: You said one third: is that an arbitrary figure or is it 
incident? 


Mr. GILBERT: This is an incident. 


Mr. Mackasry: This is an incident. There is no law that says you are going 
to get only one third? 


Mr. GILBERT: This is about the way it works out when your case is taxed. 


Mr. MacKASEY: This is an incident. There is no law which says you are 
going to get only one third? 
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Mr. GILBERT: Less than one third of what it cost. 

Mr. MackKasEy: —and the: patentee never paid back any royalties. 

Mr. GILBERT: As a matter of fact, they are still getting royalties on a patent 
which is invalid. 

Mr. MacxaseEy: But there is nothing in the law which says that you only get 
one third? 

Mr. GILBERT: Oh, yes, the law controls it in the way and decides what 
expenses you are entitled to ask for. 

Mr. MackasEy: Yes; but that is a flexible figure. 

Mr. GILBERT: No, rather inflexible. 

Mr. Mackasey: Now, Mr. Gilbert, it seems to me, you and I are on the 
opposite side of the fence a lot today. Is there anything in the law that says you 
are limited to one third of your expenses if you win your case? 

Mr. GILBERT: There is nothing in the law. However, there is a system of 
taxing cost which allows you so much for each little particular action, regardless 
of what it cost. 

Mr. MacKasry: There is a schedule set up? 

Mr. GILBERT: That is right. 

Mr. MAcKASEY: And in your case it added up to one third of the cost of your 
whole action? 

Mr. GILBERT: That is right. 

Mr. MaAcKASEy: But I had originally, from your remarks presumed there was 
something in the law which said you get only one third? 

Mr. GILBERT: No, no. This is a fact. There is nothing in the law. 


Mr. LaripLaw: Do you think, speaking of it as a practical matter, Mr. Gilbert, 
that triple damages, as you suggest, for the reasons you suggest, is practical at 
all? It could not only, surely, be applied to the drugs or patent cases but all 
patent cases? 


Mr. GILBERT: I think it would be a good suggestion for all patent cases, 
particularly with drugs. 


Mr. LAIDLAw: I have no more questions, Mr. Chairman. 


The CHAIRMAN: If the Committee will excuse me for a moment, we are 
having some trouble with the table. Mr. Mackasey, do you have any other 
questions? 

Mr. MackAasey: I suppose not, Mr. Chairman. There was one point I did 
want to raise. Perhaps I have lost the sense of it. Mr. Gilbert, we were talking 
about generics. Let me come back to Dr. Showalter. The evidence we received 
last week was that the Department of Industry’s purchasing set-up is interde- 
partmental committee recommendations and that approximately, I would say, 
90 per cent of the requests they are making are being made under the generic 
term. Would you agree with that? 


Mr. GILBERT: Yes. 


Mr. MackAasey: This hardly, to me the layman, indicates any preference 
being shown the brand companies or the P.M.A.C, the establishment, as you call 
it. 
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Mr. GILBERT: I never suggested that. 

Mr. MAcKASEY: I see. 

Mr. GILBERT: I know definitely that they specifically request their products 
by the product name rather than by the brand name. 

Mr. MackKaseEy: In other words, you have no complaint then with the 
directive that Dr. Showalter has sent out? 

Mr. GILBERT: No. 

Mr. MackKASEy: It just makes me wonder a little more about your reference 
to the fact that he is in the same building as the P.M.A.C., in view of your 
testimony now that he is acting at all times in a fair manner— 

Mr. GILBERT: This was not an attack on the department. I am just referring 
to the P.M.A.C. lobby activities. 

Mr. MACKASEY: You did get into an area—correct me if I am wrong—about 
generics. You did imply that you are not too happy about the generic industry in 
general. Am I wrong in saying this? 

Mr. GILBERT: I spoke only for my own company, I never mentioned the 
industry. 

Mr. MacKAsEy: All right. Are you satisfied with the industry in general? 

Mr. GILBERT: I think both sides need improvement. 

Mr. MackasEy: Including the generic side? 

Mr. GILBERT: Oh, yes, definitely. 

Mr. Macxkasey: In other words, if the druggist did have the right, as he 
has—do you sell in Alberta? 

Mr. GILBERT: Yes. 

Mr. MacKaseEy: Where the druggist has the opportunity of substituting 
generic for brand? 

Mr. GILBERT: Yes. 

Mr. MacKAsEy: Do you approve of this? 

Mr. GILBERT: Well, this is the point I tried to make. I think the phar- 
maceutical profession should develop into true professionals in determining 
true value of products, regardless of source. 

Mr. MackasEy: Well, how would the pharmacist distinguish between the 
various generic companies? 

Mr. GILBERT: How does the doctor distinguish? I do not know? 

Mr. MackasEy: Obviously he does not. You have said twice today that we 
have the cheapest drugs in the world in Canada? 

Mr. GILBERT: That is right. 


Mr. Mackasey: When I interfered—which I should not have done, Mr. 
Chairman—with Dr. Howe who mentioned that people would prefer to buy on 
the third floor rather than the basement, the point that I was getting at was the 
people in this instance are the doctors. Am I right? Prescriptions are prescribed 
by a doctor? 

Mr. GILBERT: Well, when I was referring to it in that connotation I believe 
that I referred to the fact that there are some individuals who are prepared to 
buy at the highest price, assuming that that is the best. 
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Mr. Mackasey: Who is that individual in this particular instance? I never go 
and buy my own drugs; the doctor prescribes the drugs. 

Mr. GILBERT: Well, I have personal friends who are in that category, who 
pride themselves in paying high prices. 

Mr. Mackasey: Yes, I agree with this philosophy, and I agree that this is a 
quirk of human nature. But let us get back to drugs. When I take sick and a 
doctor calls on me, he does the prescribing. It is up to the doctor to prescribe the 
bargain basement drug or the brand name; am I right in that? 

Mr. GILBERT: If we put it this way: the low cost drug and the high cost drug, 
I will answer the question. 

Mr. Mackasey: All right, the drug is not necessarily the cheap drug, 
whether the drug sells cheaply or the drug sells dearly— 

Mr. GILBERT: Now, this is a great mystery to me, as to what motivates the 
doctor’s choice, when he knows what is available. 

Mr. MacKAsEy: Now we are getting down to my point. It is the doctor who 
has this quirk of human nature, not the patient? 

Mr. GILBERT: No, the patient might very well like to have the lower cost 
drug. 

Mr. MAcKASEY: So, it is the doctor, despite his ethics, despite his degree of 
education, it is still the doctor who would rather prescribe an $8.95 prescription 
over a $2.95. 

Mr. GILBERT: That is right. 

Mr. MackAseEy: In other words, there is really nothing wrong with the cost 
of drugs in Canada. 

Mr. GILBERT: No, if it is made available. 

Mr. MaAcKAsey: And the only reason it is not made available is that doctors 
refuse to prescribe them? 

Mr. GILBERT: That is right. 

Mr. Mackasey: Now, is there any difference between a Gilbert generic and 
somebody else’s generic? 

Mr. GILBERT: I have not investigated the others. All I know is that I have 
pride in my products, and I cannot speak for other companies. 

Mr. MAcKAsEY: Would you have any objection if a doctor were to prescribe 
a Gilbert generic and a druggist were to change it to some other generic? 

Mr. GILBERT: I think he would be doing his patient a big favour. 

Mr. Mackasey: I do not think you understood me. 

Mr. GILBERT: Perhaps it is not understandable. 


Mr. MackAseEy: No, but it would be very unfair to you. I may be hard, but I 
am not unfair. I simply said that presuming a doctor willing to take advantage of 
the low cost of generic products, and knowing your reputation for, we will say, 
safety—which in his case he presumes to be impeccable—he prescribes in such a 
manner that he insists on Gilbert generics. 

Mr. GILBERT: Yes. 

Mr. MAckKasey: This is the question I asked you. 


Mr. GILBERT: This can happen. 
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Mr. MackKAsEy: I am sure it must happen. In other words you brand your 
generical. 

Mr. GILBERT: He has an awful lot of difficulty getting it, but it happens. 

Mr. MACKASEY: You brand it in a sense. Now, what would your reaction be 
if the pharmacist were to prescribe somebody else’s generic? 

Mr. GILBERT: This is where merchandising power comes to play, and this is 
where you have to convince the druggist—in our own limited way—to support 
our stand. This is all salesmanship again, and we do not have the funds that the 
P.M.A.C. has. 

Mr. MAcKASEY: What you are saying is that not only must you have the 
double duty of convincing the doctor to prescribe generics, and the druggist to 
carry generics; you must also convince both of them that Gilbert generics are 
better than somebody else’s generics. 

Mr. GILBERT: Gilbert generics are proper. I would not draw any comparison. 
I would sell Gilbert products per se, not as a comparison; I might compare prices, 
but not quality. 


Mr. MacKASEy: All right, why? Quality I am sure stands comparison. 


Mr. GILBERT: Well, I would not talk about it. I mean, I would not knok a 
competitor’s product; I like them to knock mine. 
_ Mr. Mackasey: You mention detailmen, and you mention merchandising, 
but looking at your catalogue, I think, Mr. Gilbert, you are a pretty shrewd 
merchandiser as well. 


Mr. GILBERT: Thank you. 


Mr. MAcKASEY: You have substitute gifts for detailmen, have you not? In 
your catalogue, you mention—and this is another area I would have loved to go 
into, Mr. Chairman, the table in which Mr. Gilbert went to great extremes to 
compile all the balance sheets of the industry—that if the profits are high, the 
drug industry will then give out a few more gifts to a golf tournament. 

Mr. GILBERT: Well, I sincerely believe that this is the least—I have never 
been behind locked doors—but I believe that the major companies budget to a 
profit. 

Mr. MAcKASEY: What is the basic difference between the big company giving 
a trophy, or a set of golf clubs, and you giving an electric typewriter? 

Mr. GILBERT: The basic difference is that—and it is a big difference—when 
they do it they are using it as a form of blandishment to the doctor to utilize a 
product which is going to cost the patient more, and making the patient pay for 
what he is receiving. I think that is wicked. 

Mr. MackasEy: And your admonition is to prescribe a product that sells for 
less. 

Mr. GILBERT: And this I will say no matter what gimmicks we give, or what 
bonuses we give; they are still getting basic value before that. 

Mr. MackaseEy: In other words, your method of merchandising is justifiable 
because in the end result the patient will be saving money. 


Mr. GILBERT: Exactly, and if I encourage the doctor to use our products 
because of a gimmick, or a premium, he is also extending the benefit to the 
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ultimate user and he can do it with a free conscience, which you could not do 
with a golf tournament. 

Mr. MacKASEy: In other words, he can accept the typewriter, but he should. 
not accept the golf clubs? 

Mr. GILBERT: No; I think you have to go basically into the fact as to what he 
is doing. In other words, I say that he can utilize our products, regardless of 
gimmicks, with true conscience because he is giving value to his patient. On the 
other hand, if he accepts a gift from a company and then utilizes that gift, and 
supports that gift by prescribing a product which is out-priced, he is making his 
patient pay for that; that is wrong. 

Mr. Mackasey: All right, I just wanted to get you philosophy on this, 
Mr. Gilbert. On page 21 of your brief, you take the trouble of compiling all the 
briefs of the 41 companies that were available to you. 

Mr. GILBERT: I took the actual figures in the first column. 

Mr. MackAasEy: Yes; you have compiled their balance sheets. 

Mr. GILBERT: I copied their balance sheets. 

Mr. MackKasey: Yes; I appreciate the work because what little education I 
have happens to be in accounting, so I understand what you have there. 

Mr. GILBERT: I will tell you a secret, I have a machine that gives me the 
answer if I press a button. It is not as tough as it looks. 

Mr. Mackasey: I think your machine turns out a lot of answers, Mr. Gilbert. 
We will not get into that; not while we are both in good humour. But I would 
have to say that this is rather naive. All you have emphasized here and in your 
little lecture to us on the next page in your conclusions, is that once the company 
gets back its fixed expense area, its margin of profits go up very rapidly. 

Mr. GILBERT: That is right. 

Mr. Mackastey: What is new about that theory? What are you trying to get 
at? 

Mr. GILBERT: I am just pointing out the true profit that they are working on, 
what they get beyond a certain point. In other words, when you are talking 
about 8 per cent figures that is an over-all picture, it is true, but what I am try- 
ing to point out is that once they get beyond that point—in other words, when 
they get “off the nut’, so to speak—what is their true profit? This is what I tried 
to point out. 

Mr. Mackasgey: Is this not true of all industry? Is it true of your own 
business? 

Mr. GILBERT: Yes, to a certain extent. 

Mr. MacKAsey: It is true of your own business as well. 

Mr. GILBERT: Yes, but until I sell a certain amount of goods I do not make 
money. 

Mr. Mackasey: What you have said here is that according to the balance 
sheets last year the net earnings of the pharmaceutical industry ran at about 8 
per cent but, had they been able to increase their sales by 5 per cent, their profit 
would have gone up to almost 30 per cent. 


Mr. GILBERT: No, the increase in profit would be on a 30 per cent basis after 
taxes. 
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Mr. MAcKAsEy: But only in that 5 per cent area, not on the whole picture. 
Mr. GILBERT: That is right. 

Mr. MAcCKASEy: You did not say that? 

Mr. GILBERT: I thought it was obvious. 


Mr. Mackasey: Nothing is obvious in a brief. It is just as obvious, then, by 
your own arguments, that had their sales fallen 5 per cent. 


Mr. GILBERT: I worked that out, too. 
Mr. MAcKASEY: Do you? I did not read it. I could not find it. 
Mr. GILBERT: I have two tables, minus 5 per cent and plus 5 per cent. 


Mr. Mackasey: But your conclusions treat here only with the result if they 
increase their sales 5 per cent. You did not go to a— 


Mr. GILBERT: I pointed out those, I believe. 
Mr. MacKASEy: Would you like me to read it to you? It is on page 22. 
Mr. GILBERT: If I did not, I meant to. 


Mr. MackasEy: I am sure that it was not left out on purpose. That is no 
inference on my part. I am just trying to make it complete. 


Mr. GILBERT: The first statement is that on a sales reduction of 5 per cent of 
$5,389,225 the difference in profit before taxes was $3,621,448. That is the first 
statement. 


Mr. MAcKASEY: You did not mention the percentage. 


Mr. GILBERT: Since the figure are almost alike I thought ‘you could easily 
extrapolate the— 


Mr. MACKASEY: Yes, we could have done it easily. Will you go on to the next 
one? 


Mr. GILBERT: “On a sales increase of 5 per cent of $5,389,225, the increase in 
profit was $3,548,400, which shows a profit margin on the increased sales of 66 
per cent, or almost 33 per cent after taxes, a far cry from the 8 per cent claimed”’. 


Mr. MAcKASEY: Let us stop there as two good accountants, Mr. Gilbert, and I 
understand you are one. You know this is apples and oranges. The 8 per cent 
claimed is on the total picture. 


Mr. GILBERT: That is right. 


Mr. MAckAsEy: The 33 percent that you mention refers only to the increase 
in profit. 


Mr. GILBERT: That is right. 

Mr. MacKasey: Therefore, this is inaccurate, is it not? 

Mr. GILBERT: No, my statements are accurate. 

Mr. MackaseEy: But there is no relationship between the 33 per cent— 


Mr. GILBERT: But the P.M.A.C. have created the illusion that they work only 
on 8 per cent regardless of figures. 


Mr. Mackasey: I see, I thought— 
Mr. GILBERT: This is the illusion I am trying to correct. 


Mr. MAcKASEY: The impression I got from the brief was that the balance 
sheet at the end of the year indicated that they made 8 per cent last year. 
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Mr. GILBERT: I point out further that if it were a product like stelazine it 
would probably have been an 80 to 90 per cent increase. 

Mr. Mackasry: The point I am trying to make Mr. Gilbert, is that I am 
under no illusions that if the P.M.A.C. could increase their profit from 8 per cent 
to 33 per cent they would not have increased it. You say that the name of the 
games is profit. I am just saying that by mixing up the 33 per cent after taxes, 
and then going on to say “‘a far cry from the 8 per cent claimed’’, you are talking 
about two different things. The 33 per cent refers to the degree of profit in that 5 
per cent extra sales. 

Mr. GILBERT: That is clearly stated. 

Mr. Mackasey: The 8 per cent refers to the total sales. 

Mr. GILBERT: Yes, that is right. 


Mr. MAcKASsEYy: Coming back to the question, it intrigued me a little, and I 
would like to know how you can do it, because business-wise it would be a 
great secret. How can you distribute $6 millions more without increasing distri- 
bution costs? 

Mr. GiuBerT: I think any shipping clerk can ship 5 per cent more or less in 
one day, and the cost of the warehousing would be identical. 

Mr. MAcKASEY: You are presuming that this 5 per cent increase would be to 
the same customer. Let us suppose that this 5 per cent increase sales came about 
in a new market in a part of the country that is very difficult to get to. 


Mr. GILBERT: You might take a gross package instead of a dozen package 
and the labour will be the same. 


Mr. MAcKASEY: You are telling me, then, that there is no basic difference 
between the distribution costs of selling $107 million and selling $115 million? 


Mr. GILBERT: I do not think it would affect it materially. There would be a 
slght difference, but I could not put it in the 5 per cent category. 


Mr. MacKkasrey: Would you say there is no difference in marketing? 

Mr. GILBERT: The assumption is on the basis that they have budgeted for a 
certain amount of sales. This has already been budgeted for, and my contention 
is that they cannot predict within plus or minus 5 per cent what they will get. 


Mr. MackasEy: What happens if they sell 5 per cent less than the 100 per 
cent? 


Mr. GILBERT: They would be able to prepare a better brief. 


Mr. Mackasry: But they would have had 29.8 per cent less profit by your 
argument. 


Mr. GILBERT: No, because it would reduce itself, perhaps, to 6 per cent. 

Mr. MackasEy: No; I am using the same argument you are using, the 33 per 
cent profit after taxes. I could change it to say that on a sales decrease of 5 per 
cent the decrease in the profit would be so much, which shows that the profit 
margin on the decreased sales was almost 30 per cent less. 

Mr. GILBERT: All I am trying to prove there is that the percentage of profit 
on the basis of the combined statements of the P.M.A.C. after the basic cost of 


operation is met, is 66 per cent before taxes. Whether you reduce it or increase it 
does not make any difference. 
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Mr. MAcKASEy: It is such an incidental point that I do not like to argue with 
you, but I do not like you to make a statement which is not accurate. You are 
leaving the implication that if the industry were to increase its sales by $5 
million—or 5 per cent—it would increase its profit from 8 per cent to 33 per 
cent. That is not true. 

Mr. GILBERT: I did not say that. I am glad you have helped to make this 
clear, because that is not what I meant. All I say is that they are working on a 66 
per cent base after expenses are met. 

Mr. MackAsEy: The inference I get from it—again as an accountant—is that 
once they get beyond a particular point in their operation, if they can increase 
sales 5 per cent and not increase the cost of distribution one cent and not 
increase marketing one cent, the percentage of gross profit in that 5 per cent area 
would be 66 per cent. 

Mr. GILBERT: That is right. 

Mr. MAcKASEyY: What effect would that have on the over-all picture? 


Mr. GILBERT: It would have a total value of about five one-hundredths of the 
total. In other words, it would affect the over-all profit by 5 per cent. 

Mr. MaAckKAsEy: Now, we are getting down to the truth. In other words, if 
they could have increased their sales by 5 per cent and not increased the cost of 
distribution, the profit picture would no longer be 8 per cent but would be 13 
per cent. 

Mr. GILBERT: I would have to calculate that; I do not know, but it could be 
done. 

Mr. MackAsEy: By the same argument, if the sales had fallen off 5 per cent, 
their over-all profit— 

Mr. GILBERT: Would have fallen off, too. 

Mr. MACKASEY: Yes, to between 5 and 6 per cent. 

Mr. GILBERT: When you go down far enough you find out what the break- 
even point is. 

Mr. MAcKASEy: Thank you very much. 

The CHAIRMAN: Are there any other questions? If not, I would like to thank 
Mr. Gilbert for coming before us today and presenting his brief. The Committee 
is adjourned until the 12th of January, when we will have Micro Chemicals and 
Paul Nancy before us. 
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APPENDIX “A” 


CYANAMID OF CANADA LIMITED 
635 Dorchester Boulevard West 
Montreal 2, Que. 


NOVEMBER 15, 1966. 
SPECIAL DELIVERY 


The Chairman, 

House of Commons Special Committee on Drug Costs and Prices, 
Parliament Buildings, 

Ottawa, Ont. 


Dear Sir: 

On October 18, 1966 during Cyanamid’s presentation to your Committee on 
Drug Costs and Prices, Mr. W. J. Blakely (Accountant for the Committee) asked 
two questions which our officials present were unable to answer. 


Since these figures were prepared under my direction, you suggested it 
would be appropriate for me to reply by correspondence. 


Cyanamid’s presentation stated that its return-on-investment during 1965 
was 10 per cent which was lower than the average of 19,666 manufacturing firms 
who responded to a survey conducted by Dun & Bradstreet. Regarding Cyana- 
mid’s statement, two questions are at issue: 

1. The definition of investment stated by Cyanamid differs from the 
definition stated by Dun & Bradstreet. Hence the two results may be 
different: 

In this instance, the basic of the computation used by Cyanamid is 
identical with that of Dun & Bradstreet. We could just as well have stated 
that our “Profits on Tangible Net Worth” for 1965 was 10 per cent. Mr. 
Blakely’s point was well taken because theoretically there could have 
been a difference. However, in fact, there was no difference. 


2. The Dun & Bradstreet figure of 12.47 per cent “Profits on Tangi- 
ble Net Worth” for Canadian manufacturing corporations was not for 
the same year as Cyanamid’s 1965 figure of 10 per cent: 

In preparing our presentation, we thought Dun & Bradstreet’s figure 
was for 1965. Upon rechecking, we find it was for the year 1962, which 
generally was not as profitable a year as 1965. Dun & Bradstreet’s figures 
for 1963 are now available and are compared below with those of 1962: 


Number of 


Profits on Canadian 

Tangible Mfg. firms 
Year Net Worth reporting 
TOG Sas whe ee ee 12.88% 19,140 
OOD ly \iges-n ase Grane nee en eee eee eee 12.47% 19,666 


It also should be noted the Dun & Bradstreet percentages ‘‘are aver- 
ages and include both profitable and unprofitable concerns.” 
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Briefly summarized, Cyanamid’s 1965 profit on investment was 10 per cent 
which was significantly less than that of the average Canadian manufacturing 
corporation. 

Yours very truly, 
T. F. Kyle, 
Treasurer & Controller. 


25512—4 
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_ APPENDIX “B” 


CHARLES E. FROSST & CO. 
MANUFACTURERS OF QUALITY PRESCRIPTION MEDICINES 
P.O. Box 247 
MONTREAL 3, CANADA 
NOVEMBER 15, 1966. 


Dr. H. C. Harley, 

Chairman, 

Special Committee on Drug Costs and Prices, 
House of Commons, 

Ottawa, Ont. 


Dear Dr. Harley: 
Sale of Frosst Products in Export Markets 


When we appeared before your Committee on November 1, I promised to 
give written replies to two questions concerning our export sales. From our 
records we find that the questions were substantially as follows: 

1. How do the prices we sell at in the export market compare with the 
prices for the same products in Canada? 


2. When products are sold abroad, how do we regain a reasonable 
proportion of the research costs which we incur in Canada? 


Question 1 


Falapen is the major product manufactured in Canada and shipped in 
consumer package sizes for sale in other parts of the world. The reason for this is 
that Falapen has to be produced by advanced manufacturing techniques which 
are only available at the Frosst plant in Montreal. Comparative prices to the 
retailer (i.e. the pharmacist) of Falapen are as follows: 


Price to Retailer ($ Cdn.) 


Size 
10’s 100’s 
Canada exclud to ch S il yy)s a 2. tae eee Gade $ 12.09 
MAMAICR ANG. OT MIAIGAC we es ee © 65 13.80 


BERS) ot bao: s eed Sanat: Ueeeneh ee eeead eee a 1.63 


In Peru, Falapen is sold in different sizes. The price to the retailer there for 
packets of four is 98 cents, and for packets of eight, $1.88. 

Falapen is also shipped in bulk to the Phillipines, England and Holland 
where other pharmaceutical companies package, promote and sell the final 
product. Our bulk selling price is comparable to the price that would be charged 
for similar quantities in Canada and allows us to meet all our manufacturing, 
research and administrative costs, and give us a fair return on the sale. The price 
of Falapen to the retailer in these countries is decided by the foreign company to 
ensure a return that covers all its costs including any sales and marketing it is 
required to do. 
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The Caribbean is the one area to which we export a wide range of products 
directly from Montreal. Jamaica is the largest single market in the area and is, 
therefore, used as the example. 

The following is a representative list of the major products we export to 
Jamaica, with prices in equivalent Canadian dollars, excluding Federal Sales 
Tax. For practically all products the Canadian price is lower; for the few 
exceptions, the Canadian price is only marginally higher. 


Price to Retailer 


Jamaica Canada 
Product Size ($ Cdn.) Chal) Passe) 

CASA! ROTI Gh A eR Ae 100 $ 4.32 $ 2.94 
Se att ELE or rata ohanh (ar AG Aum Graradea a lie 100 5.85 4.86 
PALE TTEVEN Php ieee ot cc ee he ke one 4 OZ. leoS 1.10 
Mirisana.Now 631 +2208 2 hee 4 oz. 0.70 0.69 
Bp trephem .camenondus. .&.. yaoi 100 1.58 1.10 
Biawedrinielosirien areal), oA) OZ 0.83 0.69 
Megacillin 1500. Suspe iw sie ons was 60 cc. 1.65 1.46 
IEG PTE) L ate whe os Hodis 24 day 1.44 1.26 
WN.G.E. ¢(Geriatticwd) Attias ad@telews 16 oz. 2.89 3.18 
Orchisterone-P No. 518 ....... 10 oz. 3.60 220m 
PAMOVIN red oad) Mons ved onslonoia 6 1251 0.82 
Progesterone! 25 ames) jajacisarsces « fl Ores, 4.500 4 4.18 
EP One dare, tents olhtib acs. dz 100 2.88 2.18 
Propl-Thyracih,25 wigs aie. as 100 2.45 1.54 
arrulfacillinsPed93=200. .csias es 60 ce. 1.01 1.04 
Trulfacillin Susp. 74-200 ...... 60 ce. 1.20 1.10 
‘LUtaimate’ : Snetebes atelises Acti, x2 60 2.79 1.65 


Question 2 


Where we export the finished product, a percentage to pay for research costs 
is built into our price to the distributor. Where we have manufacturing agree- 
ments, such as in the Middle East and South America, we recover a fair 
proportion of our research costs through royalty and other payments. 

Where we make bulk shipments (the only instances involve Falapen to the 
Phillipines, England and Holland, as mentioned on page 2), our bulk selling price 
includes all direct selling expenses and a built-in royalty, which again contrib- 
utes towards our research and developments costs. 

This year sales of our Canadian-made products in the export market will 
total $1,100,000 representing some 10 per cent of our total sales. 

I trust this is the information that your Committee required. If any further 
explanation is needed, I will be pleased to supply it. 


Yours sincerely, 


James E. Frosst 
President 


25512—43 
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_APPENDIX “C” 


ONTARIO PHARMACISTS’ ASSOCIATION 
175 College Street, 
TORONTO 2B 


NOVEMBER 16, 1966 


Mr. H. C. Harley, Chairman 

Special Committee on Drug Costs & Prices, 
House of Commons, 

Ottawa, Ontario. 


Dear Sir: 


Further to our communication regarding a submission to the Special 
Committee on Drug Costs and Prices from the Ontario Pharmacists’ Association. 

We beg to advise that it is our decision to support the submission of the 
Canadian Pharmaceutical Association presented by Mr. John C. Turnbull in 
Ottawa June 14, 1966. We ally ourselves completely with the facts set out in this 
presentation but would re-emphasize particularly the facts set out on page 107.8 
(1 & 2) as they relate to the 11% Federal sales tax and the information on 
“multiple pricing policies”. Aside from the remuneration needed for the opera- 
tion of this dispensing service the pharmacist has little control over costs which, 
by and large, is totally influenced by prescribing habits and the replacement 
value of the medicinal agent. The remuneration or dispensing fee is under 
constant study by this Association, attempting always to be fair and equitable to 
the profession yet with equal consideration of the public interest. 

The Ontario Pharmacists’ Association record here their desire to be of any 
assistance possible to the Committee, and if it were your thought that we could 
add any supporting information from the retail point of view, we would be most 
willing to appear for questioning. 

Please be assured of our continuing interest in the deliberations of this very 
important committee. 


Yours truly, 


S. G. TURNER, Phm.B, 
Executive-Director 
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APPENDIX “D” 
Submission to 
THE SPECIAL COMMITTEE 
on 


DRUG COSTS AND PRICES 
HOUSE OF COMMONS, OTTAWA 


by 
Jules R. Gilbert, Ph. G., B.S. Ch.E. 
on behalf of 


Jules R. Gilbert, Ltd. 
Toronto 9, Canada 


December 13, 1966. 


1. Introduction: 


This submission has been motivated by allegations made by Smith Kline & 
French (SKF) in their submission dated October 1966 before this Committee. 


These allegations had widespread newspaper publicity and must have creat- 
ed erroneous impressions in the public mind. We trust that equal publicity will 
be given to our denials, and that a formal apology will be issued by SKF. Failing 
this, they should be made to support their allegations. 


1.1 Scope of submission: 
We propose: 
To reply to, and factually discuss the allegations of SKF. 
To discuss the P.M.A.C. brief and testimony from the vantage point of 
an outsider in the industry. 
To discuss drug Research in General and drug Research in Canada. 
To discuss the Food and Drug Act as an Act and its bearing on drug 
costs. 
To discuss Patents and Patent Law. 


1.2 Aims: 


It is our hope that we may be instrumental in brushing away the cobwebs 
that have been so skillfully spun by the P.M.A.C. and their paid experts, and the 
members of the P.M.A.C. who have made their submissions before this Com- 
mittee. Light thrown on the cobwebs will permit observation of what lies behind. 
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2. Vital Statistics: 


We regret that we are not in a position to present a battery of vice-presi- 
dents, legal counselors, accountants, marketing and research directors to handle 
each phase of the problem. It is only by a miracle of fortitude and endwrance 
that we can stand here and say the things that we propose to day. This may be 
considered as a tribute to Parliament and Canadian justice. 


Our background follows: 
2.1 Ph. G. from Columbia College of Pharmacy 1926 (magna cum laude). 
2.2 B.S. in Ch.E. from Cooper Union Institute of Technology 1931. 


2.3 Employed between 1926 and 1931 as an apprentice pharmacist, and 
analytical control and research chemist for G. W. Carnrick Co., Newark, N.J. 


2.4 Spent a short time on a privately endowed Cancer Research problem. 


2.5 1932-1936, Assistant Supervisor of the Pharmaceutical Department of 
National Aniline & Chemical Co. Engaged in actual synthesis of about 150 
medicinals and biological stains. 


2.6 Initiated the firm of National Synthetics now known as Bell-Craig Inc. 
This firm specialized in the manufacture of contrast media for use in X-Ray 
diagnosis. (1936). 

2.7 Engaged in a patent suit with the Schering Corporation between 1941 
and 1945. 


2.8 Started a drug company in Canada in 1946. 


2.9 Branched out into hospital and medical supplies under the current name 
and style of Jules R. Gilbert Ltd. 


2.10 In 1957 our company initiated its Generic Drug program. 
2.11 In 1961 we built our own pharmaceutical plant. 


2.12 Our company is a veteran of a large number of patent suits, some of 
which have been settled by negotiation, others by licensing, ten patents have 
been declared invalid and some are lying dormant. 


2.13 Gilbert has been or is being sued by: 


1. Parke-Davis 2. Poulenc 

3. Pfizer 4. Frosst 

5. Horner 6. Ciba 

7. G. D. Searle 8. American Cyanamide 
9. Schering 10. Hoechst 

li. Merck 12. Upjohn 


Gilbert is suing: 
Smith Kline & French. 


Several other companies did not complete their threats of legal 
action. 


Dec. 13, 1966 DRUG COSTS AND PRICES 1745 


2.14 The writer became a Canadian Citizen in 1966, so that we can now 
proudly say that we are wholly a Canadian Company. 


2.15 Comment: 


With this background we can lay claim to being conversant with every 
phase of the pharmaceutical industry, be it Control-Research—Synthesis 
—Compounding—Accounting—Marketing—Patents. 


When we discuss a problem, we hope that we can view each problem from 
the standpoint of its relationship to the entire industry, and not just as an 
isolated phenomenon. Unlike the P.M.A.C., and its members, we are not here in 
the public interest, to protect the public’s right to pay “fair prices’ based on the 
man hour rate in Canada. Candidly, we are here to protect our way of doing 
business. If our actions happen to be pro bono publico, then we are pleased. 


3. Copiers and innovators: 


3.1 Before we discuss the SKF allegations we feel that we should explain 
our stand on Copying and Innovation. 


By American Cyanamide’s definition our company falls into the classification 
of a Copier. We state with pride that we are not only Copiers, but good Copiers. 
While we have a few unique formulations, and we have been known to supply 
special preparations for research activities, also contributed money towards 
research—the contributions have not been significant. 


Copying is a Public Necessity. If no Copying existed there would be no area 
for competition. The Innovator could set up rules for his own benefit and the 
public detriment. 


What is good for the Innovator is not necessarily good for the public. 


3.2 When we copy a product we try to give a good performance, and lean 
over backward to give better than full value. 


3.3 Placebos in Medicine: Reason for copying 


It is recognized in medical practice that there is often a psychosomatic effect 
in taking medication. This is mostly prevalent in the Tranquilizer group of 
medication. Double Blind Studies must be run in order to separate truth from 
fancy. The patients are separated into two groups, one of which is given the 
medication and the other is given an identically appearing product with milk 
sugar as the active ingredient. This procedure rules out, or balances, the effect of 
merely taking a pill. Many products do not reach the market because the Placebo 
has proven as effective as the drug. 

We emphasize this Placebo effect because when a patient is accustomed to a 
certain size, shape, and color of a tablet, it becomes an important part of his 
treatment, and a doctor will often resist the introduction of a new, even though 
innocuous factor, in the treatment of his patient. This is why we try so hard to 
emulate—the physician can now make a transition without difficulty to his 
patient while saving him 50 per cent of his medication cost. Ergo; if the Ethical 
Niceties recommended by the innovators are observed, the patient, the hospital, 
and the doctor may be deprived of the benefits of an Economical Therapy. 
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3.4 Innovation: 


This, to our mind, means the introduction of something which has not been 
done before. Innovation is not always patentable. We do not wish to detract from 
the value of true Research, when the fruits of such Research reaches the public 
domain. Our company has taken a stand on the subject of monopolies in the 
Drug Industry—whether such monopolies are obtained by Brute Merchandising 
Force or Patent Created Monopolies, the results are equally bad. In 1957, we 
publicly stated, that there is not a truly valid drug patent written, and we have 
stood by our convictions, and still see no reason for retraction of this statement. 

Our company is an Innovator, in a sense, in that it has taken a fresh stand 
against established practices, which, by usage, have lulled the public and medical 
profession into acceptance of these practices. This Innovation has become a 
matter of great concern to the P.M.A.C., who have paid and suborned intellects 
to justify their monopolies. They will fight to the last dollar of the Public’s 
money, to protect the Public’s Right to pay a “Fair Price” for drugs, scaled to the 
earning power of Canadians. 

3.5 We feel that whether a company is an Innovator or a Copier, their 
primary interest is profit. We know of no Innovator who has not started out as a 
Copier. 


4. Smith, Kline & French of Canada: 


4.1 Our first experience with SKF was in 1947, which might be too long ago 
for the current generation of SKF executives to be aware of this incident. 


An SKF representative was sent to our company to ask us to remove the 
product Amphamine (amphetamine sulfate) from the market. They considered it 
unfair competition to use a name so close to the official name. While SKF used a 
totally different name, ‘Benzedrine’, and thus felt they ethically protected the 
doctor and the patient. This, of course, is a ludicrous non-sequitur, and requires 
no further elaboration. This incident is related to demonstrate that SKF pos- 
sesses a congenital impairment which is still in evidence in 1966. Competition 
frightens them into poorly considered actions and half-truths. 


4.2 SKF Allegations: 


The allegations regarding Gilbert as appearing on pages 44 and 45 of their 
submission follows verbatim: 

“In recent weeks the firm of Jules R. Gilbert, Ltd. has started to sell 
in Canada, trifluoroperazine tablets made from imported raw materials 
‘with no knowledge as to how the said substance is manufactured’, accord- 
ing to the company’s own admission. Assays of these Gilbert tables have 
shown variations in potency as well as a generally lower level of potency 
than ‘Stelazine’. Yet the selling price appears to be only slightly below 
those of our product. In fact, the cost per mg. of active ingredient is 
higher with the Gilbert Tablet than with ‘Stelazine’. In addition the 
Gilbert tablets are so colored that they closely resemble ‘Stelazine’ lack- 
ing only the initials S.K.F. and the number designating product strength. 
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So far as trifluoroperazine is concerned, products of this calibre 
could not appear on the Canadian market if the drug were classified by 
the Food and Drug Directorate as a New Drug. An administrative proce- 
dure which we believe would conform to the spirit and intentions of the 
Hilliard Committee. However, the Directorate does not believe it has the 
legal right to take this step. 


We would ask your committee to assess carefully the teal 
value to Canadians of obtaining the price reductions presented by the Paul 
Maney and Gilbert products.” (end quote) 


4.3 Analysis of SKF’s allegations: 


4.3.1 Knowledge of method of manufacture: 


Where there is a British or U.S. Pharmacopea Monograph on a product, 
there are specific tests for minimum and maximum standards that must be 
complied with. Since the product trifluoperazine was innovated by SFK, they 
undoubtedly wrote the standards or supplied the information for these standards 
to the British Pharmacopeal Committee. Under these circumstances, we believe 
that SKF would set these standards as high as possible. When acceptable 
standards have been set there is no reason for uneconomic duplication of work 
that has already been performed, unless, of course, for the specific purpose of 
throwing roadblocks in the path of prospective competition. There is nothing 
mysterious about the chemical Trifluoperazine HC1; it is only one of a large 
group of phenothiazines which are used as tranquillizers. It is a finite chemical 
which is specifically described. Further, since the product has been described in 
the B.P. in both its chemical and tablet form, it follows that it has been sold long 
enough and in sufficient quantity so that a New Drug status is no longer 
necessary. The objection of SKF is not as to the purity of the Gilbert product 
‘Triperazine’, since this aspect is not questioned; the objection is that we are able 
to market the product too soon for their competitive comfort. 


4.3.2 Assays: 


SKF positively states that they have run assays on our products. There is 
nothing in their submission or in their testimony to prove this. All we can recall 
is assays on the Paul Maney products, with inferences but no facts, that the 
Gilbert products are similar. We know further that they have instigated investi- 
gations by the Directorate to check our quality and labelling. The ironic conse- 
quence of this investigation is that we now find that Stelazine, the SKF product, 
has been misbranded, and is still improperly labelled. 

As of this writing we have received no report from the Food and Drug 
Directorate that our product has been either mislabelled or found to be sub- 
standard. It should be noted that the Food and Drug Directorate does not issue 
certificates of compliance for any drug products. 


We requote: 
“Assays of the Gilbert tablets have shown variations in potency as 
well as a generally lower level of potency than Stelazine.” 


S.K.F. has deliberately made a statement without basis in fact. 
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4.3.3 Stelazine is deceptively branded: 


If there is a difference in potency from the S.K.F. product it is because the 
S.K.F. product is misbranded. 
We demonstrate an example of carelessness: 
(a) by S.K.F. 
(b) by the Food and Drug Directorate in allowing misbranding. 


The S.K.F. label reads as follows: 
STELAZIN 
1 mg. 
Trifluoperazine tablets B.P. 


This clearly reads to any physician or technically knowledgeable person who 
might refer to the B.P. monograph, that each tablet would contain 1 mg. of 
Trifluoperazine HC1. However, this is not so. In small print on the side of the 
label they state that the product contains sufficient Trifluoperazine HC1 to be 
equivalent to 1 mg. of the base. This would require information on the molecular 
weights of the products and a laborious mathematical procedure to determine 
how much Trifluoperazine HC1 is actually contained in the tablet. Furthermore, 
Trifluoperazine as the base is never used and little is known as to its characteris- 
tics. As a basis of comparison, we submit our labels on our products TRIPER- 
AZINE, 1-, 2-, 5-, 10 which leaves no question in the professional mind as to 
what he is getting in the tablet he is using. Therefore, if there is a deviation of 
20% between Stelazine and the Paul Maney product, it is because S.K.F. did not 
make their position clear. 


4.3.4 Potency: 


Our laboratory reports indicate that we work within a + 2% range of 
labelled potency with the emphasis on the + 2%. 


4.3.5 Selling prices: 


“Yet the selling prices appear to be only slightly below those of our product. 
In fact the cost per mg. of active ingredient is higher with the Gilbert tablet than 
with Stelazine.” 


This is a deliberate misrepresentation of facts, or to put it charitably, an 
inability to add and multiply. We only hope in the public interest, that they do 
not use similar mathematics in their production formulae. 

To set the record straight, we are using, as an example, the S.K.F. price for 
50 tablets and we equate it to 100 tablets which is our smallest commercial 
package. The comparison follows: 


Ratio 
S.K.F, Gilbert Stelazine: 
Strength Stelazine Triperazine Triperazine 
AS -ospuee tured as Moen ec caine tee $ 5.70 $ 3.00 190% 
Lit ox: th ARS oe Soe 7.50 3.60 208% 
D” aah he DN e ee 10.56 52D 201% 


10» soe b sii gine tt taper tate 14.04 7.20 195% 
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Since the 2 mg. Tablet is the largest seller, it can be readily seen that the 
S.K.F. price is more than twice that of Gilbert. We would like S.K.F. to define 
the meaning of “‘slightly lower”. Anyone reading the press releases would infer 
that our product had a price differential of 5% besides being a substandard 
product. It is worthy of note that no actual figures were quoted by S.K.F. on the 
Gilbert Triperazine. 


4.3.6. Price per mg. equivalents: 


We are surprised that S.K.F. mentioned it. The brief of the P.M.A.C. and its 
members all stress that they never make more than a normal profit in their 
operations and they always steer clear of mentioning the actual cost of the drug 
in their product. We wonder if this would be considered a serious infraction to 
the Sacred and Private By-laws of the P.M.A.C. Since they have raised the 
question of Mg. equivalent, we would like to oblige them by showing in figures 
that our mg. equivalent is not more, but “slightly” less than that of S.K.F. In 
order to simplify the calculations we shall calculate costs on the basis of 1 mg. 
base content. 

In round figures the landed purchase price of 1,180 grams Trifluoperazine 
HC1 equal to 1,000 grams of base is slightly under $200.00. 


Price to Pharmacist 


Quantity Stelazine _ Triperazine 
BE AI ai Ma eC i all cine caplet $ 5.70 $ 3.00 
OO Da wii deol we fy ine cert Phase. ua30 Rats 57.00 30.00 
OOO meme, Gi silo) Joba. busous.. 20% 57,000.00 30,000.00 


We now find that $200.00 of raw material will proliferate enough product to 
the pharmacist to provide S.K.F. with $57,000.00 and will ultimately cost the 
public $95,000.00. Looked at another way: at $2.00 per hour it would take 
Canadians 47,500 hours to buy the Stelazine emanating from $200.00 worth of 
Trifluoperazine HCl. At this point all percentages become meaningless. Such a 
profit would understandably require a lot of protection such as the Hilliard 
Recommendations and a special Food and Drug Act to be interpreted on their 
behalf. 


4.3.7 Similarity of Triperazine and Stelazine: 


We are flattered that S.K.F. recognizes the similarity in appearance of the 
two products. We really try hard to emulate. We feel that with the placebo 
phenomenon, previously explained, in effect the medical profession could now 
make a transition without difficulty to his patient while saving him 50 per cent of 
his medication cost. We do object, however, to the insinuation of counterfeiting 
in support of which they cite the U.S.A. Act. The U.S. Act clearly states that 
counterfeiting consists of duplication of label and markings so that the products 
appear to be identical. At no time can S.K.F. claim this about our product. Our 
label and name are distinctive and we already have plans for individually 
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identifying each tablet with our own mark, so that there can be no mistake as to 
the source of the product. This is another example of S.K.F. “reaching” to create 
a false impression. 


4.3.8 S.K.F. and the Food and Drug Directorate: 


Quote: “However, the Directorate does not believe it has the legal right to 
implement this step.” The step referred to is the implementation of the Hilliard 
Recommendations in behalf of their product Stelazine. 


The implication contained in this seemingly innocuous statement speaks 
volumes to our company. It means that S.K.F. is strongly in favor of the Hilliard 
Recommendations. It also means that they had meetings and discussions with the 
Directorate regarding the possibility of maintaining the “New Drug” status of 
Trifluoperazine. It also means, in accordance with the S.K.F. statement that they 
had a willing and sympathetic ear in the Directorate, but there was no legal 
loophole by which they could oblige S.K.F. The Food and Drug Directorate has it 
in their power, by exercising their right to do nothing, to aid and abet the 
maintenance of high drug costs, by so collaborating with the “Innovators”. It is 
important that the Directorate report to the Committee the nature of the 
presentations of S.K.F. and the nature of the reply by the Directorate. In the 
general scheme of things, we consider this matter to be of gravest importance. 


4.3.9 Mr. Henderson and Injurious Falsehood: 


In closing the subject of S.K.F., we wish to quote from P. 245 in Vol. 5 of 
the Minutes of Proceedings and Evidence. “Mr. Henderson: Mr. Mackasey, I get 
the distinct impression that the detail man is acting in a legal vacuum, and he 
has certain legal requirements that he should meet. This of course applies 
generally, not just to this industry, but he has to operate within the laws of 
Injurious Falsehood, which still are with us. 


That I admit, has the element of malice and it is not always easy to prove. In 
addition to that there are the laws of unfair competition which are found in the 
Trade Marks Act, and misleading statements relating to the products of a. 
competitor will give rise to liability.” 

In view of our analysis of the S.K.F. presentation, and the statement by Mr. 
Henderson on behalf of the P.M.A.C., we must conclude that S.K.F. believes that 
it is operating in a legal vacuum. 


5. The P.M.A.C. Brief and Economics in General: 


5.1 Allegory. 


Once upon a time there was a lady tourist visiting Navajo Reservation. She 
came upon two piles of pottery spread out on separate blankets. A sign over one 
pile read $3.95 each. The other pile had a sign which read $1.95. Liking the 
pottery and wanting the better value, she asked the old Indian Attendant, ‘“What 
is the difference between these two piles of pottery? They look alike to me.” He 
replied, “Nothing Lady, there is no difference but some people like to pay $3.95 
and some people like to pay $1.95. 
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This may be an oversimplication of the facts in the drug industry but we 
believe this is the essence of the controversy. The $3.95 group, represented by 
the P.M.A.C. are making heroic efforts to maintain their pricing system by 
endeavoring to change the rules in the middle of the game. The $1.95 group want 
things as they are and would like to see the $3.95 group maintain their prices. 


5.2 National Labor Cost as a Measure of Prices: 


This is a weighted, one-sided measure to prove that Canadians are not 
overpaying for drugs. If one were to use the same scale against the lowest prices 
available in Canada, then by far the Canadian prices by the Copiers would be the 
lowest in the world. We feel that the labor cost measure is not even worthy of 
discussion and was dreamed up by some economist in order to earn a fee. 


5.3 Merchandising as a Means of Monopoly: 


The ability to spend several million dollars in an all-out merchandising 
effort to launch a new product is the “secret weapon” of the Innovators. This is 
their PATENT. This merchandising, in spite of, and also because of, the medical 
profession, will determine the course of treatment and medication that your 
family and our family will have to take. The intrinsic value of the product is 
secondary. This is where the detail man comes into play. The industry knows 
that by exerting pressure on the medical profession they can force the use of 
their particular products. We have many instances of identical medical products 
being marketed under a variety of brand names and a generic name. What 
motivates the choice of a doctor as to which product to use? Especially since he 
has no knowledge of the individual makeup of the various products and HE HAS 
NO VALID MEDICAL REASON FOR MAKING HIS CHOICE. The answer is 
again, MERCHANDISING PRESSURE. 


The Innovator, not content with this great advantage, which is paid for by 
the public, now wishes to legislate competition out of the business by means of 
patents and special New Drug Regulations which they admit having framed. 

If the Committee will question us they will find that generic marketing has 
not decreased the sales of the major brands. Recorded sales by Parke Davis in 
the number of Chloramphenicol capsules sold have shown an increase in spite 
of generic competition. It is again a question of selling and a company’s follow- 
ing. A salesman tries to sell what he has. The public will buy because they are 
there. 


5.4 Extrapolation of P.M.A.C. Combined Statement: 


We have taken the trouble to examine the figures of the 41 companies who 
submitted their financial statements and have extrapolated their figures based on 
a plus or minus 5 per cent of sales volume. This was done in order to get their 
true working profit after their basic costs have been met. We think this is a fair 
and plausible assumption because a deviation of plus or minus 5 per cent in sales 
for a given merchandising expenditure is possible. The starred items in the 
adjoining table have been prorated in the comparisons. The other items have 
remained constant. 
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INCOME STATEMENT OF 41 COMPANIES 


~ Actual Calculated 
100% 95% 105% 

Revenues 
*1. (sales (E.5.T...&, Eel. not 

ANG LUICGEdy hart. < cceeueekes $ 107,784,504 $ 102,395,278 S21 32173,729 
‘i2. UOthersncomer ais 1k aaevne 2,680,893 2,546,847 2,814,936 
“81 Lotale Revenue 4miew: 628 110,465,396 104,942,125 115,988,665 
Eapenses 
Ta Cost Of GOOUS DOld 2 eee 39,399,032 33,629,080 37,168,983 
5. Distribution including 

Warenousing. 5 Asa ces an 4,254,333 4,254,333 4,254,333 
Gia iviaricetiae Ak UE Ee 32,286,618 32,286,618 32,286,618 
eee Eat (Room)? Recaen? ne 4 ees Soe 7,119,529 Tt L529 7,119,529 
Oe PROV ALIOS sie cate ava toes een 3,367,893 3,199,498 3,936,287 
Dee PROMUNISTT ATION of ctcccnaws ook 11,586,050 11,586,050 11,586,050 
10. Interest Charges ........ 309,435 309,435 309,435 
Total Expenses Fixed ........ 55,995,965 55,555,965 55,555,965 
Total Expenses Variable 38,766,925 36,828,578 40,705,270 
TOULL SL OC OCIESES! La <r. pays aia ce 94,322,890 92,384,543 96,261,235 
ArT OSS PE OTIVIIEOS cs | cus, Sas echoes 16,179,030 230th OS 19,727,430 
incomes! da 6.0.59 ee te 8,115,682 6,299,008 9,895,476 
INGE LOTTItGSs ees Ae en 8,063,398 6,258,574 9,831,954 


The starred items are treated as variables and are pro rated. 


On a sales reduction of 5 per cent or $5,389,225 the difference in profit 
before taxes was $3,621,448. On a sales increase of 5 per cent or $5,389,225 the 
increase in profit was $3,548,400 which shows that the profit margin on the 
increased sales was 66 per cent or almost 33 per cent after taxes ... a far cry 
from the 8 per cent claimed. These results are based on the composite figures 
shown. If the increase was based on a product like Stelazine, the true after-tax 
profit would be in excess of 40 per cent. 


These figures may explain our theory that the Innovators budget to a profit. 
If it appears that the after-tax profit will approach between 10 or 15 per cent 
then they will increase their expenditures by golf tournaments and free gim- 
mickry. : 


0.5 Manufacturing costs of a small drug company: 


In order to meet the Food and Drug Regulations required of a manufactur- 
ing plant it is necessary to provide properly ventilated, clean premises, and 
proper equipment. A minimum number of personnel are required for executive, 
quality control, production control, statistical control, production, packaging, 
shipping and bookkeeping. 
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To properly cover these aspects will require a payroll of $150,000 for which 
it is required to do about $300,000 in sales at a gross profit above material costs 
of about 60 per cent just to break even. The gross profit may be attained by 
doing custom manufacturing and marketing of their own products at the 
wholesale and retail level. Until the basic costs are met it is meaningless to talk 
about the profit on a particular item. Even if the product cost them nothing, a 
company could still lose money if sales did not cover the basic cost of operating. 


We have a business to run and we cannot afford the time to provide actual 
figures to support our thesis. We hope that the Committee will accept our 
premise as a guide line and as being good “guestimates” of the actual situation. 


5.6 Drug costs and the wealth of a community: 


Let us assume the existence of a community of 5,000 people without a drug 
manufacturing plant in its midst. A physician of that community uses furodantin 
(Nitrofurantoin). When purchased under the brand name the cost of the product 
to the pharmacist will be about $225.00. Under its proper name the same 
quantity of tablets could be brought in for $18.00. $207.00 leaves the community 
forever. This money could have either recirculated or brought in an additional 
$207.00 worth of goods to enrich the community. When these instances are 
multiplied by the number of brand name drugs on the market today it can be 
seen that it is possible for a community to save considerable amounts on the 
money drawn away from the community just for importation of drugs. 


5.7 Cost of drugs versus choice of drugs: 


Twenty-five tablets of Furadantin costs the patient about $10.00. Knowing 
this, the doctor hesitates to prescribe this excellent drug. If it were to cost the 
patient $3.50 per 100 tablets there would be considerably more of this product 
used, because then the cost would be no more than an ordinary sulfa drug. 
Because of the Copiers in Canada, this latter situation is possible—yet—only 
about 15 per cent of prescriptions are written for the equivalents available. 


5.8 Equivalency of brands and generics: 


The P.M.A.C. claims that there is no equivalency between brands and 
generics. A recent survey in the U.S.A. reported that 8.8 per cent of Brand 
named drugs and 7.7 per cent of Generics failed to meet Food and Drug 
specifications. The incidence of failure is 14 per cent higher for the Brand Names. 
Even though the difference is significant and points up that a brand name or a 
generic designation carries no inherent indication of quality ... to our company 
it means that both Copiers and Innovators must exercise greater care in their 
production. 


We can speak only for our own manufacturing operation and our desire to 
give full quality and value to the public. This is our only basis for survival. 


6. Research and Research in Canada: 


Research in Canada is minimal. The recent increases in expenditure for 
research was stimulated by the 150 per cent tax credit and this has enabled 
several companies to buy real estate and buildings for 25 per cent on the dollar. 
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Thus $100,000 spent on a research building will allow a 150 per cent tax credit or 
$150,000 which would normally result in a saving of $75,000 plus, in taxes. Thus 
the true investment in research of the company would be $25,000. A cheap price 
for a valuable addition to the company’s assets. This is reminiscent of the 
$40,000,000 worth of drugs the major drug companies donated to Cuba, and were 
able to take the wholesale value as a tax deduction. We now have the paradox 
that a million dollar donation at a true cost of about $150,000 would result in 
about a $350,000 net profit to the company because they were able to save 
$500,000 in taxes. 


6.1 Research in general: 


Some research is good and valuable. Some research is necessary. Many sins 
are committed in the name of Research. Research expenditures are used as the 
raison d’étre for the maintenance of drug prices, and this is magnified in 
advertising and publicity. The sword of research is double edged. If a company 
needs a “me too” product they become molecule manipulators—produce another 
product and then go on a big fanfare because now 50 mg. of this product is as 
good as 100 mg. of the product being used. The merchandising and detailing 
techniques are such that the company can predict how much of this new product 
would be used by the medical profession. Whether the product is good or 
indifferent it will be used. Much of research is devoted to market protection 
through the iniquities of the patent situation. 

Research expenditures are used for the maintenance of drug prices. The 
importance is then magnified in their advertising media. 


Research serves two purposes:— 


1. Development of a new marketable product...one that is prefera- 
bly patentable. 


2. Maintenance of the competitive position of the company. 
(a) by creating a reserve of products when there are dangers to an 
existing product; 
(b) by maintaining for themselves certain areas of development to pre- 
vent competitive encroachment. 


Much of research is devoted to market protection, made possible through the 
iniquities in Patent Law. A company which has succeeded in marketing a drug 
will, by patents, isolate the molecular area involved so that all research for 
betterment of medication is automatically eliminated as being fruitless. Thus the 
use of a single compound which must have been made by arbitrary selection 
when patented, will be patented in such a way that millions of possible com- 
pounds are removed as medical and commercial possibilities. 


It is our thesis that no more than 20 per cent research done, eventually 
accrues to public benefit. A portion of the remaining 80 per cent may even be 
used for commercial benefit to the company, but against the public interest. We 
have previously estimated the value of research as follows: for each $1.00 spent 
in research, $4.00 is spent in telling about it and the public is charged $10.00 for 
listening. We believe it is the ambition and desire of anyone associated in 
medicine to want to develop new and worthwhile medication. Our company has 
contributed time, money and materials whenever the opportunity has presented 
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itself. There is no question in our mind that we would give anything to become 
an innovator. However, the climate for our existence must be fought for and 
protected. If not, the “Innovators” will have it all their own way. 


6.2 The cost of research: 


We studied the balance sheets of the “Innovators” and as yet have not been 
able to find a figure in the asset column, which will treat as an asset, the value of 
research done concerning a new product which may be on the production line. 
All Research Expense is written off in the fiscal year that these expenses are 
incurred. The major drug companies’ returns are considered among the highest 
in industry. The public has already paid for this research in the products they 
buy. We cannot understand what these companies mean when they say they 
have to recapture their Research costs. In addition to paying for the successful 
research, the public has also been charged for the failures. 


The “Innovators” belabor the fact as to how much they pay for research and 
in the same breath how much they pay in Excise and Income taxes. Where does 
this money come from, if not from the public? Of all industries, the major drug 
companies have the greatest capacity for financing their own growth out of 
profits without outside assistance. 


6.3 Conclusion: 


Research, while necessary and laudable, has enough balancing iniquities. 
The company performing this research does so because it pays in prestige and 
profits. We therefore feel that the industry deserves no special consideration for 
that which they do by choice and for expedience. The cost of the research is 
charged for in the price the public pays. 


7. The food and drug act: 


We feel that the Food and Drug Directorate is in a state of flux and 
development. They are and can be a powerful influence for protection of the 
public and for keeping up the standards of drug manufacturing in Canada. The 
ever present danger is, that there is only one active Lobby—a Lobby located in 
the same city and perhaps in the same building where the nerve center for many 
Food and Drug Decisions are made. 

Public danger lies in the definition of a New Drug. This is a Regulation 
established by a power granted in the Food and Drug Act under section 25. 

Analysis of the definition of a new drug will show—that any inspector, 
regardless of ability and training—can summarily stop a manufacturer from 
marketing a product. 

The regulation goes to such an extreme—that a mere change in the pressure 
used in making a tablet may be grounds for calling a product a new drug and a 
criminal charge can be laid against the “offender”. The Regulation does not 
define sufficient quantity or length of use. 

The Regulation refers to changes of specific components in a manufactured 
drug, but in the event that they may have left something out, they also include 
the words “or any other component”. This renders the definition infinite in scope. 
The wording of this Regulation gives the Directorate a total police power in the 
industry. 

25512—5 
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The Directorate is relatively new and is gradually consolidating its informa- 
tion and policies. They have a mammoth job, and we believe, that they mean 
well. Regardless of the best intentions, we would like to examine the potential 
dangers such as demonstrated by the S.K.F.’s attempt—by their own admission 
—to administer the Hilliard Recommendations in the case of our Triperazine. 
The intimation was, that the Directorate had no legal right to interfere. 


7.1 Civil Servants have definite earning limitations: 


It is understandable that at some future time they would like to get a higher 
paying position with greater possibilities in Industry. We know of an instance 
where an individual has achieved this position. We find that the Directorate has 
been over zealous in the protection of a particular company’s products. This 
would mean that Drug Control is not routinely regulatory, but instigated by 
outside pressures. 

Since Hoffmann La Roche in their submission has elected to list names and 
to indicate unfair pressures, we would like to return the compliment. The 
Directorate has paid particular attention to any copier of Hoffmann La Roche 
products. We would not like to think that the Directorate is running errands for 
the P.M.A.C. so that it has little time left for basic Regulatory Activities. 

7.2 If the P.M.A.C. can properly influence the Directorate, the Hilliard 
Recommendations would be redundant. Any Drug may have New Drug Status as 
long as the Directorate desires it to be a New Drug. There is no provision, that 
we know of, for official or automatic release of a drug from its New Drug Status. 
A drug may be classified as a new drug forever or until someone questions the 
status of that particular drug. 

Actually the New Drug Classification provides the Innovators with greater 
protection than the Patent Act. You can contest a patent but there is no 
provision for contesting a Directorate Decision unless they lay a criminal charge. 


7.3 Recommendations: 


We, as a manufacturer, would like to see the New Drug Regulations ex- 
pressed clearly and concisely, so that when the law is read, a manufacturer can 
determine for himself whether he abides by the law. : 

The law as written may affect the cost of drugs to the public. Any changes in 
the Regulations should be made with the balance of interest in favor of the 
public. This should be done without relaxing any quality controls. 


8. Patents and Patent Law: 


8.1 Genesis of a Patent Application: 


For a patent to be granted there should be a spark of genius to warrant the 
franchise to the inventor. In actual practice if a chemical compound has not been 
classified before, a patent for that compound, when made by the process de- 
scribed, will be granted. It is very seldom that any process described has any 
originality. Aslo, it is very seldom that any genius is involved in the production 
of a new compound. The principles of chemistry have advanced to such a stage 
that at this point the laboratories routinely make, test and discard new com- 
pounds—until the routine testing shows up a product that is different. This 
procedure is even more prevalent in the antibiotic field. This is known as 
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Shopwork Technique and the invention is generally arrived at by the elimination 
of the failures. Finally, one compound is selected out of a group for a patent. 

The “Inventor” not content with merely patenting the compound he discov- 
ered, now proceeds to hide this compound in a generic claim which not only 
covers the marketable product but also all his failures in the same class and 
attributed the marvellous properties to all the compounds. If all the combina- 
tions and permutations in the generic claim were listed, we would find that 
millions of compounds have been patented which the inventor has no intention of 
using and which automatically eliminates the entire category from further 
research by an outsider. 


8.2 Patent Validity: 


It is patents such as these, that are being contested and being held invalid, 
because they do not conform to the Patent Act. 


How has this relaxation of the Patent Interpretation come about? The 
Innovators who have processed patents are not ignorant of what they are 
“getting away with’. The situation suits them, and until Gilbert came along, it 
was never questioned. 


It stands to reason that the members of the Establishment who own Patents, 
are not going to contest each other’s patents on the basis that they did not 
conform to the law. This would break up the racket. Therefore, any contests 
would be simply on the question of priority of invention, or the actual descrip- 
tion of the patented compound somewhere in the literature. In the case of 
American Cyanamide and Pfizer re Tetracycline, the case was settled by collusive 
agreement between the two companies. We’ve often made the statement—that a 
Patent Attorney confuses what he is getting away with, as being the law. 

The question of intrinsic validity of patents should be given serious consid- 
eration by this Committee because the Innovators already possess a tremendous 
advantage in their Merchandising Power. Too many laws are engendered by, and 
made for, Existing Power. 


8.2 Compulsory licensing and the Hilliard Recommendations: 


With all due respect to Mr. Henderson, Sec. 41 (3) of the Patent Act clearly 
states that compulsory licensing should be granted, with proper regard to the 
cost of drugs to the public. This is the entire motivation for Section 41 and this 
seems to be ignored by Mr. Henderson. 

The Innovators have accomplished a great deal by contesting Licensing 
Applications all the way to the Supreme Court. It is still an expensive procedure 
to obtain a Compulsory License which is provided for by law. What happens 
when a Compulsory License is obtained? 

(a) The cost of the licensee’s product is outrageously high and not made 
generally available, i.e. $228.00 for 1 kito Chloramphenical when the 
product is available in Europe at $19.00 a kilo. 


(b) The Licensee uses the product for their own production and will not 
sell to other manufacturers. 

(c) We do not consider the Act liberal enough to achieve the purpose 
intended! 
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8.4 Recommendation on compulsory licensing: 


(a) The licensed product should be made freely available to manufactur- 
ers at a price no greater than twice the duty paid price of a reliable 
import plus the royalty that would have to be paid the Patentee. 


(b) The Patentee shall be barred from seeking a review of the Com- 
missioner’s decision in the Courts. 


(c) The Applicant shall have the right to request review of the Com- 
missioner’s decision in the event of denial of application. 


8.5 The cost of Patent Suits: 


The granting of a Patent is generally the result of negotiations between the 
Patentee and the Patent Office. In effect, a Patent is a franchise which permits 
a Patentee to sue an infringer for injunction against sale and for subsequent 
damages. The burden of proof is on the defendant to demonstrate the invali- 
dity of the patent. To properly defend an infringement action requires the 
assistance of expert counsel knowledgeable in chemical matters, the assistance of 
one or two experts in the chemical and pharmacological fields plus intensive 
research work in the history of the patent, also investigation of the actual 
development of the patent. Of course, the Paintiff does not make things easy, 
because every delay allows him to lengthen his utilization of the patent and 
related profit picture. 


The Defendant must anticipate out-of-pocket costs of between $30,000 and 
$50,000 in the completion of a patent action. In the case of Hoechst vs. Gilbert 
there were 10 patents which were contested on the product Tolbutamide. The 
Action was decided in favor of the defendant with costs. These costs allowed 
were $9,750.00, the expenditures were in excess of $30,000. 


Tolbutamide is now freely available to any manufacturer in Canada. 


Neither Hoechst or Horner have reduced their prices on their branded 
products. Hoechst, aside from losing the franchise, never had to pay back one 
penny of its royalties received or the monopoly income they had during the life 
of the patent. They are still receiving royalties from Horner, which is a paradox 
considering the invalidity of the patent. 


8.6 Patent Litigation Recommendations: 


1. We recommend that the defendant in a patent suit, if successful in 
patent impeachment, should be awarded triple damages based on actual out- 
of-pocket costs. This would discourage false patents. This would make a paten- 
tee stop and consider before instituting long and costly proceedings for patent 
infringement. 


2. Patent Actions should only be tried in the Exchequer Court of Canada, 
otherwise the patentee can choose from one to ten provincial courts to have an 
action tried. 


8.7 The Hilliard Recommendations: 


We consider these Recommendations to be redundant and they have nothing 
to do with the granting of a patent or a compulsory license. 
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The Directorate in its New Drug definitions already provides greater protec- 
tion than that required by Hilliard. It not only covers patented products but also 
unpatented products. We do not consider the Patent Office qualified to pass on 
the safety requirements and preparations required of a drug. 


If the Patent Office sets up regulations to cover the area of Drug Safety, 
they will be setting up regulations in a field already assigned to another 
Government Agency—The Food and Drug Directorate. One law will interfere 
with another law, therefore it must be considered ultra vires. The very nature of 
the patents give insufficient information to the proper preparation of a patented 
product. On the contrary, in the interests of public safety, the patentee should be 
required to pass on the necessary technical information to the licensee so that a 
proper product is insured. 


In view of the debatable validity of drug patents, it is undesirable that 


additional hazards should be placed in the path of obtaining a compulsory 
license. 


The law is clear on the subject of Compulsory Licensing, yet all applications 
wind up in the Supreme Court. 


8.8 Patents and the Canadian Public Interest: 


It is difficult to recognize the forest because of the trees. Better than 90% of 
all drug patents issued in Canada originate from outside Canada. 


In Switzerland, only a Swiss Citizen could obtain a drug patent. This has 
made a major drug producing country of this miniscule area. 


The foreign ownership of patents (the Swiss are not prohibited from apply- 
ing for foreign patents) has enabled the Innovators to control better than 85 per 
cent of the drug business in Canada. 

We are drug Importers and held subject to the monopolistic pricing powers 
of the P.M.A.C. Group. 


The very name of the group means Pharmaceutical Manufacturing Asso- 
ciation of Canada. 


They are not Canadian Manufacturers nor do they propose to be that, unless 
forced to do so. 


This appalling and unbelievable situation, as viewed by someone on the 
Moon, staggers the imagination. 

This foreign group has banded together and is now endeavoring to hog-tie 
the patent office, the Food and Drug Directorate and the Canadian public. Their 
concern for the future of the Canadian public is posed as follows: You Canadians 
are a young and virile people. It is in your interest that you put yourselves 
completely in our hands, and we will nurture you and treat you fairly. We will 
train your sons as scientists and chemists and then send them abroad to join the 
ranks of our Innovators in our extensive laboratories. In the meantime, drug 
prices will be held at a level that they feel Canadians should pay. 


8.9 The drug industry in Italy: 


We draw conclusions diametrically opposed to that engendered by the 
P.M.A.C. 


The elimination of Drug Patents in Italy has resulted in: — 
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1. The development of a powerful synthetic drug industry with all 
the necessary manpower and skills to manage a highly technical industry. 

2. The Italian drug industry has resulted in providing the only real 
competition to the Innovators. (Yet the Innovators have their own plans 
and marketing organization in Italy. The Innovators are still interested 
in the welfare of the Italian people. They have not deserted them as 
they threaten to do in Canada.) 

3. The tremendous growth of the Drug Industry in Italy has resulted 
in the growth of a number of drug manufacturing Giants who now can 
afford to be concerned with the public interest. They now want a patent 
law established so they can protect the public against improper com- 
petitive pricing and perhaps forestall the advent of any new Copiers that 
may come into being. 


8.10 Recommendation: 

A Moratorium on Drug Patents for ten years with a seven year option for 
renewal of the Moratorium. 

Let us suppose, that as an emergency measure, this Act was passed in 
Parliament in order to give Canada a breathing spell for internal development of 
a Drug Industry. 

There is no higher authority in the world that can forbid Canada to pass 
such a law. It may not be cricket—but it is possible and practical. 


8.11 Predictions: 


1. There would be an immediate reversal of the Brain Drain. There would 
be an immediate influx of capital and personal skills from every patent-con- 
strained country in the world. 

2. Within five years we would be manufacturing for internal consumption 
and for export all vital drugs. 

3. In ten years a pressure group will arise demanding patent protection for 
Canadian industry. 

4. The balance of interest for this reeommendation resides in Canada. 


May the Good Lord protect us from our friends, for we can deal with our 
enemies. 
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MINUTES OF PROCEEDINGS 


THURSDAY, January 12, 1967. 
(37) 


The Special Committee on Drug Costs and Prices met this day at 9.50 a.m. 
The Chairman, Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout, and Messrs. Brand, Forrestall, Harley, 
Howe (Wellington-Huron), MacDonald (Prince), Mackasey, MacLean (Queens), 
O’Keefe, Orlikow, Tardif (11). 


In attendance: Mr. J. M. Cook, of Toronto, President of Micro Chemicals 
Limited; Mr. William S. Miller, of Toronto, President of Paul Maney Laborato- 
ries Canada Limited, and the Hon. Joseph T. Thorson, P.C., of Ottawa, Legal 
Counsel. 


Also in attendance: Mr. A. M. Laidlaw, Q.C., of Ottawa, Legal Counsel for 
the Committee. 


The Chairman introduced the witnesses. 


The Committee proceeded to the consideration of the submission of Micro 
Chemicals Limited, Gryphon Laboratories Limited, and Paul Maney Labora- 
tories Canada Limited. 


“ Mr. Cook made a short opening statement and was questioned. He was 
assisted by Mr. Thorson. 


Agreed,—That the above submission be printed as part of today’s proceed- 
ings (See Appendix A). 


On motion of Mr. Brand, 


Resolved,—That the letter of the Vice-President and General Manager of 
Smith Kline & French Inter-American Corporation, copies of which were dis- 
tributed to the Members of the Committee on December 13, be printed as an 
appendix to the proceedings (See Appendix B). 


Mr. Laidlaw also asked questions. 


On behalf of the Members, the Chairman thanked the witnesses for their 
appearance before the Committee. 


At 12.55 p.m. the Committee adjourned to 9.30 am., Tuesday, January 17, 
1967. 
Gabrielle Savard, 


Clerk of the Committee. 
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EVIDENCE 
(Recorded by Electronic Apparatus) 


THURSDAY, January 12, 1967. 


The CHAIRMAN: Lady and gentlemen, I think we might start meeting. We 
have with us this morning representatives of Micro Chemicals Limited, Gryph- 
on Laboratories and Paul Maney Laboratories Canada Limited. I would like 
to call on Mr. Cook, who is the president of Micro Chemicals in Toronto, to 
make as short statement. 


Mr. J. M. Cook (President, Micro Chemicals Limited): Mr. Chairman, Mrs. 
Rideout and gentlemen, we would like to extend our thanks to the Committee 
for asking us to attend and present our brief. 

We have put our submission in four parts, as indicated on page 2 of the 
brief. Basically, we have tried to give the Committee the benefit of our experi- 
ence in connection with section 41(3) of the Patent Act. 

I have with me this morning Mr. J. T. Thorson, who has been our solicitor 
in many of our applications for compulsory licences. Also present is Mr. W. S. 
Miller, who is the president of Paul Maney Laboratories. 

If there are any specific questions relating to section 41(3) of the Patent Act, 
Mr. Thorson will probably be able to help this Committee. 

This is all I have to say by way of introduction and I shall do! my best to 
answer any questions that are put to me by the members. I again thank this 
Committee for the opportunity of appearing. Thank you very much. 


The CHAIRMAN: Lady and gentlemen, the meeting is open for questioning. 
Mr. O’Keefe. 


Mr. O’KEEFE: Just one question, Mr. Chariman. 


At the bottom of page 23 and the top of page 24 you state: 


They then put the prices of the “winners” at all that. the traffic will 
stand and continue to charge such prices. 


Would you give us one or two examples of this? 


Mr. Cook: Yes. Actually, trifluoperazine is a splendid example of this, in 
that these prices that have been charged over the last few years have never come 
down. Chlorpromazine is another example of this. We obtained a licence in 1962. 
Until that time there had never been a price decrease, notwithstanding the fact 
that the usage of the drug had increased year by year the popularity of the drug 
had increased. There was no relief because of this increase. 


Mr. O’KeeFeE: And in your opinion there should have been a price decrease? 


Mr. Cook: Yes. I would say under normal circumstances, if you have a 
competitive situation, as volume increases and competition increases you nor- 
mally get a price decrease. 
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Mr. O’KEEFE: Could you give me any ratio of how that price should decrease 
with increased use? 


Mr. Cook: Yes. Actually in our brief we have set out the example of 
chlorpromazine and I think if you will turn to page 34 of the brief you will find 
since 1960, when we made our application for chlorpromazine and we obtained 
the licence in 1962, that we are now supplying the trade with the various 
strengths as pointed out here; 25 milligram, 40 per cent of what they were pay- 
ing in 1960; 48 per cent of what they were paying for the 50 milligram and 38 
per cent of what they were paying for the 100 milligram. This is at the level at 
which the individual would obtain the benefit of the medicine. In the case of 
large hospitals— 


Mr. O’KEEFE: Excuse me. You would have no personal knowledge whether 
this benefit of a price decrease was passed along to the customer? 


Mr. Cook: No. We just make it available. We make it available at the 
manufacturing level. 


Mr. O’KEEFE: You just assume, then, that it is passed along to the consum- 
er. In the normal course of events, of course, it would be and it should be. 


Mr. Cook: Oh, yes. 

Mr. O’KEEFE: Do you know if it has? 

Mr. Cook: I beg your pardon? 

Mr. O’KEEFE: Do you know if it has been passed along to the consumer? 


Mr. Cook: We find that doctors have indicated to our representatives, and 
even indicated to myself, that the patient has found monetary relief. 


Mr. O’KEEFE: From the druggist? 
Mr. Cook: Yes. 
Mr. O’KEEFE: Thank you, Mr. Chairman. I will pass. 


Mr. MacLean (Queens): On page 31 of the brief there is a statement on 

which I would like some clarification. You say, starting at the bottom of page 30: 

“consistent with giving to the inventor due reward for the research 

leading to the invention.” The meaning of this condition was the subject 

of controversy until the decision in the case referred to. The controversy 

was settled by Mr. Justice Abbott. He made it clear that the reward 
referred to meant reward to “the inventor—not the patentee—”. 


Are you contending that a patentee has no rights with regard to royalties, for 
example, if the patentee is not the inventor? 


Mr. Cook: If you would allow me, I would like to pass this along to Mr. 
Thorson, who is more familiar with this part of the proceedings. 


Mr. J. T. THorson (Legal adviser, Micro Chemicals Limited, Toronto): It 
seems to me that this is the clear meaning of what Mr. Justice Abbott said. 
Basically it is on this premise, that the sction says that the Commissioner must 
have regard to the desirability of making the drug available to the public at the 
lowest possible price consistent with giving to the inventor due reward for the 
research leading to the invention. Most of these companies in Canada are 


January 12, 1967 DRUG COSTS AND PRICES 1765 


subsidiaries and they are not the inventor of the invention and they have not 
contributed any research leading to the invention. This has been clearly stated 
by Mr. Justice Abbott and he puts the position of the Supreme Court just as I 
have put it in the brief, that in such a case the owner of the Canadian patent is 
not entitled to any reward. That is really what the Supreme Court has decided. 


Mr. McLEAN (Queens): Well, Iam not a lawyer, which is probably obvious, 
but this would seem to me to be a— 


Mr. THORSON: Oh, when this decision came out it really threw a bombshell 
into the camp. Mr. Justice Abbott was quite clear. When he came to this 
statement he underlined the words “‘the inventor” and then wrote ‘“—not the 
patentee—”’ and made it quite clear that he gave this literal interpretation of 
section 41(3). Of course, this was the first real clarification of that part of the 
section. 


Mr. MacLean (Queens): This would mean, I take it, that there is no point 
any more in a company acquiring a patent for a drug in Canada from a 
subsidiary, for example, or another company acquiring the patent rights of a 
drug so that— 


Mr. Tuorson: I do not think it follows, because there was a statement made 
to the effect that even if you had licences, the person who was the first originator 
of the drug would command at least 60 per cent of the market. He is not going to 
have all of the market, but the patentee still has a very considerable advantage. 
The licencee, in a sense, is put on the same footing as the patentee but everybody 
else is excluded from manufacturing and selling the drug, that is, everybody who 
does not have a licence. It is nearly tantamount, of course, to giving the right 
person a licence almost as a matter of right. It really has almost come down to 
that because the amount of royalty that is computed is a comparatively small 
amount. 


Mr. MacLean (Queens): What is the position, if this be so, of the National 
Research Council, for example, if it is not the inventor of the process or the 
patentable idea? It may be invented by one of the employees of the National 
Research Council but, as I understand the law, as he is an employee the INE Ce 
would have the patent rights on it if a patent was taken out. 


Mr. TuHorson: I do not know what the situation would be in the case of a 
patent owned by the Crown. I do not know what that situation would be because 
that particular situation has not come before the Supreme Court. The Crown 
might be in a preferred position under those circumstances. However, so far as 
any other patentee is concerned, that patentee falls under the language used by 
Mr. Justice Abbott. 


Mr. MacLean (Queens): Therefore, if you happen to have the situation 
where—although it would be unlikely—a chemist happened to invent a new 
drug and was not in a position to process it, to market it, and so forth, but he had 
it patented, how could he then get reasonable reimbursement for his patent if he 
were precluded—lI take it from this—from selling his patent to an appropriate 
company? 


Mr. THorson: He would probably get his compensation from the purchaser 
of the patent, based to some extent on the fact that he was the inventor. Then, of 
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course, a person who applied for a licence under that situation would not be in 
the same advantageous position as a present applicant. 


Mr. MacLean (Queens): Perhaps I did not put my question very clearly. 
What I have in mind is what incentive would there be for a company to buy a 
patent owned by an individual? 


Mr. THorson: Not a great deal, not to buy the patent, because they would 
have to buy it with the knowldge that someone would come in as an applicant 
for a licence and get the benefit of the decision of the Supreme Court as to the 
meaning of the section. 


Mr. MacLean (Queens): Well, it would seem to me that this waters down 
very considerably the advantages of patents. 


Mr. THORSON: Oh, tremendously, tremendously. Of course it does, and that 
seems to have been the basic policy underlying section 41(3) which, in a sense, 
makes an exception to the whole monopolistic scheme of patents. Yes, definitely 
it does. 

Mr. MacLean (Queens): It would seem to me, as a result of this, then, that 


the whole concept of patents and the stimulation of research, because of the 
patent law, is reduced. 


Mr. THorSoN: Mr. Cook suggests that he might answer that. 


Mr. Cook: I think the Patent Act, first of all, gives a monopoly to the patent 
holder. Now, this patent holder, I assume, has come to some reasonable value 
which he has placed on it with the inventor, so that now we can say that the 
inventor has been suitably compensated or he should be, even if he has to look 
after his own affairs. However, our brief points out that if this product is 
marketed under the patent and a reasonable return is obtained and that the 
prices are not excessive and are not maintained at an excessive rate, that the 
patentee will not have any fear of a compulsory licence because a company such 
as our company is in business for exactly the same reason he is in business. My 
object to be a successful businessman or else lose my job, is to manufacture 
pharmaceutical products and make a profit. If the patentee makes a reasonable 
profit and does not leave the incentive open for other people to also make a profit 
on what he is doing, then if he conducts himself in this manner he will enjoy the 
benefits of his patent rights. Our position is that he should not enjoy the benefits 
of his patent rights to the detriment of the Canadian public. 


Mr. MacLEANn (Queens): Yes, but it would seem to me that if a patentee has 
no advantages which a licensee does not have, there is no point in his purchasing 
a patent. 


Mr. Cook: I think there is. The fact of the matter still is that Rhone Poulenc, 
after all these years, does a very nice business in chlorpromazine at very 
respectable prices and no doubt is making a very nice profit. I cannot see your 
reasoning in this matter because if he makes a normal profit, and we must 
remember that we are not talking about an industry that is in Canada per se, we 
are talking about roughly 3 per cent of a world-wide industry in which the 
executives of the Canadian corporations of these subsidiaries, even if they 
wanted to, can exert very little pressure on their parents. 
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Mr. MAcLEAN (Queens): You are saying in effect, if I follow you correctly, 
that the royalties paid by a licensee are equivalent to any benefits that a patentee 
might have. 


Mr. Cook: Could you put that a little more clearly? I just do not get the 
meaning of that question. 


Mr. MacLean (Queens): Well, as I see it, there is no incentive to anyone to 
try to acquire a patent rather than a licence. 


Mr. Cook: I would have to disagree with you. I can see untold benefits to 
acquiring patents. The proof of this is that if a man gets the edge, he gets the 
prestige. He sets his initial prices. It is just a matter of economics. You just 
cannot say that he will not maintain his position. I believe that Eli Lilly had 
patents years ago on some of the barbiturates. This company is a successful 
company. They sell a lot of barbiturates and they sell them at prices which are 
probably higher than you would pay any place else. Every pharmaceutical 
company has barbiturates, and yet they are in business and they make a good 
profit. They are still reaping the benefit of this original patent, which was the 
first on the market. They are still reaping the benefit and the patent no longer 
applies. 


Mr. MacLEANn (Queens): I would assume that the benefits they are reaping 
are due to their successful marketing and the establishement of their brand 
name in the market generally, not due to any legal protection they have. That is 
the point I am trying to make. 


Mr. Cook: I think the legal protection gave them the initial springboard, but 
no amount of legal protection is going to save you from bad management. If 
these companies are highly successful at the marketing level, then this is what 
they should be. 


Mr. MACLEAN (Queens): I think I will leave it there at the moment and pass 
to someone else. 


Mr. MAcKASEy: Mr. Cook, I read your brief with a great deal of interest and 
I think it is very comprehensive and, for a layman like myself, very instructional 
as to the different steps and procedures which are taken to arrive at the finished 
product. I was a little disappointed that, unlike most briefs that have been 
submitted—and I was under the impression that this was supposed to be includ- 
ed, Mr. Chairman—there was absolutely no financial story included pertaining to 
your company. There are no balance sheets or anything of this nature in the 
brief. 


Mr. Cook: Well, first of all, while this is a cost and price committee, we were 
asked primarily to come here on another occasion because of certain statements 
that were made against our company. A wealth of figures and facts and percent- 
ages are available now but it would just be too repetitive. It was our opinion 
that we had a specialized point to add to this Committee on matters such as 
marketing costs to everybody of between 20 and 30 per cent, or something like 
that. There is nothing new. 


Mr. MAcKASEy: Are you between 20 and 30 per cent? 


Mr. Cook: Yes, we are about 20 per cent on marketing. We thought that we 
could contribute to this Committee something a little different, something very 
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specialized and something that we had some facts on that were different from the 
facts that you have been normally looking at, and that was the operation of 
section 41(3) of the Patent Act. - 


Mr. MAcKASEY: I appreciate that because you have put the other side of the 
picture very clearly and concisely. I think the average person does not under- 
stand patent laws too well and it is pretty hard to match wits, Mr. Chairman, 
with as eminent a Canadian as Mr. Justice Thorson. If anybody should be 
familiar with the rulings of the Supreme Court, I suppose it is learned counsel. 
Nevertheless, there are questions I must ask even if I am called out of order by 
the judge. 

I gathered from reading your brief that you have a very efficient operation. 
In comparing it with Smith Kline & French’s submission—I suppose some of the 
statements in their brief led to your appearance here today—I was particularly 
interested in the detailman’s phase of the whole operation. I noticed last night in 
reviewing their brief that they employ about 300 people in their operation—this 
was also mentioned in the Committee—whereas you run your efficient organiza- 
tion on less than 30. Am I correct in that assumption? 


Mr. Cook: Between 30 and 40, I think. Somewhere in here there is a heading 
for personnel. Yes, between 30 and 40 people. 


Mr. MAcKASEY: Well, do you have some secret that the rest of the industry 
does not have that you can run as large a concern as you have and still manage 
to do that with 30 people, including your Ph.D’s and chemists and engineers? 


Mr. Coox: The whole thing is relative to the size of our business, and 
although we would like to have the same volume and the same organization as 
Smith Kline & French, unfortunately we do not. I think on a comparative basis 
you might say that we have sufficient personnel. Our organization and our sales 
capacity is proportionate to them. 


Mr. MAcKASEyY: Proportionate to their volume of sales? 
Mr. Cook: I would think so. 


Mr. MAcKASsEy: Because without a balance sheet this is something I cannot 
determine. This is why I would have appreciated one. 


Mr. Cook: Our volume is around the half million dollar mark, so if you take 
that into consideration— 


Mr. MacKASEy: That is a fair proportion. 


Mr. Cook: In that way we are probably a little over-staffed because I do 
believe their sales are a little better than $3 million. 


Mr. MacKASEY: With such a tightly knit operation are you in a position to 
properly service all of Canada with your products? 


Mr. Cook: Yes, we do. We are continually expanding our sales effort. The 
problem has been that you must make a choice and this choice is normally one of 
business foundations. We have a limited amount of capital. We had a certain 
amount of earnings that were coming back to be worked into the business. We 
had the choice of either momentarily halting our sales expansion—which takes 
money—or putting this money to work at the manufacturing, technical and 
chemical end of our business. We made this decision six years ago. Our sales 
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organization has been relatively static. Mind you, we have always been creative 
in the sales field by getting distributors to handle products instead of putting our 
own men in the field. We have been essentially concentrating on putting the 
foundation on the house, because you cannot put the roof on before you do that. 


Mr. Mackasey: You have outlined the very logical growth steps that your 
particular company must take; you must creep before you walk and so on. If 
your marketing is between 20 and 30 per cent, which seems to have been the 
figure that most of the big P.M.A.C. members have quoted in their balance 
Sheets, why is there the tremendous spread, according to your statement, be- 
tween their product and your product? 


Mr. Cook: I would say that the secret to this probably lies with them, not 
with us. We have no idea of their inter-company charges. Well, we have some 
idea—as I think is mentioned in the brief here—but it is only to the extent that 
it is given to us or obtained by us in the course of hearings such as this or 
through the patent office proceedings. It would seem to us that there are 
relatively high amounts of money being vaguely accounted for. I am not saying 
that they should not be handled this way. A man should be able to handle his 
money any way he wishes. After all, it is a free country. If we are able, and we 
are proving the point, I believe, year after year, to do what we believe is an 
efficient job—not in comparison with them particularly—and sell the product for 
less, then there must be something on their side of the fence to be shown for the 
difference. 


Mr. MAcKASEy: I come back to marketing because one of the points empha- 
sized contniuously, and perhaps with a certain amount of validity, against the 
brand names is their emphasis on marketing—slick promotional pieces, high 
pressure detailmen—which are all grouped in this 20 to 30 per cent marketing 
cost. From reading your brief I infer that you do not use this method of pushing 
your product; you are not top heavy in detail men and slick promotion. What 
brings your marketing quite so high, why the comparable? 


Mr. Cook: Our marketing is high because, from an economic point of view, 
there are certain costs which are fixed costs. There are certain costs which are 
variable costs and there are also, I do believe, certain costs which are semi-vari- 
able. Our sales are a fraction of one of these large companies. However, there are 
certain basic things that we must have whether we make a dollar’s worth of 
sales or a million dollars’ worth of sales. I would hope to see my sales go up and I 
would try to make it the policy of my organization to see that percentage come 
down. 


Mr. MAcKASEy: Because the fixed would grow and the variables, of course, 
would be just nominal? 


Mr. Cook: Yes, I would think so. 


Mr. MackKasery: I think you have made a very valid point to someone 
interested in economics. In other words, once you get up to maybe a million 
dollars worth of sales and because of your fixed expenses in the marketing end 
you presume that you will be able to reduce this 20 or 30 per cent to a lower 
level. Are you in favour of the recommendation of the Hall Commission Report 
that this particular area be limited to 15 per cent? 


Mr. Cook: No, I am not. 
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Mr. MACKASEY: Would you elaborate? 


Mr. Cook: I believe that basically everyone has a right to run his business as 
he sees fit and I do not think we should pick on the drug industry and say. “You 
are different from somebody running a corner grocery store’’. I think to a certain 
degree my costs will come down in competition. If I can operate and get larger 
and larger in this business, then the man who has a 40 per cent marketing cost 
is going to be looking at a red number at the bottom of his balance sheet and he 
is not going to like this. He is going to have to do something. This back and 
forth assessment in open competition will ultimately give you the lowest possible 
price available to the Canadian public. Our basic system—our basic philosophy 
in this country—should handle this very nicely without any undue strain put on 
the industry. 


Mr. Mackasey: Thank you very much. I have only a few more questions for 
the first round, at least. I will skip to page 25, if I may. I think you mention in 
subparagraph (b) of Section (1) an Italian firm as an example of the fact that 
trifluoperazine can be manufactured for $270 a kilogram, as compared to the 
$460 mentioned in the first paragraph. In section (c) you point out that your own 
record, in comparison to the Italian firm, is not the happiest in the world. 


Mr. Cook: This section, now that I look at it, is not as explanatory as it 
should be. I believe this was meant to mean in packaged form it would be $500, 
because our raw material cost is roughly in that $270 bracket. This should have 
read—taking section (a)—-$460 for putting chlordiazepoxide in usable dosage 
form. I must apologize that this $500 should have been in that same category. 


Mr. MAcKASEY: It only proves that we read your brief; otherwise we would 
not have picked it up. 

In section (b) you do not state whether the $270 per kilogram of the Italian 
firm is in usable dosage form. 

Mr. Cook: No, that is in bulk. 

Mr. Mackasey: It is in bulk? 

Mr. Coox: In most cases imports would be in bulk. 


Mr. MacKAsey: It is fair to introduce a comparison between the $460 of 
Hoffmann-La Roche, for instance, and the $270 of the Italian firm when they are 
in different forms? 


Mr. Cook: It would not be fair to make a comparison because it is two 
different products as well. 


Mr. MAcKASEY: But you have made it? 


Mr. Cook: We have only made it to the extent that the products are similar. 
After all, some people are talking in terms of thousands of dollars and we are 
taiking in terms of between $109 and $500. 


Mr. MaAcKASEyY: But in actuality, then, that page would be just as well left 
out because it is ambiguous and not quite—I should not say fair—but it can be 
confusing. I think the judge would be happy to get off with that. 

In one section you are quoting a finished product and in another one a raw 
material. You do not state this and yet you are comparing the same prices. 
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Mr. THoRSON: It might have been better to make that qualification which 
you suggest. One was in its raw state and the other was in dosage form. 


Mr. Mackasey: That is fair. Thank you. 


On page 19—and I apologize for jumping around—you have this letter 
which I am happy to see—from Dr. Chapman to the Commissioner of Patents 
indicating a degree of co-operation between the Food and Drug Directorate and 
the Patent Office before a compulsory licence, or something, is granted. Is it not 
also fair—and this is a question—to point out that this letter does not necessarily 
guarantee the end product, it guarantees the cleanliness of the premises, am I 
correct in that? 


Mr. Cook: No. I think you can go back to the first brief. I do not have a copy 
of it here. Dr. Chapman made a remark and I think the essence of it was that the 
dependability, the reliability and the sincerity of the people involved in an 
operation is just as important as their premises. 


Mr. Mackasey: I agree with this. However, I am just looking at the letter 
coldly. 


Mr. Cook: I would think that he would take this into consideration before he 
would issue a licence. 


Mr. MacKaseEy: Do you think that in the future letters between the Patent 
Office and the Food and Drug Directorate could be clearer in this respect and 
that over Dr. Chapman’s signature should include an evaluation of all these other 
qualities that you have just stated? 


Mr. Cook: You could enumerate them, yes, but this would be a matter for 
Dr. Chapman. Perhaps you could bring that up when he appears. 


Mr. MaAcKASEy: Mr. Chairman, I have one final question at this time. It deals 
with the Hilliard Committee Report. Again, I appreciate your endorsation of 
Section 1, I think, of the Hilliard Report, which emphasizes this co-operation 
between the Patent Office and the Food and Drug Directorate. Do you have any 
comments on the Hilliard Report’s section on new drug status or new drug 
definition? 


Mr. Cook: The definition of a new drug, in my opinion is a very complicated 
one. My observation is that the Food and Drug Directorate is very, very careful 
in evaluating what is to be a new drug and how long it is to be considered a new 
drug. They have a tremendous staff available to them which is highly qualified 
and this staff is charged with coming up with this opinion and it would be 
beyond our company to contest this. 


Mr. MackKasEy: You have not quite answered the question. Would you 
accept the Hilliard report in its entirety? 


Mr. Cook: I think we would, yes. 


Mr. MackasEy: Fine, I appreciate that. I am concerned about an old drug 
that has conceivably been on the market for 12 or 15 years and then suddenly it 
is found that this drug, perhaps in conjunction with something that is not on the 
market—it could be a new type of soft drink or a new type of food product 
—would have a very bad side effect reaction which, of course, would concern the 
Food and Drug Directorate. It seems to me that our laws are such that the Food 
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and Drug Directorate would find it very difficult, even under those circum- 
stances, to reclassify that old drug as a new drug. Do you agree with that or am I 
wrong? 

Mr. Coox: I do not think there would be any hesitation on the part of the 
Food and Drug Directorate. They are charged with the public safety and if this 
hypothetical case were to come true I think you would find that they would act 
very swiftly. 


Mr. Mackasey: In the case of trifluoperazine, which you are now manufac- 
turing and which Smith, Kline & French are manufacturing, I imagine, under 
the name stalazine, let us suppose in a few years time we found some bad 
side effects from stelazine or from this other particular product. As one of the 
manufacturers would you then be able to meet all the requirements that are 
placed on manufacturers of new drugs such as the reports? 


Mr. Cook: Yes, we would. 
Mr. Mackasey: Thank you, Mr. Chairman. 


Mr. ORLIKOW: Mr. Chairman, like the last speaker I am interested in the 
financial operations and in the profits of all the drug companies. As I mentioned 
to you before the meeting started, it is my intention at the next meeting to 
present a motion which, if passed, would require all the companies which have 
testified and all the companies which belong to the various pharmaceutical 
manufacturing associations to submit the same kind of financial records to this 
Committee as the companies which appeared before the consumers’ committee 
submitted to that committee, that is, information with regard to the volume of 
business they do, the capital which they have invested, the gross profit, the net 
profit they make and the payments in royalties or fees they make to their parent 
company in the United States or anywhere else. That kind of information I think, 
Mr. Chairman, is of the utmost importance if the people of Canada, through this 
Committee, are to get to know whether they are paying too much or a fair price 
for the very important prescriptions which they have to buy. 


Mr. Chairman, these companies are here to a large extent because of the 
very sharp attacks on their reliability and on their reputation which were made - 
by one of their competitors, Smith, Kline and French, and I think that rather 
than ask any specific questions right now I would like one of the representatives 
of this company to summarize briefly—because some of us have not read this 
brief in detail and it may not be recorded by the press—the last part of their 
written submission in which they answer the charges made by Smith, Kline and 
French about the products which they sell. 


Mr. Cook: Mr. Orlikow, we do not agree with the findings of Smith, Kline 
and French. It is our opinion that the information submitted is misleading and 
false. We have very good control on our products. Our company, from the very 
outset of the establishment of 74 GP 1, has been a qualified company. If you 
could check the records, and they are not available to me, I think you would find 
we were one of the first companies to be so approved. We have manufactured 
this product very, very carefully because we knew from the very outset that our 
manufacturing would have to be up to the highest standards and this is where 
we could be attacked. We have shown a comparative analysis on page 45 of our 
brief, which is straight statistical data. However, I would like to take a minute in 
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connection with the calibration of this product. There has been a movement 
afoot, not only in this Committee but at the competitive level, to indicate that 
our product is not calibrated on the same basis as SKF, that it is a different 
product than SKF and that ours normally would give 16 per cent less potency, 
along with some very undesirable variations. 


On December 12, I believe, some information was given in a rebuttal to Mr. 
Gilbert’s brief concerning clarification of the opinion of SKF on the calibration of 
their product. We contend that we have exactly the same drug in our product in 
exactly the same potencies and that our calibration is, in effect, the same. In 
addition to this if you will just take a look at the labels on page 46 A and 46 B 
you will see that Smith, Kline and French indicate that their tablets are 
trifluoperazine tablets B.P. We also indicate that our tablets are trifluoperazine 
tablets B.P. The B.P. specifies that each tablet shall contain trifluoperazine 
hydrochloride. Mr. Bethel of Smith, Kline and French admitted in his most 
recent statement in December that his product contains trifluoperazine hydro- 
chloride. Our product states clearly on the label, and we do put in, trifluopera- 
zine hydrochloride, B.P. So now we have come to the situation where we have 
two products, and I think Smith, Kline and French will now agree that they 
have the hydrochloride salt in it, as we have the hydrochloride salt. 

Now, let us come to how much hydrochloride salt we have in this product 
and how much base. Smith, Kline and French state that they calibrate the 
Strength of their product on the base. This is a logical calibration. It is a 
calibration that has been accepted on the market. The British Pharmacopoeia 
states that the calibration should be in terms of the hydrochloride salt. There is a 
way around or there is a meeting between these two. The Food and Drug 
Directorate’s regulation C.01.003 states: 


Except as provided in C.01.008 no person shall sell a drug that is not 
labelled as required by these regulations. 


The regulations, I think—if we can give a fair interpretation of them—state 
that when there is an official monograph in a pharmacopoeia that is recognized in 
Canada this monograph shall be used. When this drug became an official mono- 
graph in the B.P., Smith, Kline and French had to change their label to 
trifluoperazine tablets, B.P., because the regulations required it. However, they 
were interested in maintaining the product that they had been selling, which is a 
very sensible conclusion. They were interested in maintaining the same thera- 
peutic effect. The B.P. does not state how much of the product should be in the 
tablet or other dosage form; it just states that everyone should know how much 
of the hydrochloride salt should be in there. Therefore, section (b) (v) of 
C.01.004 of the Food and Drug Regulations requires the label of a drug to carry 
the quantitative list of the medicinal ingredients contained therein by their 
proper names—and this is the point, their proper names—or if they have no 
proper names, by their common names. 

According to our regulations this product now has a proper name. Therefore 
if we have been selling a product that contains one milligram trifluoperazine 
base which, after all, is the active portion, and we are forced to label our product 
in terms of the hydrochloride salt, then we must comply with all the regulations 
and state thereon the amount of the hydrochloride salt. We have done this on our 
labels. Our label is summarized on page 44 and it also appears on page 46, but 
the summary is essentially the same, and to maintain one milligram of the base 
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we have to put in 1.18 milligrams of the hydrochloride salt. There is no 
regulation which says that we cannot do this. We can make a 1.75 milligram or a 
2.04 milligram, there is no stipulation. It just stipulates that whoever reads the 
label should be able to interpret it in some common denominator. The common 
denominator is trifluoperazine hydrochloride and not trifluoperazine base. 

Smith, Kline and French have done exactly the same thing. They have put 
in their tablets 1.18 milligrams, or 1 milligram, of the hydrochloride salt to 
maintain their original product of 1 milligram of the base. Unfortunately their 
label does not comply exactly with this section of the Food and Drug Act, in my 
opinion, because they state on their label: 

Each tablet contains trifluoperazine 


Now, trifluoperazine is the base and the regulations state that the mono- 
graph is trifluoperazine hydrochloride. But they qualify this by saying at the 
bottom: 

...as the dihydrochloride. 


Now, they admit that they put the dihydrochloride in, and to get one 
milligram of the base you must put in 1.18 milligrams of the dihydrochloride. 
Therefore what they have been trying to prove different, is beyond my com- 
prehension. In my opinion it is a matter of confusion. 


Mr. ORLIKOW: What brief comments would you care to make on the so- 
called analysis of your product which SKF said was made for them by an 
independent company which showed that there were great variations? 


Mr. Cook: Could you give me the first part of your question again, please? 


Mr. ORLIKOW: At one point in their testimony SKF said that they had had 
your products tested by an independent company and that they varied greatly in 
potency and the implication was there—I do not have their testimony in front of 
me—that your products were not up to standard. What comments do you have to 
make on that? 


Mr. Cook: Their statements, if they are read carefully, would certainly leave 
that impression, but it is hard to say between ourselves and Mr. Gilbert whose 
tablets finally got the independent assay. I do not think it is quite definite just 
how many independent assays were done and on whose products they were done. 
In my opinion, from looking at the last brief of SKF, they were done on Gilbert’s 
products, as far as independent assays are concerned, not on ours. 


Mr. ORLIKOW: But anyone reading that testimony would get a pretty poor 
impression of your company? 


Mr. Cook: Very definitely. 


Mr. OrLikow: I think you say in your brief that you are prepared to submit 
to a testing of your products and SKF’s at the same time by any independent 
organization that does this testing? 


Mr. Cook: Yes, we certainly are. 
Mr. ORLIKOW: Are you still prepared to do that? 
Mr. Cook: By all means. 


Mr. ORLIKOW: I would now like to switch to the question of the sale of these 
prescription items, which are so important to so many people, by you and by 
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SKF could you give us some idea of the sale breakdown of your products as 
between, let us say, on the one hand retail drug stores or prescription pharmacies 
and on the other hand hospitals and so on? 


Mr. Cook: Yes. At present, while I do not have any definite figures, I would 
say possibly 60 per cent of our total trifluoperazine or more is being handled in 
hospitals, but from a detailing point of view it takes quite a while, to build up 
this other end of the business. This will change. We have only been effectively on 
the market since roughly July of last year. 


Mr. ORLIKOW: Could you give us examples of the hospitals in the different 
provinces which have purchased your product? 

Mr. Cook: Yes, we have sold to the Manitoba mental institutes, the Ontario 
Government for their mental institutes, the Winnipeg General Hospital, the 
Douglas Hospital, formerly the Verdun Protestant Hospital, which is a large 
mental institute in Montreal. 


Mr. MAcKASEy: They should have left the name “Verdun” in there. I have 
never forgiven them. 


Mr. ORLIKOW: That is the hospital of which Dr. Lehman is the medical 
director? 
Mr. Cook: That is true. 


Mr. OrLIkow: Dr. Lehman, who was one of the first users of this type of 
drug on the North Amercan continent? 


Mr. Cook: He is considered an authority on phenothiazines, yes. 


Mr. ORLIKOW: He has no objection to his hospital using your company’s 
products? 


Mr. Cook: No. 


Mr. ORLIKOW: I will not put words in your mouth, but I assume therefore 
that is must be pretty reliable. 


Mr.’ Cook: There are other hospitals as well. There is the Montreal General, 
the Hotel Dieu and the Royal Victoria in Montreal. These are all major hospitals 
and we have had no complaints. 

Mr. ORLIKOW: Can you tell me approximately the price per thousand which 
the hospitals are paying for your product? 

Mr. Cook: Let me have a look here. It depends a lot on quantity. Our pricing 
structure is based on quantities and if you would not mind a delay, I think I have 
in my bag a reasonable price breakdown on this product. Would you excuse me 
for a moment? 


Mr. ORLIKOW: Yes, certainly. 

The CHAIRMAN: While Mr. Cook is getting the information, is it agreed that 
we print today’s submission as part of today’s proceedings? 

Mr. ORLIKOW: I so move. 


The CHAIRMAN: The other thing I should mention at this time is that I have 
asked the accountant of the Committee to study figures released by the Dominion 
Bureau of Statistics and various taxation statistics to see if he could provide the 
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Committee with some picture of the profits of the pharmaceutical industry in 
general as compared to other industries in Canada. I took the liberty of doing 
that to see if he could come up. with a study of this. This would go along with 
what Mr. Orlikow has been suggesting, but it would be of a general nature 
rather than a specific one. 


Mr. BranD: While we are on this subject Mr. Chairman, as the name and 
the labelling of the Gilbert firm has come up in the hearings today quite often 
and I know that a letter went to you from the vice president of SKF regarding 
the Gilbert charges about labelling. I wonder if that could be tabled for the 
perusal of the Committee? 


The CHAIRMAN: Was this the letter— 
Mr. Branp: It came to you as Chairman. 


The CHAIRMAN: I am sorry, I get so many letters that I do not remember it 
specifically. 


Mr. Branp: If you just look it up or have your secretary look it up and 
perhaps table it for our information. I think it is important in view of what we 
have heard. 


The CHAIRMAN: Did we not all get copies of that? Was that not reproduced? 
Was that not the one that was given to the Committee members the same day 
that Mr. Gilbert actually testified before us? It did not become part of the record, 
it was merely given to members of the Committee. 


Mr. Mackasey: That is right. I had asked to have it included in the record at 
the time but the idea was rejected. 


Mr. Brann: Why? 


The CHAIRMAN: The Committee members felt they should read it before it 
became part of the record and they would decide later on whether it would 
become part of the record. 


Mr. BRAND: I move that it become part of the record. I have not seen it yet. 
Mrs. RIDEOUT: You have not read it? 
Mr. Branp: I did not get one. 


The CHAIRMAN: If you had been here the day Mr. Gilbert was testifying you 
would have received a copy. 


Mr. BRAND: Yes, but I did not, and there must be a lot of other people who 
have not received it as well. 


The CHAIRMAN: Is it agreed that it become part of today’s record? 

Some hon. MEMBERS: Agreed. 

Mr. Cook: You specifically want to know the difference in our prices as 
against SKF’s? 


Mr. ORLIKOW: No, at the moment I want the price which you recently have 
been charging, let us say, the Crease Douglas Institute in Toronto or the 
Manitoba hospitals. 


Mr. Cook: In the case of the Manitoba government the quantities were 
extremely large. I hope it is sufficient to indicate this to you on a total price basis 


January 12, 1967 DRUG COSTS AND PRICES 1777 


because, for competitive reasons, in our brief we put our price in at roughly 
$66,000, for what would have cost approximately $130,000. 


Mr. ORLIKOW: What did that work out to for 1,000 tablets? 


Mr. Cook: Well, they were all different strengths and different quantities for 
strengths. This is the complicated— 


Mr. ORLIKOW: Can you give me the price which you would charge for 1,000 
5 milligram tablets? 


Mr. Cook: Yes. Let us take a look at a hospital which would normally 
purchase 25,000 tablets. We would charge $16.95 for 1,000 1 milligram; $21.60 for 
1,000 2 milligram; $34.55 for 1,000 5 milligram; $46.10 for 1,000 10 milligram, 
and these are prices that we have established. 


Mr. ORLIKOW: All right. Have you got any information about the compara- 
ble quotations that Smith Kline & French have made? 


Mr. Cook: Yes, to my knowledge they would charge $21.20, $27.00, $43.20 
and $57.60. 


Mr. ORLIKOW: How much more would that be on a percentage basis? 


Mr. Cook: It is roughly 20 to 30 per cent, or something like that. I have not 
calculated it. 


. Mr. ORLIKOW: Mr. Chairman, the reason I am asking these questions is that 
in Tuesday’s New York Times—Tuesday of this week—there is a news article 
which reports that the State Controller of New York wants an investigation of 
Smith Kline & French because of their consistent overcharging the state for these 
prescription items which the state buys in the amount of $2.5 million a year. I 
think it is very important that we know what the institutions are paying, from 
whom they are buying and what the ordinary citizen who buys individually will 
have to pay for this kind of prescription. 

Mr. Chairman, I think that is all I want to ask. I think it is clear, however, 
that this company have not only supplied the people of Canada with prescription 
products which are of high quality, but they have sold them at consistently lower 
prices than some of the old companies and they have, indeed, forced all these 
companies to bring their prices down. 


Mrs. Ripeout: Mr. Chairman and Mr. Cook, I must first explain to you that I 
am neither a lawyer nor an economist, nor am I knowledgeable about drugs and 
drug companies, therefore I think I represent quite a large portion of the 
Canadian population. I am just sorry that there was not an opportunity for me 
to have had a crash program or an education in innovators and copiers, and all of 
these various differences of opinion, because I must say that I am having a great 
deal of trouble associating my thinking in line with your thinking and then again 
my thinking with the thinking of the larger companies. If I am correct, this 
Committee’s function is to study the cost of drugs and, as you have explained 
today, you did not have a financial statement in your brief because you were 
here in defence of your company as a result of statements made by one of the 
larger drug companies. Am I correct in this? 


Mr. Coox: Yes, and I would also point out that we did want to present what 
we felt was some very good information on section 41 (3). 
25514—23 
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Mrs. R1pEOuT: Now I want you to understand the questions I am asking are 
just to clarify my own thinking on these things which you have brought up in 
your brief which I have read very carefully. If I can refer to page 23, you speak 
of the excessive costs and prices of patented drugs. What interested me was 
where you say: 

The great drug companies spend large sums in research, frequently 
resulting in failures, but occasionally resulting in “winners”... 


Then you go on to explain that the prices of the drug companies are 
excessively high compared to the prices of the drugs that you can produce under 
a different name, but the same product really. Am I correct in that? 


Mr. Cook: Yes, I would say that our brief tends to indicate this, yes. 


Mrs. R1ipEouT: I would like to relate my question to an article I read in the 
paper, I think just during the last week concerning a meeting in Toronto. Dr. 
Wigle, I believe, said that through research they hoped soon there might be new 
drugs discovered to cure some types of the cancer. These things are of great 
interest and concern to me. Do you not feel that these companies which spend all 
this money on research have to charge the prices they do? How can we obtain 
the benefit of research if drug companies are not financially able to do the work? 


Mr. Cook: I think there is adequate proof that they are more than financial- 
ly able to do the work. The significant point is that while their cost of research 
is a very impressive dollar figure, it is not an excessive percentage of their 
business. I think on the average it is somewhere around 7 per cent—it is less 
than 10 per cent of their business. Now every industry has to research, because if 
you are— 


Mrs. R1DEOuT: Do you do research; do you have research facilities? 
Mr. Cook: Yes we do in a very limited way. 


Mrs. RIDEOUT: Can you give me just a rough idea of what your costs would 
be for research? 


Mr. Cook: We have been spending on research and development approxi- 
mately 12 per cent of our dollar volume. 


Mr. MackAsey: I have a supplementary question. Would not the same caveat 
apply to your original argument that marketing costs have to be between 20 and 
30 per cent because your volume is low, and that the same thing distorts the 
percentage you have spent on research? 


Mr. Cook: No. This to me is a controllable variable. Let us just take a 
hypothetical question. Let us assume that we have drug company (a) which 
spends 20 per cent on research and enjoys a tremendous market with a tremen- 
dous mark-up. Something happens economically, either their sales decline, or 
their profits decline, but something happens to them. I have no doubt that back 
in the board room somebody is going to get the chart out and is going to start 
saying: “All right, where are we going to cut down.” And I am quite sure that 
they will start cutting down on every angle, just like a government would go 
through a budget. And I am quite sure that they would control the amount of 
research to ensure that they get a profit. Because if they do research and come 
up with consistent losses, then they go out of business, so that you have lost 
your research anyway. 
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Mrs. RipeouT: But if they come up with a winner? 


Mr. Cook: If they come up with a winner, then they can maintain a 
respectable profit and a respectable operation. My opinion is that there is no 
yardstick for anybody to say what is respectable, what is a decent profit and what 
is an excessive cost, because you have nothing to put up against it. Now there is 
one thing that can be set up against this thing, and that is competition. This is 
what will be set up against it. If a man spends 40 per cent on distribution and 
somebody does it for 20 per cent, and competes with him, he will find out that 
his 40 per cent is too high; but until that point, nobody knows. 


Mrs. RiwEeoutT: But will he also destroy the ability of the company to 
continue research for a winner. I am thinking in terms of people today who live 
in hope of a cure for a disease that right at the moment is incurable. 

Mr. Cook: No, I do not think so. Although this has been repeated and 
repeated, I go back to the combines investigation that we had. There was an 
economist in there and he said that the proof pointed to the fact that the 
originator maintains the lion’s share of the business, maintains his good profits, 
notwithstanding. 

Mrs. RIDEOUT: We cannot compare because we do not know your profits or 
your financial statements. It is difficult to know your position related to others. I 
am not complaining, but I was wondering why—l notice you are not a member 
of the PMAC. 


Mr. Coox: No. 


Mrs. RIpEouT: Would it not be better for you to be associated with this 
group, or do you feel it would not be? 


Mr. Cook: I do not think so. 
Mrs. RIDEOUT: You just have no interest in it? 
Mr. Cook: We are interested in doing business in an independent way. 


Mrs. Ripeout: I would gather from your brief that you have been quite 
successful. 


Mr. Cook: We hope that we have been successful in what we have done. I 
might point out here that our success, as far as we are concerned, is in develop- 
ing the technical personnel and the basis for a basic chemical industry in the 
pharmaceutical field today. And with this we hope that our success will take us 
further. 


Mrs. Rrpeout: But it has allowed you to keep the price of your drugs ata 
reasonable level and certainly you can offer them at considerably less than the— 


Mr. Cook: Yes, but we are motivated. I mean people who run businesses are 
motivated primarily by economic reasons, and we are motivated to sell our 
products. This is called competition. I mean this is why I feel that what we are 
doing is ancillary to the effects that you want, or in conjunction produces the 
effect that you, in this Committee, want. But we are not doing it to lower drug 
costs, let us put it that way. You people are interested in lowering drug costs. My 
interest is in maintaining a corporation or a group, and a profit. But the system 
that we have outlined here will automatically produce the desirable effect that 
the Canadian public want. And I think this is all you can ask of an economy. 


1780 DRUG COSTS AND PRICES January 12, 1967 


Mrs, RIDEOUT: I was interested in the history your Micro, Paul Maney and 
Gryphon Laboratories, am I correct in my pronunciation? 

Mr. Cook: Sometimes I wish we would forget about that name because we 
have every kind of:pronunciation. We call it Gryphon. 


Mrs. RipEout: Gryphon—sorry. I do not quite know how to ask you this, 
and I hope I am not asking you something I should not, but who really owns this 
company? Is it owned by the three people or is it owned by— 

Mr. Cook: Yes; there are three major Canadian shareholders. 

Mrs. R1iDEouT: And they are all Canadians? 

~ Mr. Cook: Yes. 


Mrs. RIDEOUT: Would you say that you have a monopoly on industry across 
Canada? 
_, Mr. Coox: That we have? 
Mrs. RIDEOUT: Yes, that you could keep the other companies with your— 
Mr. Cook: Oh, yes, we have a general line of pharmaceuticals, over a 
hundred different products. 
_ Mrs. Ripeout: So there is no competition, then in your particular field. 


Mr. Cook: Yes, there is competition in all pharmaceuticals to a great extent, 
probably 90 per cent. There are 2,000 or 3,000 beneficial pharmaceutical drugs on 
the market, and I think what is causing the problem is not the aspirin, is not the 
barbiturate, is not the triple sulpha or the ammonium chlorides or ferrous sul- 
phate. These are not the drugs that are causing people to ask questions. There 
are only a very few drugs causing people to ask questions, and these drugs 
almost to a one are covered by patent. 


Mrs. RipEouT: Which protects them? 
Mr. Cook: Yes, which protects them. 


Mrs. RiDEOUT: Mr. Cook, your three associates which are Canadian owned, 
are these drug orientated companies, I mean people in these three organizations? 

Mr. Cook: Are you talking about the shareholders or the management? 

Mrs. RiwEouT: I would say the three principal shareholders in Micro, Paul 
Maney and— 


Mr. Cook: Well for myself, I am a chartered accountant. Mr. Miller has 
been in the drug industry at the selling and distributing end for well over 20 
years. Our third director, Mr. Heintzman, is our financial director. 

Mrs. RIDEouT: Is that the man from Heintzman pianos? 

Mr. CooK: Yes, that is one of them. 

_Mrs. RipEOUT: The reason I ask is that you gave a very comprehensive 
picture of the facilities you have, and the way you carry out your operational 


end of it, and I wondered if you had at the same time competent people looking 
after your production end of your business. 


Mr. Cook: We very definitely do. 
Mrs. RIDEOUT: Do you have one person in charge of these three, or is it— 
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Mr. Cook: No, we have two separate plants, as mentioned. The man in 
charge of our chemical plant is a Ph.D., in chemical engineering. Underneath him 
is a chemical engineer who acts as production manager, and under him are the 
various technical men. Our finishing plant is under the control of a qualified 
pharmacist, who is a production man. He has been in this business for 20 years or 
so and has had a lot of experience. In addition to him, we have two other 
qualified chemists who are acting in the control capacity; under them technicians 
who have been for many years in the drug industry. In addition to this we have a 
research organic chemist who is a Ph.D., as well, and who does development 
work and special projects. 

Mrs. RipEouT: Is Mr. Gadsby employed in your company? 

Mr. Coox: Mr. Gadsby? No, he is not employed. He is acting as a consultant. 


Mrs. RipEouT: In other words, you take advantage of the service he has to 
offer? 


Mr. Cook: Yes. 
The CHAIRMAN: Who is Mr. Gadsby? 


Mrs. RmEouT: Well, I guess he was working with the Ontario Government, 
was he not? 


Mr. Cook: Yes he was. 

The CHAIRMAN: As a consultant. But I am sorry I lost your rei there; I 
do not think the name comes up in the brief anywhere. 

Mrs. RiwweouT: It is G-a-d-s-b-y? 

Mr. Cook: Yes. 


Mrs. RipEouT: Did you get it all right? I think he was a purchasing agent for 
the department of health in the— 


Mr. Cook: Some years ago, yes. 

Mrs. RipEouT: And he is now a consultant with your firm? 
Mr. Cook: Yes. 

Mrs. RipEoutT: I think that is all. 


Mr. Branp: I would like to clear a little something up here that you were 
talking about, Mr. Cook. You were referring to the products that were tested, the 
comparative testing of the quality of the drugs, and the base, and that. This is 
the implication I get from what you said, I would like you to correct me if I am 
wrong. You implied that your products were not tested, only Gilbert’s, and 
therefore that you were suffering from guilt by association. Is this correct? 


Mr. Cook: The way it read to me, the independent testing, there is no doubt 
that Smith Kline & French tested our products; I think they said so them- 
selves. I am talking about the independent testing that was done. It was not clear 
to me whether it was done on our products, Gilbert’s products or both of us. 

Mr. Branp: If I were to show you some figures to indicate that in fact they 
did test your products and they did not come up to standard, what then? 


Mr. Cook: At this point I would have to say that your figures were wrong. 


1782 DRUG COSTS AND PRICES January 12, 1967 


Mr. BRAND: Oh, not my figures, those of the independent company, Warnock 
Hersey. 


Mr. Cook: That is correct. 
Mr. BRAND: You would say they are wrong? 


Mr. Cook: Yes. We are in a very fortunate position that we have not Mr. 
Bethel on our staff and he is on Smith, Kline and French’s. 


Mr. BRAND: I am not talking about Mr. Bethel. I am talking about Warnock 
Hersey which is the independent group we are talking about. 


Mr. Cook: I would think that he would approve of their work. 
Mr. Brann: Of whose work? 


Mr. Cook: Of Warnock Hersey, or else he would not have produced it along 
with his information. 


Mr. BRAND: We spent a lot of time on triflurin. I wonder if we could get 
away from triflurin for a change. We are all getting a little tired of tranquiliza- 
tion in the Committee, because on this Committee it is producing a lot of ulcers 
and some of the members must go to one of the tablets that are used to treat 
ulcers. You put out a product, pro-pantheline bromide, under the trade name of 
Banlin tablets. Is that correct? 


Mr. Cook: Yes. 


Mr. Brann: I have before me a letter from Ninfa Redmond, Master of 
Science, Pharmaceutical Analysis Laboratories of the Warnock Hersey Company 
Limited and the comparison of tests done on the Pro-Banthine tablet which is a 
trade name of the Searle Company. It is important to mention Searle because 
there is something in the paper today about the birth control pill, and they are 
the first ones who brought it out so we can give them a little boost on that. 

The assay was done here by the U.S. P. method and by the B.P. method. If I 
May just read from the BP. method at the moment—that is the determination of 
the bromide in the tablet: Searle unaged tablets showed up at 99.5 per cent and 
the aged tablets at 95.5 per cent, both within the BP. limits. : 

Banlin tablets, unaged 100.89 per cent and 100.3 per cent, which is very 
good. The aged tablets, however, show 91.75 and 91.9 These are below the B.P. 
limits. What do you think of those statements? 


Mr. Cook: There is no specification in the B.P. for assaying aged tablets. 


Mr. BRAND: Would you agree that it is a method of finding out whether the 
tablets will stand up under shelf life and other conditions? 


Mr. Cook: It is if they are taken at comparable times from date of manufac- 
ture. 


Mr. Branp: Yes, I believe these were. 

Mr. Cook: These were? 

Mr. BRAND: Yes, to the best of my knowledge. 

Mr. Cook: How would they know our date of manufacture? 


Mr. Branp: Well, I understand, and you have put it out in your brief, that 
you have lot numbers so that you know this, do you not? I believe you stated 
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that in your brief. In fact, you made a point of it. I will point it out to you if you 
like. You made quite a point of this toward the end of your brief. It says on page 
44 that: 


It should be noted that the labels in actual use show the proper lot 
numbers for identification purposes. 


Which I presume are used to determine the age of the tablet. 
Mr. Cook: No, they are not. 
Mr. BRAND: What are they for then, just to show the lot number? 


Mr. CooK: Yes, so that you can track this product back to its original sources 
of material. 


Mr. BRAND: Then, let us go on a little bit further and we will come back to 
that later. 

I must underline what some of the other members of the Committee have 
said about the breakdown of the manufacturing dollar. You made quite a point 
of ticking off this Committee on page 12 about straying outside our terms of 
reference. I think, in view of that, it is only fair that we should get back to the 
costs of drugs and prices. You state that we stray outside of this and go into the 
matter of quality of drugs and then you spend your whole brief talking about 
quality. Are you intimating by your statement on page 12 that you can separate 
the cost and price of drugs from quality control? 

Mr. Cook: No. 

Mr. BRAND: Yet you intimate that we are outside our terms of reference. 


Mr. MAcKASEy: Mr. Chairman, Dr. Brand will have to speak for himself on 
this. I do not draw that inference from reading section 5, page 12. 
Mr. BRAND: Well, let us read it into the record because I drew that inference. 
While the terms of reference to this Committee relate to the cost of 
drugs and their prices several members of the Committee have expressed 
concern over the importance of maintaining the quality of the drugs 
referred to and the safety of their use by the public. 


I think that seems quite clear. 


Mr. Mackasey: Mr. Chairman, on a point of order, I think this is just a 
factual statement in the brief. Many members have expressed their concern. I do 
not consider this as Micro Chemicals ticking off the Committee for straying 
outside the terms of reference. It is an observation. 


Mr. Brann: This is a subjective thing, of course. 

Mr. MackAsey: That is right. 

Mr. BRAND: I think I am entitled to my subjective approach to this. 
Mr. MAcKASEY: Yes, exactly. 


Mr. BrAnp: I wanted to find out, of course, if this is indeed what you meant 
in the brief. I am asking that question and I presume from your previous answer 
you did not mean this; it was merely a straying of the pen. 


Mr. Cook: No. 
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Mr. Branp: Are you going to be prepared then to give us a breakdown of 
your manufacturing dollar and the other material that has been asked for 
relating to the financial structure of the company? I am interested in the profit 
your company is making. 

Mr. Coox: I would say that we would be prepared to submit data compara- 
ble to that of other firms in the pharmaceutical industry. 


Mr. BRAND: Do you have the material from the other firms? 
Mr. Coox: No, but if the Committee could—I would be prepared— 
Mr. BRAND: You would be prepared if other firms did it, that is all? 


Mr. Cook: Yes, we would be prepared to go on the same basis that other 
firms would be prepared to submit that information. 


Mr. Branp: I think this is most important because constant reference has 
been made to the high profit margins of the other firms. I think we must have 
comparisons here, as Mrs. Rideout pointed out. I take it since you have begun 
manufacturing triflurin tablets that you have not changed you method of manu- 
facture at all. You did not improve it after the initial surveys came out done, for 
example by SKF which you are taking great exception to? You did not improve 
the quality to bring it up to— 


Mr. Coox: We are not getting any different results. I do not know what 
technical changes could have been made, but we have to make our products 
stand up to certain specifications and we have. 


Mr. BRAND: With regard to the selling price per kilogram of active ingredi- 
ent of triflurin, for example, do you think around $10,000 would be accurate? 


Mr. Cook: Depending on the product mix, yes. 
Mr. BRAND: What do you mean? 


Mr. Cook: They make more money, if you talk in terms of the active 
ingredient, on a 1 milligram tablet, than on a 10 milligram tablet. 


Mr. BrAnpD: Let us say, that is a valid figure for one of the methods of 
manufacture. Do you have any breakdown figures with you now as to the 
manufacturing costs of raw materials and others, what you use in the way of 
medical information, promotion and such? 


Mr. Cook: On our organization as a whole? 
Mr. Branp: No. For example, on triflurin. 


Mr. Cook: It is very difficult to break this down on one product. I think the 
large companies have the same difficulty. 

Mr. BRAND: I will give you a breakdown of the SKF. Do you think you can 
match it up with that? 

Mr. Cook: All right. 

Mr. BraAnp: Let us say the selling price per kilogram is $13,565 for SKF for 


stelazine and yours would be $10,852. Would that be accurate, comparatively 
speaking? 


Mr. Cook: What was the first figure of SKF? 
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Mr. Branp: Thirteen thousand five hundred and sixty-five dollars, which is 
about 20 per cent higher than your figures. 


Mr. Cook: It might not be. 


Mr. BRAND: You were saying a while ago that your selling cost of these 
tablets was between 20 and 30 per cent lower? 


Mr. Cook: Yes, but we also have an example in this brief that shows that in 
one case of a large sale we were 50 per cent less or better. It is very difficult to 
strike an average on a product that you are just beginning to market. 


Mr. BraAnp: I would like to go on, since I do not want to put you on the spot 
in that regard. You have made a statement here. I believe, about 12 per cent in 
research and development. What research are you working on now? I did not see 
in your brief any comment on research so I was a little surprised to hear this 
very high figure. 


Mr. Cook: We classify research and development in two major phases 
because there is no Canadian-owned basic manufacturing company engaged in 
research and development. This is a fact, but you have to start some place. It is 
quite obvious that outside of the large corporations you are going to have to start 
at the bottom. The bottom in our opinion is technical development and technical 
techniques. 


Mr. BRAND: Yes; you went through that before, but what about pure 
research? Are you doing any? 


Mr. Cook: Yes, we are doing some investigation work on one or two 
products. 


Mr. BRAND: You mean clinical investigation or molecular manipulation or 
what? 


Mr. Cook: Yes; we have one under primary evaluation and we have one that 
is now under a new drug application with the Food and Drug Directorate. 


Mr. Branp: It is a brand new product? 

Mr. Cook: In terms of products, yes. 

Mr. Brann: A result of molecular manipulations? 

Mr. Cook: In one case it would be: in the other case it would not be. 


Mr. BRAND: You cannot give us the per cent for doing the pure research 
then? The average of the industry is around 6 per cent I believe and Ayerst, 
McKenna and Harrison were running about 9 per cent. Have you any idea what 
yours would be? 

Mr. Cook: No, I have not. 


Mr. BRAND: If one has difficulty with any of your drugs, and this is a hypo- 
thetical question, to whom may the doctor turn? Where may he turn to find out 
information about your drug? Do you have a medical information branch which 
supplies this? Do you have doctors on staff? 


Mr. Cook: We have a consulting physician. 
Mr. Branp: A physician? What are his qualifications? 
Mr. Cook: He is a doctor, a qualified general practitioner. 
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Mr. BRAND: A general practitioner. He is not a pharmacologist, or a doctor of 
internal medicine? 


Mr. Cook: He is doing a lot of pharmacology work. 


Mr. BRAND: Do you know where he is doing this? I am interested in his 
qualifications, naturally. 


Mr. Coox: No, I do not. 
Mr. BRAND: Is he a shareholder in the company? 
Mr. Cook: No. 


Mr. Branp: I was wondering. We have piano players who are manufactur- 
ers, in it. What medical information do you supply with your products to the 
medical profession? 


Mr. Cook: We supply brochures and index cards with our products. 


Mr. BRAND: Yes. Is there any reason for the small amount of information 
available in the Vademecum by your company. I will take triflurin as an 
example, as compared to SKF. 


Mr. Cook: No. The Vademecum is a commercial publication. 
Mr. BRanpD: To which you subscribe. 


Mr. Cook: That is right. That information has been approved by the Food 
and Drug Directorate. 


Mr. BRAND: Do you think it is adequate? 
Mr. Cook: Yes, we do. 


Mr. BranpD: Do you think that the amount that SKF puts in on the triflurin 
and stelazine drugs is just excessive and not necessary? 


Mr. Cook: I have no opinion on that. 


Mr. BRAND: Is there anybody in your firm who has an opinion on it? 


Mr. Cook: I do not think it is of concern to us how much money they spend 
or what they put into a publication such as the Vademecum. 


Mr. ORLIKOW: May I just interject a question? Are you saying that the 
company which puts it in pays according to the amount that they put in? 


Mr. Cook: Oh, yes. 


Mr. ORLIKOW: This is very interesting. I had the impression throughout all 
the weeks and months of inquiries that this was an independent objective 
report. I did not realize that this is really paid advertising. You could put in 15 
pages or 20 pages or 50 pages about each drug provided you wanted to pay for it 
and then you could say, ‘“‘we put in ten times as much as the other company, 
therefore, our product must be ten times as good”. I did not realize that until 
now. 


Mr. Brann: I think that is an unfair comparison. That is not what I am 
referring to. I am referring to some specific matters in the toxicology and the 
dangerous use of a drug as potent as triflurin. I have here the 1967 Vademecum, 
that is the new one. You say it is a commercial publication. Are you intimating 
that it is really of no value? 
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Mr. Cook: I think all literature is of value. 


Mr. Branp: I am in favour of motherhood, too, but do you think this is used 
much by the medical profession? This point has been brought up before, as you 
know in this Committee, and I am interested in hearing— 


Mr. Cook: I probably think it is used a great deal by more doctors than say 
a firm like Hoffmann-LaRoche who decided not to put anything in it at all. 


Mr. Branp: I am afraid I do not get the meaning of that. 


Mr. Cook: As I say, this to me is a commercial publication in which you 
decide whether or not you are going to put anything in, and how much you are 
going to put in, but if you do not put anything in I do not think it should be held 
against you. 

Mr. Branp: I am not holding it against anybody for not putting it in or 
otherwise. I am wondering if it is not misleading to a certain degree to leave 
certain things out, contraindications, and side effects, and such. That is the point 
I am getting at. 


Mr. Cook: I would have to say no because we have had this literature 
reviewed by the Food and Drug Directorate under the terms of the Hilliard 
committee. 


Mr. BRAND: One thing that I think is of great importance, since the thalido- 
mide tragedy, is the question of whether or not these drugs are safe to be used at 
the time of pregnancy. I notice nothing in your little short half column brochure 
on triflurin here to indicate whether or not it is safe for use in pregnancy so I 
took the trouble to look up the Smith Kline & French one here and it is certainly 
mentioned in the six columns which are devoted to discussing stelazine, their 
brand name. It is certainly mentioned in here. May I read it to you: 

While it is now recognized that caution should always be observed 
when prescribing for the pregnant patient, if the physician considers that 
the mental disorder or emisis must be controlled, then ‘Stelazine’ is 
indicated. 


Certainly it alerts the physician who use the Vademecum and I can assure 
you as a physician that a lot of them do. Practically the great majority of them 
do. It alerts them to some of the dangers in the use of the drug, but I see no 
mention in yours about this and I am certainly not going to go into it to show 
you all the different things that you do not have that they do have. 

Mr. Cook: But this is coming down to a matter of opinion. 

Mr. BRAND: Coming down to a matter of cost as Mr. Orlikow pointed out, 
is it not? If it costs you less to put in half a column, then your costs are going 
to be lower than that of Smith Kline & French who have put in six columns, or 
seven columns. 

Mr. Cook: In that particular book, yes. 

Mr. BRAND: Yes, this is one only. 

Mr. Coox: Well then, I would say that Hoffmann-La Roche has made a 
handsome profit on that book to date. 


Mr. BRAND: I am not talking about Hoffmann-La Roche. I am talking about 
your product and Smith Kline & French’s stelazine. 
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Mr. Cook: But the reasoning is essentially the same, Dr. Brand. 


Mr. Branp: I am asking about a specific drug which we have been talking 
about. Let us not get off on any side issues. I shall go into Hoffmann-La Roche 
later, if you like. At the moment I would appreciate it if you could confine 
yourself to what we are talking about. You say you produce triflurin tablets for 
20 per cent less than Smith Kline & French and you say they are of equal value, 
and so on—perhaps they are. However, my point is, why do the others sell at a 
higher cost? This is what I am trying to get at. I think this is a valid question and 
I think the Chairman will bear me out when I point out that there are methods 
used and things done by the other firm which your firm does not do, and this 
may account for some of the increased costs of the other firm. If these are useful 
and valuable adjuncts to the physician in his treatment of the patient, then I 
think it is a valid increase in cost. This is the only point I am trying to make. 
Would you agree with this? That is what I want to know. 


Mr. Cook: At this point I do not know what I am to agree with. 


Mr. BRAND: Well, I think everyone else gets the point. We will go on the 
another question. You have mentioned you have a physician, and it is in your 
brief of course, who is available for consultation on certain things with your 
firm. A great deal has been said by some of the larger manufacturers, including 
Smith Kline & French and, incidentally, including Hoffmann-La Roche, about 
the medical and pharmacological teams which are used in the firms to provide 
information for physicians and so, and in the use of the drugs. Now, if you have 
difficulty with any of your drugs, and let us say you have had in the past, what 
would you do then if you have only one consulting general practitioner to turn 
to. Let us say a firm writes to you—one of these large mental hospitals that you 
are talking about—and says they have had a little difficulty with the drug. What 
would you do to provide them with some help as to side effects and such of the 
drug? 

Mr. Cook: First of all, we would investigate the cause of the trouble and 
then we would have to take appropriate action. This action might be the use of a 
medical man; it might entail the Food and Drug Directorate; it might entail 
many things. 

Mr. BRAND: Would you ever go to the people from whom you have the 
compulsory licence to obtain this information? 


Mr. Coox: I think if the case warranted it we would. 


Mr. Brann: In other words, you would take advantage of the money they 
are spending in their firm producing the same drug as you are producing under 
compulsory licence? They are spending a lot more money to keep these people on 
hand to provide this information and you would go to them for it? Is this right? 
In other words, you are selling cheaper to a certain degree because you do not 
have these people on staff. It is certainly part of the cost,—I am not saying how 
much—is it not? 

Mr. Coox: You could say it is part of the cost. 


Mr. BrANnp: Yes, that is exactly what I am saying. For example, you 
evidently supplied chlorpromazine—and I have forgotten your trade name for 
chlorpromazine—to the Essendale Mental Hospital in British Columbia and a 
problem of pigmentation arose in the patients who were using the drug. 
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Mr. Cook: Yes. 
Mr. BRAND: Where did you get help on this problem? 


Mr. Cook: There was already clinical data available publicly on this prob- 
lem prior to this. 


Mr. Branp: Did you not go to the general manager of Poulenc who held the 
original patented drug to obtain help from them? 


Mr. Coox: No. 


Mr. BRAND: I have your sworn statement before Mr. J acques Foussard of the 
town of Mount Royal in the province of Quebec, which I am quite willing to put 
on the record if the members would like to have it. The intimation here is that he 
was used for the purpose of helping to investigate the problems that went on. 


Mr. Coox: Directly by us? 


Mr. BRAND: No; they could not get any help from you, according to this, 
because you did not have any full time medical advisers and therefore the people 


at the Essendale Mental Hospital went directly to Smith Kline & French. This is 
correct, is it not? 


Mr. MackaseEy: May I have the date of that, Mr. Brand? 

Mr. BRAND: Yes, 1965, I believe. 

Mr. MAckAsEy: Would you permit me one supplementary question? 
Mr. BRAND: Yes. 


Mr. Macxasey: Is this particular mental hospital still numbered amongst 
your customers or clients? 


Mr. Cook: We have been selling this hospital for approximately six years. 
Mr. MAcKAsEy: But have you sold them since this date? 
Mr. Cook: Yes, since that date we have been selling to them. 


Mr. Mackasey: In other words, it has not materially affected your relation- 
ship with the hospital. 


Mr. Cook: It did at the time. 


Mr. MAcKASEY: But it has been restored? You have regained their confi- 
dence? 


Mr. Cook: We did after this. We sent— 


Mr. Mackasey: At the present moment you are a legitimate source of 
supply? Today you are a legitimate or potential source of supply for that 
hospital? I think the judge gets my point. Are your relationships with this 
particular hospital now on good terms? 


Mr. Cook: No, they are not. 
Mr. MackAseEy: You are not selling them yet, even today? 


Mr. Cook: We are selling them other products but we are not selling them 
chlorpromazine. 


Mr. MAcKASEyY: But you are selling other products? 
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Mr. Cook: Yes. 


Mr. ORLIKOW: Mr. Chairman, I wonder if Dr. Brand could very briefly tell 
us what this pigmentation problem was. 


Mr. BRAND: Well, this they do not know and I do not think they have solved 
it as yet. 


Mr. ORLIKOW: Well, what was the problem? 


Mr. BRAND: The problem was pigmentation of the patients—a pigmentation 
in the skin which resulted from the use of chlorpromazine from various sources, 
one of which was Micro Chemicals and Paul Maney Laboratories. I do not think 
it has been solved as yet. They are still working on it—I know Smith Kline & 
French are still working on this problem. The point I was trying to make— 


The CHAIRMAN: Yes, I was going to say that I think I missed the point of 
view indroducing this evidence. 


Mr. Branp: The point I am trying to make should, I think, be obvious. It is 
this. There has obvisouly been presented before this Committee a discrepancy in 
prices between the two firms. The Paul Maney Laboratories sell a particular 
drug, say, from 20 up to 50 per cent lower than the other company. There must 
be reasons for this and I am wondering if some of these matters like the 
provision for full time advisory help do not add to the cost of drugs with the 
other firms. This is the point I am trying to make, Mr Chairman. If you do not 
have any advisers or too many detailmen, on your staff and I know you have 
some on yours, and you do not have the medical information available, or the 
provision of medical information through papers which may be published in the 
various journals, your costs are going to be a lot less than those of the other firm 
which does provide this service. This is the only point I am trying to make. 


Mr. Cook: No, not necessarily, because we do know there are fixed costs, and 
there are variable costs, and a large corporation which would have the benefit of 
the initial marketing of a product can absorb this type of charge and still not 
charge the prices they are charging. 

Mr. BRAND: So you do not think it is valid to say that if they hold the patent 
for this drug, which Smith Kline & French does hold, and it is an original drug 
brought out by Smith Kline & French, I believe,— 

Mr. OrRLIKow: No, that is not true. Did they not get the licence from the 
Kuropean manufacturer? 

Mr. BRAND: Well, I was going on the basis of what you presented as 
evidence a few minutes ago, Mr. Orlikow, from the New York Times, which 
made that statement. 

Mr. ORLIKOW: Well, they are the American patent holders as they are the 
Canadian patent holders. I think it is pretty— 

Mr. Cook: No, Mr. Orlikow. I think you will find that Smith Kline & French 
are the licence holders of chlorpromazine in the United States, but it is an 
original patent, but for trifluoperazine this is a Smith Kline & French patent, an 
original patent. 

Mr. BrAnpb: But not for chlorpromazine? 

Mr. Coox: Not for chlorpromazine. 
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Mr. BRAND: No, do not mix us up. You made the statement, of course, that 
you have not had any difficulties with any of your drugs and I accept this, of 
course. Has there not been some question raised quite recently about the thera- 


peutic behaviour of some of your products from some of the British Columbia 
mental hospitals? 


Mr. Cook: Yes, there has. 
Mr. BRAND: Could you tell us what they have been? 


Mr. Cook: We were notified that there was indication there was not the 
therapeutic effectiveness desirable from our chlorpromazine which they have 
been using for over six years, and as a result of this they would not place our 
name on the tender list until this had been thoroughly investigated. However, 
when we were sent to investigate we were asked by one of the key doctors not to 
be unduly alarmed, to take our time in our investigation and would we please 
not make a large amount of noise about this. I have had information subsequent 
to this. The Food and Drug Directorate have sent one of their special representa- 
tives there and it would be interesting to find his evaluation. 


Mr. Branp: Is this not also true for the Manitoba mental hospitals, par- 
ticularly in Selkirk or Brandon, about trifluoperazine? 


Mr. Cook: The hospital at Brandon has not lodged an official complaint with 
us. 


- Mr. Branp: You do not know anything about the Food and Drug taking 
some of your products, trifluoperazine for example, for assay at the moment? 


Mr. Cook: We have heard. 
Mr. BRAND: There are some problems in dissolution time, I believe. 


Mr. Cook: We have not heard about problems; we have heard about their 
taking the drug. 


Mr. BranD: Why do you think they would take the drug if they were not 
worried about it? 


Mr. Cook: That is a very interesting question. I am starting to wonder why 
they took the drug away, too. 


Mr. BRAND: Certainly. While we are on that subject, do you think the Food 
and Drug regulations are adequate and that their staff is adequate to look after 
the pharmaceutical industry and the safety of drugs? 


Mr. Cook: I have no knowledge of the adequacy of the Food and Drug 
Directorate, but I do know that they are a very conscientious and hard-working 
group of people. 


Mr. BRAND: Yes, and I do not doubt this at all, but do you think they have 
sufficient staff? 


Mr. Cook: I think that under the circumstances they have, yes. 


Mr. BRAND: You make quite a point about qualifying under 74GP1B, the 
more recent and very restrictive legislation, for which I congratulate your firm. 
Do you agree with the officials who administer this, that drugs should be brought 
into this country encapsulated, let us say, or in tablet form and that the firms 
who produced them should not be subject to any of the conditions under 
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74-GP-1B, and yet they obtain this rating and sell these drugs directly to 
hospitals through purchase by the Department of Defence Production. Do you 
think that is the way it should be? Do you think that Canadian firms, or 
subsidiaries of other firms that are in Canada, should be subject to these very 
stringent rules and others which bring in already compounded drugs are not, 
apparently, subject to the stringent rules of 74-GP-1B? Do you think this is 
right? 

Mr. Cook: I just want to clarify your question. What you are saying is that 
it is possible to bring in a finished product? 


Mr. BRAND: Yes, we have evidence before this Committee to the effect that 
finished products have been brought in from overseas firms—they have been sold 
through one who sells tractors and a few other things, like Colonial Agen- 
cies—and sent directly to veterans’ hospitals, and such. And yet the methods of 
manufacture of these firms and their quality control have not been looked into 
by the officials of the Food and Drug Directorate or the Department of Defence 
Production. 


Mr. Cook: Well, I would have to agree with you that finished products 
should be regulated on the same basis, regardless of their source. 


Mr. Branp: Thank you. Now, one last question at this time. You have made 
quite a point of saying you are not a generic firm. Do you have something against 
generic firms? 


Mr. Cook: No, we do not. 


Mr. BRAND: What would be the difference between your firm which is not an 
innovator—and yet it may be, according to your recent testimony owing to this 
new drug application—and the generic firms? 


Mr. Cook: I think everybody has a pretty difficult time in trying to pin down 
what a generic firm is. I would say that a firm that largely sells by trade name is 
not a type of firm that you are referring to as a generic firm. I just cannot 
define it myself, but my impression of a generic firm is a firm that will sell 
nearly all of its products by their chemical names. 


Mr. BRAND: Since you sell by trade name would you be in favour of doctors. 
prescribing everything by generic name? This has certainly been suggested to us 
many times. 


Mr. Cook: I have no opinion on that. I feel, though, that it goes against our 
whole way of life. We keep putting special names on everything from cars to 
Cheerios. I just can not imagine the implication. I could not visualize what 
would change if this happened. To me it would be very drastic. 


Mr. BraAnp: That is fine for now. 


Mr. LaipLaAw: Mr. Chairman, several questions come to mind. The first one 
is directed to Mr. Cook. During the presentation of his evidence—and Mrs. 
Rideout also is anxious to find out about this problem—Mr. Cook several times 
used the expression “open competition”. You felt that open competition is the 
answer in bringing down drug costs and prices. Take, for example, the larger 
manufacturers. They are all in open competition, or do you mean competition of 
a different kind? As I understand it, there is intense competition within the 
industry itself at the moment. What do you mean by “open competition’’? 
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Mr. Cook: I mean competition on a monopolistic drug; on a drug per se; on 
the individual items. 


Mr. LaIpLaw: On the individual items. As long as a drug is under patent 
monopoly and if section 41(3) did not exist it would be impossible, then, to 
introduce competition until after the term expired? 


Mr. Cook: I would assume so, yes. 


Mr. LaIpLaw: My second question, Mr. Cook, is: As I understand it, your 
compulsory licences cover only very important drugs, the so-called ‘““winners’”’, 
the patentable drugs, and it is easily understood, I think, that the use of section 
41(3) will inevitably bring the price of those particular drugs down. How are 
you going to bring down the prices of, say, patentable drugs down. How are 
not have any interest, because the market was too small, for example? 


Mr. Cook: I do not think the market is ever too small on any product. I 
think the principle here is that if the price is already fair—and this is something 
that is a very difficult thing to come by—there will be no interest in anyone 
obtaining a licence through section 41(3) of the Patent Act. In my opinion it 
applies to any drug that gets into a position where it is priced too high. 


Mr. LaIpLAw: The fact, then, is that there have been very few compulsory 
licences issued. I take your answer to mean that, in effect, for most drugs the 
prices are fair and reasonable. In other words, apparently nobody is interested in 
literally hundreds of patented drugs because even if they were able to obtain 
compulsory licences for each of them they would not be able to reduce the price? 


Mr. CooK: I would say this is a hypothetical question, but I would have to 
agree, yes; it is a normal business reaction to attack something that has a large 
margin of profit in it. 


Mr. LaIDLAw: I think this is an interesting observation. I would just like to 
add another question in attempting to determine your attitude about reducing 
profits, generally speaking. Would you be satisfied if section 41(3) could be 
expanded to include the licensing of imports provided, of course, that those 
imports were cleared through the Food and Drug Directorate? 


Mr. Cook: I would have to say that our position is that we cannot go against 
competitive principles and that we would have to agree with this, except our 
Own opinion is that this would not be a controllable situation, that the safety 
factor and the policing of imports coming into this country, which is already a 
difficult matter, would make it a very hazardous move. This is just my opinion. 


Mr. LAIDLAW: That may be, but assuming that that safety factor could be 
introduced, though, would it not only introduce more of this so-called open 
competition we are talking about? 


Mr. Cook: It certainly would introduce open competition. 


Mr. LaipLaw: And increase efficiency in drug firms, generally speaking, 
including your own? 

Mr. Cook: Possibly, yes. 

Mr. LaipLtaw: My final question I would like to direct to Mr. Thorson. 
This relates, Mr. Thorson, to some evidence given earlier before the Committee 


dealing with section 41(3), and two suggestions were made. One of the large 
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drug manufacturers complained, perhaps properly, that compulsory licences were 
applied for almost a day after the patent was issued. If the Commissioner of 
Patents grants a compulsory licence immediately, then it would seem to indicate 
that the patentee was unable to recoup his research costs. Do you think that it 
would be effective in any way if section 41(3) were amended so that a compul- 
sory licence, for example, could not be obtained for, say, a period of three 
years after the patent issue? In other words, to give some relief to the addi- 
tional expense incurred by the patentee. 


Mr. THorson: I do not think there could be any objection to such a 
requirement. I look at it in this way, that if the owner of the Canadian patent 
had three years in which he was completely free from an application for a 
licence under section 41(3) of the Patent Act he would have three years in 
which to keep up his prices, including research charges made against him by his 
parent for research that he has not done. But it might be a desirable amendment 
to provide that no licence should be issued until after three years from the 
date of the issue of the Canadian patent. I cannot see any objection to that. 


Mr. LarLaw: It was thought at the time that there would be a better 
balance between the patentee who becomes the licenser and the compulsory 
licencee. My last question, Mr. Thorson, is this: Do you believe it advisable to 
amend section 41(3) to make it mandatory that the Commissioner of Patents 
receive the approval of the Food and Drug Directorate prior to the issuing of a 
compulsory licence? At the moment the present commissioner is following the 
recommendations of the Haley report and no compulsory licences are issued, as 
you know, unless the Food and Drug Directorate approves. This, however, is not 
in the statute, Commissioners come and go. A commissioner might, because he 
has wide authority, decide not to consult the Food and Drug Directorate. What 
are your views with respect to that? 


Mr. THorsSon: I think that an amendment of that sort would be quite 
desirable, and I think that some credit should go to Mrs. Jones for the represen- 
tation that she made to parliament, because as a result of her representations the 
Minister of National Health and Welfare appointed a special committee under 
Dr. Hilliard. Dr. Hilliard made a report, and one of his recommendations was the 
one that you referred to. I think it would be highly desirable that that should be 
put into statutory form. The result has been that there has been the closest 
cooperation between the commissioner and the Food and Drug Directorate, and I 
think it would be desirable that that should be put into statutory form. If that 
were to happen I think some of the credit for the move would be coming to Mrs. 
Jones for raising the question when she did. 


Mr. LamwLaw: Thank you, Mr. Thorson. Those are all my questions. 


Mr. Howe (Wellington-Huron): In the reference to page 24, it is rather 
disturbing the number of times it is mentioned that the big drug companies are 
getting excessive prices. Are you intimating that the big drug companies are 
ruthless, are pirates, rooking the public by charging excessive prices for drugs? 


Mr. Cook: I would not like to use such terms as those. 


Mr. Howe (Wellington-Huron): But you keep saying “excessive”. This word 
“excessive” is a pretty strong word. 


January 12, 1967 DRUG COSTS AND PRICES 1795 


Mr. Cook: The problem is that they have a monopoly and that they are 
entitled under this monopoly to do what they feel they want to do. It is up to 
people to take advantage of section 41 (3) to put them back in line. 


Mr. Howe (Wellington-Huron): What people? 


Mr. Cook: People such as ourselves—and we are not the only ones who are 
paying compulsory licences. But as long as section 41 (3) is there, there will be 
at least the wherewithal to control the price of drugs if they get out of line, and 
the only way that we know they get out of line is because someone attacks them. 


Mr. Howe (Wellington-Huron): You stated that a certain product that you 
were producing was selling in the marketplace at 20 per cent less than some of 
these others. Are you intimating that the purchasing agencies for these hospitals 
just do not know what they are doing; that they are not using public funds 
fairly, and that they are paying more than they should for these drugs. You 
mentioned quite a few institutions that are buying drugs from both of your 
firms. Why did they buy the other firms’ drugs? Are they better salesmen, or do 
they give more services than you do? There must be some reason. I do not think 
that the people who are buying for these big hospitals are stupid. 


Mr. Cook: No, but there is a certain amount of psychological power in 
promotion and advertising. 


Mr. Howe (Wellington-Huron): And service. 
Mr. Cook: And service as well. 


Mr. Howe (Wellington-Huron): Therefore, these prices are not as excessive 
as you might make out in some cases because special services are being provided 
by the other company. 


Mr. Cook: We are not attacking the prices per se; we are attacking the 
result and we claim that the result of the operations of these firms are producing 
profits that are excessive. 


Mr. Howe (Welling-Huron): Well how do they sell their products? If 
someone else has as good a product at a much less price, is the general public 
stupid for buying these products and continuing to pay excessive prices for 
them? 


Mr. Coox: I think that people pay more for things in any line and this is 
just human nature. No one gets 100 per cent of a market when there is an open 
competition. I have not the answer for you on that—I have not the answer on any 
product—because someone can always sell a certain percentage of the market for 
the simple reason that the people that he deals with think differently. 


The CHAIRMAN: Perhaps I should point out that in this case the public do not 
buy the drugs that we are talking about; they are either purchased through a 
hospital or they are written up as a prescription by the doctor. The public does 
not actually buy the drug. 

Mr. Howe (Wellington-Huron): I am not Dr. Howe; I am just an ordinary 
layman. 

Mr. Cook: I am sorry. 


Mr. Howe (Wellington-Huron): But as I say, whether the public buys it or 
not, or whether the hospitals buy it, surely they are businessmen enough to 
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know that if there is another product on the market for less money they would 
not buy this expensive one. It is disturbing to me that there are people acting as 
purchasing agents for these institutions who are being bamboozled, so to speak. 
The term “excessive” is used many times here. And “excessive” means unjust 
or unfair, but this other firm is still selling their product. 


Mr. Cook: Unfortunately this is our opinion and, as I say, every person you 
deal with has a different opinion. It is a question that I just cannot answer. 


Mr. MacLean (Queens): On page 22 you make the statement: 
In this part of the submission to the Committee the associated compa- 
nies show: 
1. That the costs of patented drugs are too high and that the prices 
charged by the patentees for them are, in many cases, excessive. 


Now you have not said anything about the products of copiers or products sold 
under licence. Does this mean to imply that the prices for licensed drugs are 
never excessive, that they are just right? 


Mr. Cook: They are as right as competition can make them. 


Mr. MacLean (Queens): This leads me to the conclusion then that there is 
no point in having one licensee in the case of a patented drug. You are trying 
to make the point, in the case of a patented drug that where a patentee has a 
patented drug he has a monopoly and he can charge whatever the market will 
bear or whatever his conscience permits him to charge. But in the case where 
there is only one licensee, what is to prevent him from charging prices that are 
just a bit less excessive than the prices of the patentee? 


Mr. Cook: This is happening in some cases. It could be that we have not had 
enough time for any retaliatory moves of the opposition. This is a very good 
point, because if we have a case such as this and time lapses and both these 
people seem to be still on the high side, a third man might come in and obtain a 
licence, or try to force a licence, to bring the other two down even further. I 
think this works on an automatic basis. It is a common-sense sort of thing that 
they will not stay there very long. Actually, I think the situation at present is - 
very real. We have chlordiazepoxide, which has a compulsory licence against 
it. There is very little difference between a licensee and a licensor. At present we 
have before the commissioner an application for a compulsory licence for chlor- 
diazepoxide and although w know very well that there are two people already 
on the market with it, we feel that there is still room for us to come into the 
market. 


Mr. MacLean (Queens): Well, your statement leaves the implication that it 
may not be justified. You say that the cost of patented drugs are too high and 
that prices charged by the patentees in many cases are excessive. You imply that 
it is not necessarily so that the price of manufactures under licence is not 
excessive. 


Mr. Cook: No, but what we have done is put into motion a mechanism of 
human instinct. Prices might not come down earth-shatteringly overnight, but in 
the long run competition will prevail. 


Mr. MacLean (Queens): There may be a period though— 
Mr. Cook: Oh, there may be a period yes. 
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Mr. MacLean (Queens): —when this licensee is also making an excessive 
profit. 


Mr. Cook: I would not say that. You have to also realize that a man who 
obtains a compulsory licence has certain things that he must recoup: his develop- 
ment, his initial marketing, his plant and so on. Therefore he is in a position 
where he must charge prices to recoup initial expenses that might not be 
recurring on that particular item. At the same time I think our chlorpromazine 
situation has shown that there is a general downward trend, that the prices we 
started out with in our application to the Commissioner are not the prices that 
we are using today. In other words, we did not go and say to the Commissioner: 
“Mr. Commissioner, we can make this for X price less for the Canadian public”, 
and then just sit there and charge those prices forever and a day. Our prices are 
much lower than that now. We have had to balance; when we make a price 
adjustment downward, we have to consider very seriously a lot of the same 
fundamental problems that the originator had: How are we getting our money 
back on this product? How are we making a profit? And so on. 


Mr. MacLean (Queens): I agree with that, but these same factors would 
also apply in the case of the patentee in the manufacturing and marketing of a 
product and they have to charge a higher price to begin with to liquidate special 
costs in connection with the production of the drug. Are you saying that holders 
of patents of drugs never lower their prices? 

Mr. Cook: Yes, I think essentially experience has shown that they just do 
not bring their price down over a period of years. This is a relative thing; I mean 
it is your opinion on how long you are going to have to wait for this to happen, 
especially when you see the usage of the product increasing at an astounding 
rate. 


Mr. MacLean (Queens): I believe this is a matter of opinion with regard to 
the ethical conduct of one group as opposed to another and their opinion of their 
own standard of ethics, rather than anything you can substantiate very accurate- 
ly statistically. 


Mr. Cook: No, I think that this puts it in a light where the competitive urge 
will take over. I like to equate this thing in terms of what a person would 
logically do. All you have to do is confront him with a problem and he will do 
something. Up until now, if there is no voluntary licence, the man has no 
problems and he has no motivation. Now the motivations may not be the best, 
but I think the motivations in this case are at least more acceptable than the 
entire monopoly as a system. 


Mr. MacLean (Queens): I want to refer to a specific thing in the evidence 
which was given before the Committee by the representatives of Hoffman-La 
Roche on October 20. On page 774 of the transcript of evidence they make this 
statement: 

(68) In order to stress the contradictions, Roche pointed out, in a 
further submission to the Commissioner, that 
(a) Micro was apparently admitting that its manufacturing costs would 
be around $460 per kilo 
(b) Micro was now proposing compensation to Roche of $69 per kilo 
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(c) Micro was claiming that its profits would be about 17.08 per cent of 
its average selling price of $3,400 or $578 per kilo. 


Then they point out that the sum of a, b and c, the cost to manufacture, the 
royalty on the drug and the profit, amounted to $1,107 per kilo, and they leave 
the question as follows: . 

(e) there was thus a completely unexplained gap of no less than $2,293 in 
its selling price, though it must cover distribution among other costs. 


If you accept these figures would you enlighten the Committee on to what 
these costs totalling $2,293 per kilo would be applied? 


Mr. Cook: I do not have the figures before me, but I think the figures 
probably are not an important factor. You want to know what happened to the 
money in between. I think this is your point. 

We do have distribution costs and we do have administration just like any 
other company. By and large, this would take up a portion of this amount. Now, 
I am not saying that it is this amount, but ultimately you can take the cost of 
your bare material and your selling price and break out as a percentage exactly 
what every segment is. Every drug is a little different. Some drugs have higher 
selling costs than others; some have higher manufacturing and packaging costs 
than others. It is a pretty complicated thing. 


Mr. MacLean (Queens): Yes, I realize that; but I would think that someone 
who, by implication, seems to imply that they are in a segment of the business 
which is more virtuous than the patented drug manufacturers, would be pre- 
pared to substantiate their cost and demonstrate to the Committee that the cost 
of the drugs which they are manufacturing is as low as is reasonable to expect. 

In connection with this—and I do not mean to imply any reflection on your 
company—we have repeatedly been given profits on various drugs in the form of 
mark-up on the drug itself; in this case, 17.08 per cent. 

Is it not possible that under certain circumstances figures of this type are 
really pretty meaningless? Surely the profit that a company makes should not be 
judged simply by the mark-up of profit—in that sense, on the product—but 
rather on the return on the capital investment. . 

Mr. Cook: This is reasonable, but it also stands to reason that you have to 
start from some place. Those figures are all predicated on the future. We do not 
know what the product mix will be at the various levels. You can estimate. You 
can only shoot for a certain area, and this is what we have to do; because 
through experience with other drugs that we have handled, through experience 
with other licences that we have obtained, it is a matter of our judgment. 


Mr. MAcLEAN (Queens): Based on past experience would you agree that a 
more valid assessment of profit would be related to capital investment rather 
than to mark-up on the product. 


Mr. Cook: I think this is something which you should consider, but I do not 
know how valid it is under any given circumstances. 


Mr. MAckAsey: Mr. Cook, I have only one or two short questions. On page 


33 you start a series of tables, and you have comparative figures showing 
the reduction in prices of a particular product put out by Poulenc and also now 
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marketed by Micro. One premise that I would like to challenge—and not 
because I know the answer—is that the price of Poulenc drugs—we will take as 
an example, the 25 milligrams for $10.50—was brought down to $8.90 strictly as 
a result of Micro Chemicals’ entrance into the market between 1960 to 1965. 
Are we right in presuming this? Is there not the possibility that competitive 
products from other big companies have caused this? 


Mr. Coox: No; I would not say that we have competitive products. We do 
not believe that other drugs are competitive products to particular— 


Mr. MaAckasey: But your whole statement on page 33 and 34 is based on the 
presumption that the only factor that caused the drop of the Poulenc price from 
$10.50 to $8.90 over a period of five years was the existence of Micro Chemicals’ 
product. What is this product? Is it a tranquillizer? 


Mr. Cook: Yes, it is a tranquillizer. 


Mr. MAcKASEy: Have there been many tranquillizers come on to the market 
during this period? Did Librium come on to the market around this time? 


Mr. Cook: Yes. 
Mr. MAcKASEY: Would this not have had an effect on Poulenc’s prices? 


Mr. Cook: No; because if you look at who uses the products and where they 
are used, their use is generally very specific. We have gone to mental hospitals 
where very little Librium is used. 


Mr. MACKASEY: Yes. 


Mr. Cook: But chlorpromazine has been used, and there has been an 
increase in its use. In other words, someone has not come in and taken a slice out 
of it. 


Mr. MackaseEy: I understand this phenomenon takes place even between 
countries; that you can have one country where something does not sell, but in 
Germany, for example, it will sell. 

I am a little surprised at the conception that only the existence of a copier 
can control the innovator, because, by your own figures, I think, you point out 
that at least 60 per cent of your sales are to hospitals. Are not these the 
prices over a drug counter in individual prescription? 

Mr. Cook: It has been our assessment that this drug is used more in hospital 
cases than over the counter. Although the over-the-counter business is substan- 
tial it might be a smaller percentage. 


Mr. MAcKASEy: But these are the prices of the drug store, are they not. 
These are the prices which, according to your declaration on pages 33 and 34, 
have been reduced. In other words, you are building up your case for the 
application of 41(3), and, this is supposed to be a tangible example for examina- 
tion? 

Mr. Cook: Yes. 

Mr. MaxKaseEy: I have an open mind on this, but I have the thought that 
possibly there are other factors which have reduced this price. 

Mr. Cook: There might be; but it is our contention that this is the main 
factor. 
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Mr. MacKasey: What reduced your price? 
Mr. Cook: Rhone Poulenc reduced our price. 


Mr. Mackasey: If it could be reduced from $6.00 to $4.20 why was it not 
$4.20 in the beginning? 


Mr. Cook: Because we were recouping initial expenses. 


Mr. Mackasry: Were not Poulenc recouping certain expenses when they 
were selling it— 


Mr. Cook: It was quite a number of years before 1960. 
Mr. MackKasty: How many years before? 
Mr. Cook: Probably about eight years before that. 


Mr. Mackasry: To me, theoretically at least, Poulenc’s reduction from 
$10.50 to $8.90 is not really a big one. Could not this have been done because at 
some stage they decided that they had recouped certain basic expenses? 


Mr. Cook: It could, but it is highly improbable, if they go along for from 8 
to 10 years without this ever occurring to them, and when their largest increase 
in usage was in that period. 

Mr. Mackasey: You chose a particular product here. I think Mr. MacLean 
made the point—and I would do the same I am sure—that it is on what we might 
call the “best seller’’ list—it is a very desirable product. These firms like Poulenc 
have to recoup research, although it is debatable where they should do it. I think 
Mr. Justice Abbott suggested the parent company, but not necessarily the 
subsidiaries; but are there not other factors? How would a demand for this 
particular drug develop once it was put on the market by Poulenc? 


Mr. Cook: You are asking me, and I am going to give you my opinion on this 
thing. It is basically because the drug is a good drug. If you get something that is 
good and it works, this is the best selling agent you can have. 


Mr. MackAsrEy: Could we stop there for just a moment. Obviously, one of 
the charges that keep coming up—and, I think, with justification—is that there 
are thousands of drugs and that probably we could cure all present illnesses with 
500 of them. Despite the quality of the discovery—it is not unlike somebody with 
oil in his back yard, if he does not know it is there—surely to goodness the mere 
fact that it is a very desirable product is not sufficient to create the demand? No 
doctor that I know of has so much time at his disposal that he can search day in 
and day out for this elixir, if we may call it that? 


Mr. Cook: No; but there again we are in the same situation as are the large 
companies. You have to contact the doctor. In my opinion, doctors are pretty 
aware of things that are new. 


Mr. MAcKASEyY: How are they made aware? 


Mr. Cook: I know a lot of doctors who do a lot of reading; you might call it a 
busman’s holiday, or something like that. 


Mr. MAcKASEY: Reading what? 


Mr. Cook: Medical journals and scientific publications. Some of them are 
very interested, especially if they are in a highly classified line of work. 
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Mr. MACKASEY: You say “some.”? Would you like to hazard a guess at what 
percentage of doctors receive their information only through this very desirable 
source? 


Mr. Cook: It is not their only information; but I think it is part of their 
natural tendency to investigate the area in which they are working. 


Mr. MAcKasry: You have been very honest with us today, and I think you 
will have to agree that not only must a company discover a desirable drug but 
that it has to make it and its concentrated effects known to the medical profes- 
sion as fast as possible. Is this a fair assumption? 


Mr. Cook: Yes. 


Mr. MackaseEy: Therefore, do you not think that when compulsory licences 
are granted the royalties are rather meagre? I think perhaps Mr. Justice 
Thorson should answer that one. 


Mr. THORSON: They are very small. 
Mr. Macxkasey: Do you think they are realistic? 


Mr. THORSON: The patentees have described them as pittances and that is 
really what they are. 


Mr. MacKAseEy: You have so described them, too. 

_ Mr. THoRSon: The Supreme Court describes them that way. 
Mr. MaAckAsey: Yes; but that does not make it right, does it?’ 
Mr. THorsSon: That is the law, as found by the Supreme Courts. 


Mr. Mackasgy: You are a very learned gentleman. Do you think they are 
adequate? 


Mr. THORSON: This is not for me to say. 


Mr. Mackasey: This is why you have earned your reputation for being 
learned. You fielded the question. 

Earlier in your testimony you mentioned that when Mr. Justice Abbott 
brought down a ruling it created a bombshell. That is the phraseology you used. 

Mr. THORSON: The decision threw a bombshell into the pharmaceutical camp. 
Let us put it that way. 

Mr. MAckasey: Was this because it was an unexpected decision? 

Mr. THORSON: Well, to some extent, yes. 

Mr. Mackasry: Why was it so unexpected? 


Mr. THoRSON: They had been building up a great plea that the royalty 
should be consistent with the maintenance of research, the importance of subject 
matter and so on. This was “shot” by the Supreme Court in the case to which I 
refer, and the “shooting” surprised them. 


Mr. Macxkasgry: I imagine it did. By your own description the royalty is a 
pittance. 


Mr. THORSON: Oh, it is. 


Mr. Mackasrty: My own personal observation, if it is permitted by the 
chairman, is that it is rather unfair; that it is not a very realistic appraisal. 
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Mr. THorson: No, I do not think so. This appears in the brief. In most of 
these cases the Canadian companies are subsidiaries of companies that are 
owned outside of Canada, and they are really merely distributing bodies. They 
do not contribute anything in the way of research. They are merely distributors, 
and under the circumstances why should they get anything? 


Mr. MackAasey: Well, you are on to my favourite subject. 
Mr. THoRSOoN: They do not do any research. 


Mr. Mackasey: Are you of the opinion that no research is done in Canada 
by the pharmaceutical industry? 


Mr. THorson: I think there is one company. 
Mr. Mackasrey: Do you mean Ayerst McKenna? 


Mr. THorSON: Yes. I believe that is about the only one. 


There is some minimal research being done, but not research leading to the 
discovery of these very, very valuable and wonderful drugs. 


Mr. MaAckasrty: Would you agree with me that there should be more 
research done in Canada? 


Mr. THORSON: Oh, by all means. 


Mr. MackaseEy: If more research were done in Canada do you feel that that 
would be time for the government or the courts to make a more realistic 
appraisal of royalties? 

Mr. THoRSON: Well, I do not know. This is a matter of policy, I think, to be 
considered by the government. But I think that Mr. Justice Abbot’s judgment in 


the Supreme Court is really carrying out the legislative policy that lay at the 
back of the enactment of section 41(3). 


Mr. MacKASEy: You are the judge, and I agree with you; but do you not 
think that the Hilliard Report has, perhaps, underlined the fact that we tend, in 
making these judgments, to be very narrow—as a judge should be—that we 
are reading the Patent Act and nothing else, and that not enough consideration 
has been given to the Focd and Drug Directorate? 


Mr. THorson: No; I think that this judgment is in line with the policy that 
underlay the enactment of the section; and where people do not contribute 
anything to research and are not the inventors why should they get any reward? 


Mr. MAcKasEy: You have just said “where people do not contribute any- 
thing to research”. I think this is a very valid point and does strengthen section 
41(3). Suppose that situation were to change tomorrow and that legitimate, basic 
research were being done in Canada? 


Mr. THorson: I think that if you had a patentee who was in that situation 
then I think his royalties would be substantially raised. 


Mr. Macxkasery: In other words, if you were the patentee, or were identified 
with some of these firms, you would want to take a look in this direction and 
start doing some research in Canada? 


Mr. THORSON: No; it might be an economic matter. It might be more 
beneficial to have the research done in the big Swiss laboratories, or the French 
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laboratories, or the English laboratories, or the American laboratories, and just 
use the Canadian subsidiaries as distributors. 


Mr. MackAseEy: Beneficial for the firm, but certainly not beneficial for 
Canada and Canadians. 


Mr. THorson: No, no. 

Mr. Mackasey: Do you use detailmen, Mr. Cook? 

Mr. Cook: Yes. 

Mr. MacKasey: What are their academic backgrounds, in general? 


Mr. Cook: By and large, we do not employ pharmacists as detailmen, but we 
do have pharmacists in charge of our sectional areas. 


Mr. MAcKaseEy: What do you use if you do not use pharmacists? 


Mr. Cook: We screen out applicants through advertising, or something of 
this nature, and then they are given a program inside the plant; after that they 
are put under the supervision of one of our capable men. In other words, you 
train the men. 


Mr. MAcKASEY: How long does this period of training go on? 


Mr. Coox: For him to become familiar with the entire procedure might take 
from six months to a year, keeping him under supervision. 


Mr. MackaseEy: But during that period of six months to a year is he actually 
out in the field doing his job? ; 


Mr. Cook: In conjunction with other detailmen. 


Mr. Mackasey: I have been for three years on this Committee and still 
cannot pronounce the words. I am just wondering how they get by. I have got a 
very poor opinion of detailmen in Canada, in general—not of the people but of 
our standards. By skirting around the question you have left me with the 
impression, rightly or wrongly—and perhaps you would like to elaborate—that 
the qualifications of your detailmen are less than those, for instance, of the 
PMAC firms who have been here. 

Mr. Coox: No; I would say they are not. 

Mr. Mackasey: Well, at least one firm mentioned specifically that they were 
all university graduates, or that a percentage of them were. How many detail- 
men do you have? 


Mr. Cook: We have approximately 12. 


Mr. Mackasrty: That is a small number. Probably you can recall from 
memory their backgrounds, or academic qualifications. Could you describe them 
generally? 


Mr. Cook: Well, most of them we have are high school graduates. 

Mr. Macxkasry: Are there some that are not? 

Mr. Cook: Well, some of them are college graduates. 

Mr. MAcKASEY: Yes, of course; and they also went to high school. I am sorry. 


Mr. Coox: As I say this is a minimal type of thing. You must remember, 
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also, that from time to time you do employ detailmen who have come from other 
pharmaceutical sources. 


Mr. MackasEy: Which may not make them any better. 
Mr. Cook: No. It is just that they are oriented to this type of work. 


Mr. Mackasry: Do you feel that they are capable of going into a doctor’s 
office and imparting information to a doctor? 


Mr. Cook: The role of the detailman is only to make the information 
available. 


Mr. MAcKASEY: How does he make it available in your case. Does he present 
something? 


Mr. Coox: He would present literature on what we call our detail card or 
brochure. If the doctor, is interested in this type of medication, or is interested at 
all, he might request samples. If he wanted other literature he would ask the 
detailman who, in turn would write. 


Mr. MackasEy: Perhaps I should have helped you by saying that I am 
interested now in the individual doctor rather than in hospital purchases. How 
are your detailmen paid? 


Mr. Cook: It depends; largely on a salary plus incentive basis; but we do 
have situations where they are on commissions. 


Mr. MAckasey: Do you think that this is desirable? 
Mr. Cook: I cannot see any better way. 


Mr. Macxasey: I did get, I think, from, I think, the president—or perhaps he 
is the vice-president—of PMAC an assurance that henceforth, as a result of my 
representations on this Committee, they would eliminate any situation within 
their membership where detailmen were on commission. 

I think the reason is obvious. A commission salesman can be very “sloppy” 
in his presentation, because his prime objective is to reach his objective at the 
end of a week or a month. He has, perhaps, to misrepresent, or force upon a 
doctor an abnormal quantity of drugs, and so on. Do you not think that there | 
is a built in danger in the commission system? 


Mr. Cook: There might be. As I say, there is only one instance that I can 
think of where this happens in our experience. 


Mr. MAcCKASEY: What do you mean? Is there only one man in this field? 
Mr. Coox: That is on a commission arrangement. 

Mr, MackaAsey: Is this of his choosing or of yours? 

Mr. Cook: I would certainly seriously consider this. 


Mr. MacKAsrEy: I am hoping to make it a recommendation of the Committee 
that detailmen in Canada be taken off this basis. I understand that in Europe the 
detailman is treated much more seriously. In many countries I suppose he isa 
medical man. Am I right? Do you know whether this is so? 


Mr. Cook: I am not familiar with this, no. 


Mr. MAckKAsery: I believe that there are countries where the detailman must 
be an M.D. 
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Mr. Cook: I think that you have a valid point. 


Mr. Mackasey: In other words, you would agree to putting your commission 
man on a salary? 


Mr. Cook: Yes. 
Mr. Mackasrey: Thank you, Mr. Chairman. 
The CHaiRMAN: Dr. Brand? 


Mr. BRAND: On that point may I say that I have not been altogether of the 
opinion, as a practising physician that they have a low calibre of detailmen. I 
must take exception to that. 


Mr. Mackasry: I assume you are speaking about my comments. I am 
generalizing. I have to repeat my statement—and I think it is based on the 
evidence here—that if a man is selling drugs on commission I do not regard him 
as anything different from the Fuller Brush man, or the man selling the Ency- 
clopaedia Britannica. He has to sell so much a month to live. This does not fit in 
with the ethical appearance of an industry dealing with people’s health. I would 
rather see the doctor visited by a man whose prime objective is to impart 
information and not to sell drugs. 


Mr. Brann: I think it should be made clear to the Committee, Mr. Chairman, 
that in the majority of instances they are not there to sell drugs to the doctor. 
This is the impression which has been left, and it is, of course, incorrect. 

Perhaps you Mr. Cook, could substantiate, or deny that they have more to 
do with sales to hospitals and to wholesale houses and things of this nature? Do 
you deal through them? 


Mr. Cook: Yes. 


Mr. BRAND: It seems to me to be this rather than sale directly to doctors. I 
think this is quite wrong. I think, Mr. Cook, you stated that the idea of coming 
to the doctor was to provide the information and to provide samples if he so 
requested? 

Mr. Cook: Exactly. 


Mr. BRAND: It is that rather than the actual sale of drugs. 

Is it not a fact that even if you do away with the commissions, which you 
appear to have agreed to do, it would be quite easy for any company to insist, as 
a condition of employment that a certain amount of a certain drug be sold ina 
certain area? This would get around the problem and create a very interesting 
situation from the viewpoint of the salesman, even though in fact you have done 
away with the commission. Can you honestly state that doing away with the 
commission would serve any useful purpose? 


Mr. Cook: Well, as I pointed out at the beginning, this is a difficult area and 
we certainly welcome any comments on it. I think it is a valid point to consider. 
Whether it is right or wrong, I do not think we are in a position to know yet. 


Mr. MackKAsEy: Mr. Cook, I do know of countries in Europe where the state 
does intervene in this particular area. They feel that safety is a factor and that 
this is a link in the whole chain. If a man, by your definition, does not have to be 
a pharmacist—that he should have high school level but not necessarily better—I 
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have visions, for instance, of a man shifting from a bakery, or a dairy, or from 
being a book salesman, and moving into the selling of drugs. 


Mr. Brand has pointed out that his job is not to sell drugs. If that is so it is 
pretty hard to evaluate what his commission should be. I still insist that if you 
are going to pay a man a commission there has got to be some direct correlation 
with his sales level. 

Mr. BRAND: Perhaps, Mr. Cook, you could comment on whether, by doing 
away with commission, you might cut down on the competition among the 
various firms which approach hospitals. Do you feel that the effect would be also 
to diminish the incentive to sell vigorously which has an effect in lowering the 
price of drugs? 

Mr. Cook: I think that in this whole area, as you have pointed out, there are 
so many devices used, or that could be used, to take the place of the commis- 
sion, that if we did away with commissions somewhere along the line there has 
to be an evaluation of a man and his job and his worth. Even if he is on salary, 
at some point someone is going to say: “‘Listen; this man is not worth his money,” 
or “‘He is worth his money.” 

Now we come back to setting a salary for him. You find that the hospital 
business is not increasing, or that it is decreasing in an area. You try to find out 
why. Your prices are all right, and you used to get this business. It could be the 
man. 

You find that your wholesale business is not what it should be. 

The next thing you know you have him in the office and you are saying to 
him: ‘What seems to be the problem?” The pressure is back on this man to sell 
again. The pressure is not economic from a commission point of view, but it is if 
he loses his job. I know what you are trying to eliminate, but how to eliminate it 
is a very difficult situation. In the drug industry there are such things as quotas 
that some companies use as a yardstick or a measuring device, but this does not 
apply in our organization. A man cannot work for a company which is in 
business to make a profit and not be expected to be measured in some way, and 
this is extremely difficult. 


Mr. MacKASEY: May I intervene again, Dr. Brand, because this is important 
to me. You have again strengthened by misgivings because all through the 
hearings the pharmaceutical industry in general has always tended to create the 
impression that these detailmen are not salesmen, that they are only legitimate 
sources of information to doctors. Therefore, whether they ever sold a drug 
should not be important. It should be important that that detailmen tell the 
busy doctor if he turned around, as Dr. Brand mentioned about the vademecum, 
that everything being equal, stelazine or your product should not be taken by a 
wife or a lady in time of pregnancy. This is important. But if the sale of that 
particular drug could be jeopardized by that information not being volunteered 
by the detailman, and that detailman is on commission, the tendency could very 
well be for him to ignore that little fact simply because it was not asked. There is 
the threat to safety that commissions pose. If he is not a salesman why should 
there be any relationship to the sales volume in his particular area? 


Mr. Cook: It is extremely difficult. 
Mr. MAcKASEy: Is there a better way of imparting information? 
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Mr. Cook: I know I would have to give it a great deal of thought. It would 
be extremely difficult to find a solution. 


Mr. Branp: I will ask a few very brief questions. Are you planning on 
increasing your detailman staff across the country in order to increase the sale of 
your products through drug stores? 


Mr. Cook: Yes. 
Mr. BRAND: Do you think this will increase your costs? 


Mr. Cook: It might initially, but we are used to keeping a very sharp eye 
on our costs. 


Mr. BRAND: But it is bound to increase something, surely, if you hire more 
men. Let us be reasonable. 


Mr. Cook: Yes, and we have taken this into consideration. 
Mr. BrRaANp: Do you use “gimmicks” to sell? 
Mr. Cook: What do you term “gimmicks’’? 


Mr. BRAND: For example, the round thing that goes on telephones advertis- 
ing “Triflurin—Paul Maney, Limited” so that the short-sighted doctor can see 
the numbers on the telephone easier. 


Mr. Cook: Yes, actually we do; and we find that we have doctors saying that 
they have a lot of very aged patients who cannot see very well, and can we 
supply them with some more for their patients, and we do. 


Mr. BRAND: I am glad to hear that. I did not know you would supply any 
more. I could use a couple myself. However, I am arguing about the validity of 
gimmicks. There was quite an argument here some time ago about whether the 
use of gimmicks was putting up the price of drugs. Do you agree with this? 


Mr. Cook: No, I do not agree that this puts up the price of drugs. 
Mr. BrRanp: Not at all? 
Mr. Cook: No. 


Mr. Branp: Are you planning on putting out any further information to 
doctors about your drugs? I have had a recent experience with one of your detail 
men, and I was not altogether impressed with the amount of information he 
provided me with. In your brief you point out that a lot of the additional 
information which you do not have in the vademecum is provided in the trade- 
sized packages; I would point out to you that doctors do not see trade-sized 
packages, but the druggist does. We do not get this additional information, and 
we certainly do not get it on these little cards. Are you planning on increasing 
this at any time? 

Mr. Cook: We probably will. 

Mr. BRAND: Will this increase your costs? 

Mr. Coox: I do not think it will increase the costs because this is a 
controllable variable to your sales. 

Mr. Branp: There has been a great deal of discussion as to what variable 
cost means in the transportation bill, and I am sure it has no more meaning to 
any members of this Committee than it has to the Transport Committee. 

255144 
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Mr. Mackasey: I have to disagree. I am a firm believer in the fixed and 
variable system. 


Mr. BRAND: Perhaps you can explain it to me sometime, Mr. Mackasey. 
Mr. Mackasey: It can be explained by graph very easily. 


Mr. Branp: I have one other point. You made a statement, of course, that 
Hoffmann-La Roche was no longer in the vademecum and expressed great sur- 
prise at this. Is it not a fact that they now produce their own because they felt 
that there was not sufficient room in the vademecum to put all the information 
they would like to put about their products? 


Mr. Coox: I do not know whether this is a fact, but the point that I was 
trying to make is that there are alternate sources exactly like this. A doctor is 
not lost because he has not a vademecum. 


Mr. Brann: I would argue that point. 
Mr. Cook: If he wants information he can get it. 


Mr. Branp: Where would I get it immediately as a practising physician 
when I use one of your products and I run into a problem? 


Mr. Cook: Well, you could have the information already in your office by 
reason of detail men leaving information with you—and this brings up the 
desirability of the compendium which we know is being produced right now. 
There probably is a need for a central type of reference. 


Mr. BRAND: What are we going to do right at this moment? 


Mr. Coox: I think you will have to do exactly what you have been doing up 
to now until something better comes along. I hope this compendium will provide 
a better answer. 


Mr. BRAND: Do you mind telling me what I do now? 

Mr. Cook: You take the issue of Current Therapy off your shelf. 
Mr. BRAND: Yes, that is one way I do it. 

Mr. Cook: I am quite sure that you practice very efficiently now. 


Mr. Brano: Is it not right that I may go to the same product produced by 
another firm that has much more information? 


Mr. Cook: You might. 
Mr. BRAND: Yes, this is a fact. 


Mr. Cook: This would be your prerogative. As I say, you would do exactly 
what you are doing now. 


Mr. BRAND: Which would indicate, therefore, that your company is, to a 
degree, taking advantage of the additional information provided by the patentee, 
if that is the correct term. 


Mr. Cook: This is a matter of opinion, and we do not believe that we are. 


Mr. Mackasey: Mr. Chairman, could I ask J udge Thorson a question. When 
is the last time you appeared before a parliamentary committee? 


Mr. THORSON: This is the first time I have appeared before a parliamentary 


committee. I have been a member of parliamentary committees many times 
years and years ago. 
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Mr. Mackasey: A long time ago. 
Mr. THorson: About 40 years ago. 


Mr. BRAND: Perhaps we can ask Judge Thorson if committees are any more 
efficient now than they used to be. 


Mr. THoRSON: Much. 

Mr. BRAND: Do you notice any change in them from years ago— 
Mr. THorson: Not much. 

Mr. BRAND: —or are they just as inefficient as ever? 

Mr. THORSON: It is rather a novel experience for me, I must say. 


The CHAIRMAN: We hope that the government will pay more attention to 
our reports than they sometimes have in the past. Are there any other questions? 


Mr. THORSON: It is a very interesting experience. I am crazy enough to wish 
that I were back in the House. 


The CHAIRMAN: We thank the gentlemen who appeared today for their brief 
and for their time. The meeting is adjourned until next Tuesday, January 17, at 
9.30 a.m. when Prescription Services Incorporated will be before us. Their brief 
has been in your hands for over a month. 
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APPENDIX “A” 
Submission 
of 
Micro Chemicals Limited, Gryphon Laboratories Limited 
and Paul Maney Laboratories Canada Limited 

to 

The Special Committee 
of 

The House of Commons of Canada 

on 

Drug Costs and Prices 

January 12, 1967. 


INTRODUCTION 


This submission to the Special Committee of the House of Commons on Drug 
Costs and Prices is made by Micro Chemicals Limited, Gryphon Laboratories 
Limited and Paul Maney Laboratories Canada Limited. Each of these companies 
is incorporated under the laws of Ontario and is, of course, a separate legal 
entity and performs a specific function. The three companies are associated with 
One another under common ownership and direction. 


While the invitation to appear before the Committee in order to rebut the 
charges made by Smith Kline & French Inter-American Corporation when it 
appeared before the Committee on October 27, 1966, was extended specifically to 
Paul Maney Laboratories Canada Limited, the charges affect the other companies 
as well and they respectfully accept the invitation as if it also extended to them 
as they believe it was intended to do. 


The associated companies deeply appreciate the opportunity of rebutting the 
charges made by Smith Kline & French. They will be able to show that they are 
false and submit that they are simply an example of the ruthless and unscrupu- 
lous attacks which Smith Kline & French have made against Micro Chemicals 
Limited and its associates in an effort to stave off the competition which Micro 
Chemicals Limited will provide against it in the operation of the licence, under 
Canadian Patent No. 612,204, to manufacture and sell trifluoperazine which was 
granted to it by the Commissioner of Patents under section 41(3) of the Patent 
Act with its resulting reduction in the price of trifluoperazine and the consequent 
reduction of the excessive profits which Smith Kline & French has been making 
from its sale. 

While the associated companies welcome the opportunity of rebutting the 
charges made by Smith Kline & French, they also believe that they can be of 
assistance to the Committee in answering the specific question referred to it, 
namely: How can the cost and the price of drugs be reduced? 
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With a view to making this submission as useful as possible for the purposes 
for which it is made it is divided into four parts: 


1 


Part I describes the respective functions of each of the associated 
companies and sets out their manufacturing, production, distribution 
and quality control facilities. 


. Part II expresses the opinion of the associated companies on some of 


the causes of the high cost prices of drugs, sets out the importance of 
section 41(3) of the Patent Act as a statement of national policy that 
the foods and medicines to which it applies, including drugs, should 
be made available to the public at the lowest possible prices, subject 
to the condition specified in the section, and gives proof that licences 
under the section granted by the Commissioner of Patents acting in 
close co-operation with the Food and Drug Directorate of the De- 
partment of Health and Welfare have been effective in reducing the 
prices of the drugs in respect of which the licences were granted. 


. Part III is primarily concerned with the rebuttal of the false charges 


made by Smith Kline & French and the safety to the public in the use 
of the trifluoperazine tablets made from the trifluoperazine manufac- 
tured by Micro Chemicals Limited under its licence. 


. Part IV enumerates the recommendations of the associated companies 


for the reduction of drug costs and prices. 


PART ET 


In this part of the submission to the Committee the associated companies 


show: 


L: 


The historical background of the respective companies and their place 
in the Canadian pharmaceutical industry. 


. The manufacturing, production and distribution facilities of the re- 


spective companies. 


. The personnel of the companies. 
. The range of manufacture, production and distribution of the respec- 


tive companies. 


. The quality control facilities and practices of the respective compa- 


nies. 


. The acceptability of the manufacturing and quality contro] facilities 


of the respective companies. 


HISTORICAL BACKGROUND 


Paul Maney Laboratories Canada Limited has been operating as a distribu- 
tor of pharmaceutical products for approximately eighteen years, having been 
incorporated in 1948. It was originally operated as a subsidiary of an American 
pharmaceutical company, known as Barlow Maney Laboratories Incorporated, of 
Cedar Rapids, Iowa. This company was closely associated with the State Uni- 


versity of Iowa in the development of specialty pharmaceutical products bearing 
its trade names. Its products were formulated, compounded, manufactured and 
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shipped as finished products to its Canadian subsidiary for distribution in 
Canada. 


About twelve years ago the Company was sold to the persons who were 
operating it at that time, and became wholly Canadian owned. 


Shortly thereafter it was decided that there must be an expansion of 
activities. It had become apparent that the distribution of pharmaceutical prod- 
ucts by small companies was being made increasingly difficult in the fact of the 
growing power of the subsidiary pharmaceutical companies in Canada that were 
wholly owned by the foreign pharmaceutical giants and the indications that they 
would force the small companies either to sell or cease operations. 


It was, therefore, decided to broaden the base of operations. With that in 
mind the owners purchased Standard Tabletting Limited, which later became 
Standard Tabletting Company Limited, which provided an existing business of 
manufacturing finished pharmaceutical products in Canada with a plant, equip- 
ment and personnel suitable for the purpose. This led to the incorporation in 
1957 of Gryphon Laboratories Limited which has been producing finished phar- 
maceutical products not only for distribution by Paul Maney Laboratories 
Canada Limited but also for other pharmaceutical houses for sale under their 
own labels. 


As the development of the production company in association with the 
distributing company proceeded it appeared that the pressure on small compa- 
nies was more severe than had been anticipated and it became necessary to 
re-assess the position. Experience had shown that the large foreign owned drug 
companies were selling their specialty products covered by patents at very high 
prices without any reduction of them and at the same time selling products 
similar to those being distributed by the small companies at very low prices that 
throttled them with the implied threat of the possibility of being forced out of 
business. It was then considered that if the production and distribution compa- 
nies were to survive they had to be in a position to compete with the large 
companies in dealing with the new drugs in respect of which patents had been 
issued. 


This led to the advisability of recourse to section 41(3) of the Patent Act. 
Micro Chemicals Limited was then incorporated in 1959. It made its first applica- 
tion for a licence under section 41(3) of the Patent Act on July 21, 1960. This 
was for a licence under Canadian Patent No. 519,525, owned by Societe des 
Usines Chimiques Rhone-Poulenc, now Rhone-Poulenc S.A., to manufacture and 
sell chlorpromazine hydrochloride. This licence was granted on September 7, 
1961. A second application was made on February 7, 1961, and the licence 
granted on May 17, 1963. This was a licence to manufacture and sell bisacodyl 
under Canadian Patents Nos. 543,125 and 602,496, owned by Dr. Karl Thomas 
G.m.b.H. Recently, on June 21, 1966, a licence to manufacture and sell trifluoper- 
azine under Canadian Patent No. 612,204, owned by Smith Kline & French 
Inter-American Corporation, was granted to Micro Chemicals Limited, based on 
its application, dated March 30, 1965. More recently Micro Chemicals has nego- 
tiated a licence from Rhone-Poulenc S.A. to manufacture and sell prochlorpera- 
zine. And Micro Chemicals Limited has outstanding applications for the manu- 
facture and sale of chlordiazepoxide under patents owned by Hoffmann-La 
Roche Limited and for the manufacture and sale of chlorothiazide under patents 
owned by Merck Sharp & Dohme of Canada Limited. 


January 12, 1967 DRUG COSTS AND PRICES 1813 


Thus the respective operations of the associated companies, of which par- 
ticulars are given later, extend from the manufacture of bulk active chemical 
materials by Micro Chemicals Limited, the production of pharmaceutical prod- 
ucts in pharmaceutical dosage form by Gryphon Laboratories Limited and the 
distribution of pharmaceutical products by Paul Maney Laboratories Canada 
Limited. 

2. Manufacturing, production and distribution facilities 

The associated companies carry out their operations in their own plants and 
areas respectively. Micro Chemicals Limited manufactures bulk active chemical 
materials in its chemical plant situated in Cooksville, Ontario. Gryphon 
Laboratories produces the bulk active chemical materials that it obtains from 
Micro Chemicals Limited and from other sources in pharmaceutical dosage form 
in its plant situated in Etobicoke, Ontario. And Paul Maney Laboratories Canada 
Limited distributes its pharmaceutical products from premises located in the 
plant at Etobicoke. While each company is, of course, a separate legal entity they 
are associated with one another, the shares of each company being owned by the 
Same persons and each company having its head office at 20 Advance Road, 
Toronto 18, Ontario. 


(a) Manufacturing facilities of Micro Chemicals Limited 

Micro Chemicals Limited, hereinafter called simply Micro Chemicals, oper- 
ates its modern, up-to-date chemical manufacturing plant, with a floor space of 
8,000 square feet, at Cooksville, Ontario. Up to the present this plant has in- 
volved an outlay of approximately $250,000 and further investment is under 
way for the expansion of its facilities. 

The plant was designed specifically for the manufacture of pharmaceutical 
chemicals. Its equipment is explosion proof throughout with special features for 
handling the most delicate and dangerous synthesis in safety, such as non-spark- 
ing floor surfaces, full-length floor drains, double scored windows for explosion 
proof venting and explosion proof lighting. The plant has a fully automatic 33 
million BTU high pressure steam boiler and a 1 million BTU Dow Therm unit for 
high temperature heating for use as may be required. 

The main facilities of the plant, so far as reactor capacity is concerned, range 
from 100 gallon glass lined, stainless steel reactors to 500 gallon and 750 gallon 
glass lined, stainless steel reactors, making for the possibility of increasing the 
batch size as the market for pharmaceutical products expands. This represents a 
tremendous plant capacity for the manufacture of pharmaceutical chemicals. 

In addition to the reactors the plant is equipped with pressure filtering 
systems, filtering tanks, vacuum filters, vacuum ovens, centrifuges, a distillation 
apparatus, including high vacuum distillation, and gas absorption units. Transfer 
systems are by explosion proof pump or vacuum for volatile liquids. 

The equipment design and installation has been made in such a manner as to 
provide the plant with the utmost versatility for the handling of a wide range of 
chemical reactions. The transfer systems and the equipment modifications are of 
such a nature that the plant can switch from the manufacture of one chemical 
material to that of another with a minimum of time and expense. 

The plant is regularly inspected by government departments and has been 
found to be an excellent installation. 
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(b) Production facilities of Gryphon Laboratories Limited 

Gryphon Laboratories Limited, hereinafter called simply Gryphon 
Laboratories, produces pharmaceutical products in pharmaceutical dosage form 
in a building, with a floor space of 15,000 square feet, at Etobicoke, Ontario. Its 
capabilities range from the production of tablets to capsule filling, liquid manu- 
facturing, suppositories and the like, but the production of tablets represents its 
major item of operation. The plant has up-to-date granulators, comminuting 
machines, blenders and dryers. Its tabletting equipment consists of rotary ma- 
chines, single punch machines and coating pans. In order to eliminate contami- 
nation of its products all production areas are separated from one another by 
glass windowed walls and all machines are separated from one another. High 
capacity dust extraction units are used and the plant is completely air condi- 
tioned and closed to the outside at all times. All raw material areas, including 
quarantine areas, are physically wired off to ensure maximum control over raw 
materials coming into or going from the plant. Raw materials and finished 
products are subject to a continuous inventory system and the usual laboratory 
control procedures and their accompanying stickers for quarantine, holding and 
release of materials and products. 

The packaging department is complete with electronic table counters, 
weighing equipment and fillers. All bottles, caps, labels and the like are subject 
to the same control procedures as in the case of the production division. All 
labels are kept in a locked area under strict supervision. 

The plant was one of the first plants to be inspected under the new rules 
adopted a few years ago for acceptability for Government tenders. It was one of 
the first plants to be approved under 74 GP 1 (a) and has since then passed 
inspection for continued approval of it. 


(c) Distribution facilities of Paul M aney Laboratories Canada Limited 

Paul Maney Laboratories Canada Limited, hereinafter called simply Paul 
Maney Laboratories, is a sales and distributing company with extensive facilities 
for the distribution of pharmaceutical products. It has been operating for ap- 
proximately eighteen years as a distributor of brand name ethical phar- 
maceutical products to members of the medical profession, hospitals, clinics, 
pharmacies and government institutions throughout Canada. Its distribution 
operations extend from coast to coast in Canada and it has offices and stocks in 
Montreal, Toronto, Calgary and Vancouver. An area in the plant at Etobicoke 
has been set aside for it from which it distributes its products efficiently and 
rapidly. For example, a call for its products from Vancouver can be put ona 
plane at Malton Airport and reach its destination within a few hours from the 
placing of the order. 


3. Personnel 


The associated companies employ between thirty and forty persons. The 
production personnel at the technical level are all highly experienced persons, 
most of them having had from ten to twenty years in the pharmaceutical 
manufacturing business. The supervisory and administrative staff includes two 
persons with Ph.D. degrees in chemistry, three chemists (one a chemical engineer 
and two organic chemists), a pharmacist and a consulting physician on call when 
required. 
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4. Range of manufacture, production and distribution 

(a) The range of bulk active chemical materials manufactured by Micro 
Chemicals in its chemical plant is extensive. It manufactures chlorpromazine 
hydrochloride, bisacodyl, and trifluoperazine hydrochloride under compulsory 
licences thus far granted to it by the Commissioner of Patents on applications 
made by it under section 41(3) of the Patent Act. Recently, Rhone-Poulenc S.A. 
has granted it a licence to manufacture and sell prochlorperazine. Micro 
Chemicals has also applied under section 41(3) of the Patent Act for licences to 
manufacture chlordiazepoxide and chlorothiazide. The proceedings in these 
applications have been closed and Micro Chemicals is awaiting the decision of the 
Commissioner of Patents in respect of them. 

While the manufacture of bulk active chemical materials under compulsory 
licences granted under section 41(3) of the Patent Act is a very important part 
of Micro Chemicals’ manufacturing operations, they are not restricted to such 
manufacture. In addition to the said bulk active chemical materials Micro 
Chemicals manufactures other pharmaceutical chemical compounds, such as 
promazine hydrochloride, a tranquillizer, aluminum glyconate, a buffering agent, 
and calcium benzoyl P.A.S., an anti-tubercular drug. It also has several other 
products in the development stages for future manufacture. The design of the 
plant, its equipment and personnel are such as to permit the manufacture of a 
very wide range of pharmaceutical chemical compounds. It has great hopes that 
many pharmaceutical materials and allied products, heretofore imported into 
Canada or controlled by foreign companies, will be manufactured successfully 
in its plants and enable it to become an important segment of the pharmaceutical 
manufacturing industry in Canada. 

(b) Gryphon Laboratories puts into finished pharmaceutical dosage form 
the bulk active chemical materials that it has obtained from Micro Chemicals. 
These include not only the bulk active chemical materials which Micro Chemi- 
cals has manufactured under the licences under section 41(3) of the Patent Act 
which the Commissioner of Patents has granted to it and will manufacture under 
its licence in respect of prochlorperazine, but also the other pharmaceutical 
chemical compounds manufactured by Micro Chemicals to which reference has 
been made. 

The production done by Gryphon Laboratories is not confined to the produc- 
tion in pharmaceutical dosage form of the bulk active chemical materials and 
other pharmaceutical chemical compounds that it has obtained from Micro 
Chemicals. It also puts into pharmaceutical dosage form materials and com- 
pounds that it has obtained from sources other than Micro Chemicals. 

(c) Paul Maney Laboratories distributes a very wide range of phar- 
maceutical products, including those produced by Gryphon Laboratories from 
the bulk active chemical materials and other pharmaceutical chemical com- 
pounds manufactured by Micro Chemicals. 

Paul Maney Laboratories has handled many potent and dangerous drugs 
and has complied in all cases with the requirements of the Regulations of the 
Food and Drug Directorate of the Department of National Health and Welfare. 
The extent of its distribution will, of course, increase as the demand for the 
drugs in respect of which Micro Chemicals has obtained or will obtain licences 


increases. 
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5. Quality control facilities and practice 

While the terms of reference to this Committee relate to the cost of drugs 
and their prices several members of the Committee have expressed concern over 
the importance of maintaining the quality of the drugs referred to and the safety 
of their use by the public. 

The associated companies are in complete accord with this concern. They 
submit that the pharmaceutical products distributed by Paul Maney Laboratories 
have been subjected to the most careful quality control at every stage of their 
manufacture, production and distribution that has been humanly possible and is 
equal to that exercised by any other pharmaceutical products company. 

The associated companies have the benefit of a quality control laboratory 
located in the premises of the plant at Etobicoke. This is a modern, up-to-date 
control laboratory, equipped with all the necessary means for analysis and 
control of the pharmaceutical products distributed by Paul Maney Laboratories 
at every state of manufacture of the bulk active chemical materials by Micro 
Chemicals, production of such materials in pharmaceutical dosage form by 
Gryphon Laboratories and distribution of the finished pharmaceutical products 
by Paul Maney Laboratories. This equipment includes ultra violet and infra red 
spectrophotometers, non-aqueous titration equipment, potentiometers, melting 
point apparatus, moisture content analysis equipment, a high temperature fur- 
nace and, generally, all the equipment required for chemical analysis including 
that required for vitamins, hormones and the like. The personnel of the quality 
contro] laboratory consists of two chemists, including the Chief Quality Control 
Chemist, and two highly qualified technicians. 

It is the duty of the quality control laboratory to check all incoming raw 
materials, all manufacture and production at various stages, test finished prod- 
ucts, perform stability studies and conduct shelf life tests and ensure that all 
the requirements of the Food and Drug Directorate and the recommendations of 
74 GP 1 (a) and (b) have been complied with. 

In the belief that it will be of interest to the Committee the companies set 
out, by way of example, the various steps taken to ensure that the drug 
trifluoperazine is of the highest possible quality and is safe for use by the public. 
This is the drug covered by Canadian Patent No. 612,204, owned by Smith Kline 
& French Inter-American Corporation, hereinafter called simply Smith Kline & 
French, a wholly owned subsidiary of Smith Kline & French Laboratories of 
Philadelphia, in respect of which the Commissioner of Patents granted a licence 
to Micro Chemicals Limited on June 21, 1966, and in respect of which Smith 
Kline & French made its charges. 

The steps taken for the control of the bulk active chemical material manu- 
factured by Micro Chemicals are enumerated in their chronological order as 
follows, namely: 

(1) The raw materials, being the component chemicals from which 
trifluoperazine is synthetized, are received either in the plant of 
Micro Chemicals or in that of Gryphon Laboratories and are immedi- 
ately placed in quarantine and labelled with appropriate stickers. 

(2) A quality control chemist checks the quarantined materials and takes 
samples of them. 
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(3) 


(4) 


(5) 
(6) 


(7) 


(8) 


The quality control chemist performs all the tests on the said 
samples required by the Pharmacopeia or the House Standard that 
are necessary for the identification of the materials and the ascer- 
tainment of their purity. 

After these tests have been satisfied the materials are released from 
quarantine and go to general stock at Micro Chemicals’ chemical 
plant for manufacturing by it. 

The materials are then synthetized into their bulk active chemical 
form by the Chief Chemical Engineer and his technicians. 

At various stages of the process of manufacturing samples of 
the synthetized materials are taken and brought to the quality con- 
trol laboratory for analysis in order to ensure that the chemical 
compounds have been correctly developed according to the House 
Standard and the teachings of the specification of Canadian Patent 
No. 612,204. 

The completed active bulk chemical material is again quarantined 
at Micro Chemicals’ plant and a complete analysis is done on samples 
of it at the quality control laboratory in order to ensure that it meets 
all the requirements of the British Pharmacopoeia for trifftuoperazine. 
If the bulk active chemical material meets the requirements a cer- 
tificate of analysis is issued and kept on file in the records and the 
material is then delivered to Gryphon Laboratories’ plant. 


The steps in the quality control of the material taken while it is in this plant 
are enumerated in their chronological order as follows, namely: 


(1) 


(2) 


(3) 
(4) 


(5) 
(6) 
(7) 
(8) 
(9) 


The material is quarantined, a quality control chemist takes samples 
of it and performs all the tests required by the Pharmacopoeia or the 
House Standard for the identification of the material and the ascer- 
tainment of its purity and if these tests are met the material is 
released to the general goods area. 

The Pharmacist then supervises and checks the weight of the active 
material and the other components, such as binding material, all of 
which have gone through similar quarantine, checking and releasing 
procedure, according to a master formulation sheet for the product, 
a copy of which has been sent to the control laboratory. 

The materials are then granulated and blended. 

The control laboratory checks the potency of the blended material 
and notifies the Pharmacist on the advisable tablet weights. 

The blended material is then released for compressing into tablets. 
During the compressing period the control laboratory takes samples 
of the blended material every hour and checks them for weight 
variation and assays them for active potency. 

The tablets are then released for coating. 

The tablets are then coated according to the general art of coating 
and brought to the specified size and colour. 

The tablets are then quarantined and samples are carefully checked 
in order to ensure that they meet the requirements of the Phar- 
macopoeia and the House Standard. 
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(10) The tablets are then released for packaging. 

(11) The tablets are packaged in bottles, pursuant to work orders, under 
the supervision of the control laboratory which is responsible for the 
allotment of bottles, caps, labels and other packaging material. 

(12) The finished product in bottles, properly labelled, are further checked 
by the control laboratory and released for distribution. 

(13) The bottles containing the tablets are then placed in the area allotted 
to Paul Maney Laboratories. 


The delivery of the bottles to the Paul Maney Laboratories’ area in the plant 
does not end the quality control exercised in respect of the finished product. 

(1) Stability studies are done on it in order to ensure its continuing 
potency during its shelf life. 

(2) Assays of it are made from time to time. 

(3) All bottles are correctly labelled so that the product can be identified 
with certainty and a complete recall system by lot numbers is kept in 
accordance with the Food and Drug Regulations for maximum safety 
and protection of the public. 


In addition to the tests that have been enumerated the control laboratory 
keeps additional records for its own information and makes tests in addition to 
those required by either the Pharmacopeia or the Food and Drug Regulations. 
Several assays are done on every batch of the bulk active chemical material and 
also on the finished product. 

The completeness of the control exercised in respect of trifluoperazine 
warranted the statement made by Micro Chemicals in the course of the proceed- 
ings on its application under section 41(3) of the Patent Act for a licence to 
manufacture and sell trifluoperazine in paragraph 8 (5) of its Reply to the 
Counterstatement filed by Smith Kline & French, as follows: 

“(5) If the licence applied for is granted, every person who buys the 
applicant’s trifluoperazine may rest assured that, notwithstanding its low- 
er price aS compared with that of the patentee’s Stelazine, it will be 
manufactured under as safe and controlled conditions as those of the 
patentee’s Stelazine, that it will have as wide a margin of safety as that of 
the patentee’s Stelazine and that its quality will in every respect be equal 
to that of the patentee’s Stelazine’’. 


This statement is repeated to the Committee in the firm belief that it is true. 

The associated companies extend an invitation to the Committee to visit the 
plants referred to and check the manufacturing, production and distribution 
facilities referred to and see the manner in which the quality control referred to 
is exercised. 


6. Acceptability of manufacturing and control facilities 
The manufacturing and control facilities of the associated companies have 
been approved by the Food and Drug Directorate and the Commissioner of 
Patents. 
The following facts support this statement: 
(1) The Report of the “special Ad Hoc Committee Studying Matters 
Involving the Patent Licensing of Drug Manufacturers’, known as the 
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Hilliard Committee, appointed by the Minister of National Health and 
Welfare, which report was made to the Minister on July 8, 1965, 
contained, inter alia, the following recommendation: 

“A compulsory licence for the preparation or production by 
chemical or fermentation processes of substances intended for subse- 
quent use in medicines should not be granted unless there is first 
furnished to the Commissioner of Patents a favourable report or 
certification by the Director of the Food and Drug Directorate on the 
competency of the applicant for such licence to manufacture or 
produce such substance, including adequacy of manufacturing facili- 
ties and controls as required by the Food and Drug Regulationg’’. 

(2) The Commissioner of Patents, in pursuance of the close co-operation 
which exists between him and the Food and Drug Directorate, having 
before him the application of Micro Chemicals for a licence under 
section 41(3) of the Patent Act to manufacture and sell trifluopera- 
zine, requested on May 31, 1966, a report from the Food and Drug 
Directorate on the competency of Micro Chemicals for the licence 
applied for and the adequacy of its manufacturing and control facili- 
ties. 

(3) On June 6, 1966, R. A. Chapman, the Director-General of the Food 
and Drug Directorate, made the following report to the Commissioner 
of Patents: 

Tunney’s Pasture, 
Ottawa 3, Ontario. 


June 6, 1966. 
Mr. J. W. T. Michel, 
Commissioner of Patents, 
Patent and Copyright Office, 
Department of Secretary of State, 
Canadian Building, 
Ottawa, Ontario. 


Dear Mr. Michel: 
Re: Application by Micro Chemicals Limited under Section 41(3) 
of the Patent Act for the grant of a Licence under Canadian Patent 
No. 612,204—Smith Kline and French Inter-American Corporation 


Relative to the above subject and your enquiry of May 31st, we offer the 
following comments. 

The firm Micro Chemicals Limited manufacture the chemical trifluoperazine 
and supply it to Gryphon Laboratories Limited, who in turn use the chemical in 
manufacture of the finished drug referred to as “Triflurin Tablets”. The firm 
Paul Maney Laboratories markets the product and it is understood that the three 
companies have a common ownership. 

On the basis of our knowledge, these firms have adequate manufacturing 
facilities and controls and comply with section C.01.052 of the Food and Drug 
Regulations. 

Yours sincerely, 
(signed) R. A. Chapman, 
Director General’. 
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(4) This report was made after a careful analysis of the tablets containing 
the active trifluoperazine manufactured by Micro Chemicals Liited 
and an inspection of the manufacturing and control facilities of the 
associated companies. 

(5) On June 21, 1966, the Commissioner of Patents granted to Micro 
Chemicals the licence to manufacture and sell trifluoperazine for 
which it had applied. 


It is also brought to the Committee’s attention that the Regulations of the 
Canadian Government Specifications Board setting the “Standard for Manu- 
facture, Control and Distribution of Drugs” for the supply of drugs to agencies of 
the Government of Canada, known as 74-GP-1la of February 7, 1964, superseded 
by 74-GP-1b of October 7, 1966, have been complied with. 

Since the grant of the licence to Micro Chemicals, Paul Maney Laboratories 
has submitted tenders for the supply of trifluoperazine in the form of ‘“Triflurin” 
tablets to several hospitals of the Department of Veterans Affairs and its tenders 
for such supply have been accepted and deliveries of the supplies have been 
made accordingly. 

It is also brought to the attention of the Committee that “Triflurin” tablets, 
supplied to the Brandon and Selkirk Mental Hospitals in Manitoba on a no- 
charge basis, have been subjected to clinical tests and found highly satisfactory, 
with the result that after the grant of the licence the tender of Paul Maney 
Laboratories for the supply of trifluoperazine tablets to the two hospitals was 
accepted in preference to the competing bid of Smith Kline & French and the 
said tablets were supplied accordingly. 

Moreover, the trifluoperazine tablets distributed by Paul Maney 
Laboratories under the name “Triflurin’”, put into pharmaceutical dosage form 
by Gryphon Laboratories from bulk active trifluoperazine manufactured by 
Micro Chemicals have been subjected to careful analysis by the Food and Drug 
Directorate and no complaint has been received from it. 

The quality control facilities of the associated companies are dealt with 
further in Part III of the submission rebutting the false charges made by Smith 
Kline & French. 


Part II 


In this part of the submission to the Committee the associated companies 
show: 

1. That the costs of patented drugs are too high and that the prices 
charged by the patentees for them are, in many cases, excessive. 

2. That section 41(3) of the Patent Act provides an important means 
for protecting the public against excessive prices charged by the large 
drug companies, through their subsidiaries in Canada, for the drugs 
covered by the Canadian patents which the subsidiaries have obtained for 
them. 

3. That Micro Chemicals and its associates have given convincing 
proof of the importance of section 41(3) of the Patent Act and the efficacy 
of licences under it in reducing the prices of patented drugs. 
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4. That there is need for competent licensees under section 41(3) of 
the Patent Act in order to carry out the national purpose that Parliament 
had in mind when it enacted the section. 


5. That, in view of the close co-operation that now exists between the 
Food and Drug Directorate and the Commissioner of Patents before an 
application under section 41(3) of the Patent Act is granted, the Food and 
Drug Directorate may be relied upon for ensuring that the applicant for 
the licence has the necessary manufacturing and quality control facilities 
for maintaining the high quality of the drug covered by the patent in 
respect of which the licence is sought and the safety of its use by the 
public. 

6. That it is in the public interest that section 41(3) of the Patent Act 
be retained so that the national purpose for which it was enacted may 
continue to be served. 


7. That it is in the public interest to have an organization such as 
that of the associated companies as an agency that can be relied upon as 
a source for the manufacture and distribution of the patented drugs in 
respect of which licences under section 41(3) of the Patent Act have been 
granted so that the public may have the benefit of their valuable thera- 
peutic qualities at prices substantially lower than those charged for 
them by the owners of the patents for them. 


1. The Excessive Costs and Prices of Patented Drugs 


It is submitted that the situation with regard to the costs and prices of 
patented drugs is not the same as that with regard to other drugs. With respect 
to the latter there are many drugs in respect of which competition has driven 

‘their prices down to acceptable levels. The situation is different with regard to 
the costs and prices of the drugs in respect of which patents have been granted in 
Canada to subsidiaries of the great drug companies. These subsidiaries are 
wholly owned by their foreign parents and are in, the main, merely distributors 
in Canada of the drugs discovered elsewhere and have not made any contribu- 
tion to the research leading to such discovery. 

The great drug companies spend large sums in research, frequently result- 
ing in failures, but occasionally resulting in “winners”, such as “Librium”, the 
trade name under which Hoffmann-La Roche sells its “chlordiazepoxide” and 
“Stelazine’’, the trade name under which Smith Kline & French sells the trifluo- 
perazine. They then put the prices of the “winners” at all that the traffic will 
stand and continue to charge such prices. They carry this policy into effect, 
through their subsidiaries, in the various countries in which their subsidiaries 
have acquired patents, including subsidiaries in Canada who have acquired 
Canadian patents for the inventions that were made abroad. 

The associated companies have no hesitation in stating that, in many cases, 
the prices charged for such drugs as those specifically referred to are excessive. 
This is a matter of deep concern to the members of the public who are depend- 
ent on such drugs for the benefit of their valuable therapeutic qualities for the 
relief of their illnesses. 

It is obviously difficult to present a detailed review of all the cases in which 
the prices charged for patented drugs are excessive. The associated companies, 
therefore, select a case, in respect of which they have particular knowledge, as 
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an illustration of the excessive prices charged by the big drug companies, 
through their wholly owned subsidiaries in Canada, for the drugs covered by 
their Canadian patents. 

The particular case to which the associated companies refer, by way of 
illustration, is that of the excessive prices charged by Smith Kline & French 
Inter-American Corporation under its Canadian Patent No. 612,204 for trifiuo- 
perazine, which it sells under the trade name “Stelazine’. 

In its application under section 41(3) of the Patent Act, under Canadian 
Patent No. 612,204, for a licence to manufacture and sell trifluoperazine, Micro 
Chemicals stated, as one of the grounds for its application, that the retail selling 
prices for ‘‘Stelazine” tablets recommended by Smith Kline & French were too 
high. In the course of the proceedings under the application several facts in 
support of the statement were disclosed. They are enumerated as follows: 

(1) Smith Kline & French put their cost of manufacturing Stelazine 
tablets in Canada at $1,480 per kilogram, which amount included $1,039 
for synthesis, compounding and packaging and $441 as return on manu- 
facturing investment. There were three facts that showed that this alleged 
cost was much too high: 

(a) It was proved in the Hoffmann-La Roche v. Bell Craig case that the 
total cost of putting chlordiazepoxide (Librium) into usable dosage 
form was only $460 per kilogram, and it was submitted that it was 

inconceivable that the corresponding cost for trifluoperazine 

(Stelazine) should be more than three times as high. 

(b) It was also a fact that an Italian firm had made a public offering of 
trifluoperazine for sale at $270 per kilogram and had made a profit at 
such price. 

(c) Micro Chemicals estimated that its production costs for trifluopera- 
zine would be less than $500 per kilogram. 

It is interesting to note that in its submission to the Commissioner on the 

amount of royalty payable by the licensee it was admitted that the cost of 

manufacturing the bulk active trifluoperazine in salt form was within the 
range of $100 to $150 per kilogram. 

(2) Smith Kline & French put the cost of research and product 
investigation and return on research investment in Canada, as an item of 
its trifluoperazine costs, at $3,113 per kilogram, notwithstanding the fact 
that it had not made any research leading to the invention of trifluopera- 
zine or any contribution to such research. 

(3) Smith Kline & French put the cost of medical information and 
return on medical information investment in Canada, as an item of its 
trifluoperazine costs, at $5,455 per kilogram, which works out at over 40 
per cent of its net selling price, which it put at $12,639 per kilogram. 
Micro Chemicals pointed out two objections to this amount: 

(a) It included advertising and promotion costs incurred by Smith Kline 
& French solely for the purpose of increasing its profits from the sale 
of trifluoperazine and the description of them under the heading of 
Essential Drug Services or Medical Information was a misdescription. 

(b) Moreover, the amount of $5,455, representing more than 40 per cent 
of the net selling price, was excessive as compared with the average 
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of 25 per cent for the 27 firms from which information had been 
obtained on ‘Expenditures of Selected Firms on Advertising, Re- 
search and Quality Control”, as shown at page 115 of Appendix Q to 
the Report of the Restrictive Trade Practices Commission concerning 
the Manufacture, Distribution and Sale of Drugs, made to the Min- 
ister of Justice on. January 24, 1963. 


Costs of the kinds enumerated make for excessive prices of drugs such as 
trifluoperazine. 

Coupled with these facts there is the clearly established fact that the United 
States parent of Smith Kline & French has one of the highest net profit ratios in 
the drug industry. Smith Kline & French disputed the accuracy of the statement 
made by Micro Chemicals but proof of its truth was given: 

(a) The statement of costs made by Smith Kline & French to which 
reference has been made itself indicates that the charge levelled 
against the parent lies against its subsidiaries as well. 

(b) In each of the years 1961 to 1964 inclusive the United States parent of 
Smith Kline & French realized net profits on its sales before taxes, 
ranging from 37 per cent in 1961, 36 per cent in 1962, 35.3 per cent in 
1963 to 35.1 per cent in 1964. These figures appear on page 2050 of the 
1965 Standard Listed Stock Reports of Standard & Poor’s Corporation 
of August 23, 1965. These reports are based on information supplied 
by the corporation in respect of which the reports are made. The 
percentages of profits referred to are by way of contrast to the 
average net profits before taxes of 17.08 per cent made by the 28 
firms that reported such profits as shown at page 147 of the Appendix 
Q previously referred to. 


Thus it was conclusively shown that the profit ratio of the parent Smith 
Kline & French was more than twice as high as the average of the profit ratios of 
the 28 firms referred to. 

Moreover, an analysis of the costs submitted by Smith Kline & French 
showed a net profit before taxes of 27.1 per cent, or 10 per cent higher than the 
average net profit before taxes of the 28 firms referred to. 

It is not surprising, therefore, in view of the excessive prices charged by 
Smith Kline & French for its trifluoperazine, that the Commissioner of Patents 
granted to Micro Chemicals the licence for which it had applied, particularly 
after the Food and Drug Directorate had approved its manufacturing and quality 
control facilities, as shown by its letter to the Commissioner of Patents, dated 
June 6, 1966, set out on page 19 of this submission. 


2. Importance of Section 41(3) of the Patent Act 

The associated companies submit that section 41(3) of the Patent Act 
provides an important means for protecting the public against excessive prices 
charged by the large drug companies, through their subsidiaries in Canada, for 
the drugs covered by the Canadian patents which they have obtained for them 
by the authorization in the section to the Commissioner of Patents to grant 
licences under the patents “unless he sees good reason to the contrary” in order 
that the licensees may provide competition with the patentees and pull down the 
prices charged for their drugs. 
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It is not surprising, therefore, that the drug companies that have appeared 
before the Committee have complained about section 41(3) of the Patent Act, for 
it stands in the way of their maintaining their prices for the drugs covered by 
their patents and making the profits from their sale of them that they could 
make from their patent monopoly if the protection provided by the section were 
abolished. 

It is submitted that it is desirable to set out the legislative policy underlying 
section 41(3) of the Patent Act and the national purpose which Parliament had 
in mind for its enactment. This can best be done by setting out the terms of the 
section and referring to the important decisions of the Supreme Court of Canada 
relating to it. 

Section 41(3) of the Patent Act, R.S.C. 1952, Chap. 203 provides as follows: 

“41(3) In the case of any patent for an invention intended for or 
capable of being used for the preparation or production of food or medi- 
cine, the Commissioner shall, unless he sees good reason to the contrary, 
grant to any person applying for the same, a licence limited to the use of 
the invention for the purposes of the preparation or production of food or 
medicine but not otherwise; and, in settling the terms of such licence and 
fixing the amount of royalty or other consideration payable the Com- 
missioner shall have regard to the desirability of making the food or 
medicine available to the public at the lowest possible price consistent 
with giving to the inventor due reward for the research leading to the 
invention”’’. 


Section 41(3) has been an important provision of Canadian patent law ever 
Since 1923. It is, threefore, of interest to note that it is only comparatively 
recently that advantage has been taken of the protection to the public that it 
provides. 

The legislative policy underlying the section and the national purpose for its 
enactment have been the subject of important judicial decisions. 

It was established by the Supreme Court of Canada in Parke, Davis & Co. v. 
Fine Chemicals of Canada Ltd. (1959) S.C.R. 219 that the legislative policy 
underlying section 41(3) was that the new substances to which it applies “are, in 
the public interest, to be free from legalized monopoly”. In that case Mr. Justice 
Rand said, at page 222: 

“The legislative policy underlying the subsection to be gathered from 
its special terms is obvious: all new substances, apart and as distinguished 
from processes, are, in the public interest, to be free from legalized 
monopoly”. 


This was a clear statement that when the public interest so demands the 
ordinary monopoly granted by a patent should not apply in the case of patents 
for food or medicine. 

It is also clear from the language of the section that it is mandatory that the 
Commissioner of Patents shall grant a licence of the kind contemplated by the 
section to any person applying for the same “unless he sees good reason to the 
contrary” and the Supreme Court of Canada made it clear in the case referred to 
that Parliament has entrusted the decision on whether any particular licence, for 
which an application has been made, should be granted to the Commissioner of 
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Patents. In that case, Mr. Justice Martland, speaking for Mr. Justice Locke and 
Mr. Justice Cartwright as well as for himself, said, at page 228: 

“The wording in question is “the Commissioner shall, unless he sees 
good reason to the contrary, grant to any person applying for the 
same...’’. In this case the Commissioner did not see such good reason. The 
decision is his to make and it cannot be said, on the evidence, that his 
decision was manifestly wrong, having in mind that one of the main 
considerations before him is that of the public interest”. 


The national purpose for which the section was enacted was authoritatively 
stated by the Supreme Court of Canada in Hoffman-LaRoche Limited v. Bell- 
Craig Pharmaceuticals Division of L.D. Craig Limited (1966) S.C.R. 313. In that 
case Mr. Justice Abbott, delivering the unanimous judgment of the Court, said 
at page 319: 

“In my view the purpose of s. 41(3) is clear. Shortly stated. it is this: 
No absolute monopoly can be obtained in a process for the production of 
food or medicine. On the contrary Parliament intended that, in the public 
interest, there should be competition in the production and marketing of 
such products produced by a patented process, in order that as the section 
states, they may be “available to the public at the lowest possible price 
consistent with giving to the inventor due reward for the research leading 
to the invention”’. 


This is a clear statement that the purpose of section 41(3) is to provide competi- 
tion with the owner of the patent in order to make the food or medicine to which 
it applies, which includes drugs, available to the public at the lowest possible 
price, subject to the condition specified in the section, namely, that such lowest 
price should be “consistent with giving to the inventor due reward for the 
research leading to the invention”. The meaning of this condition was the 
subject of controversy until the decision in the case referred to. The controversy 
was settled by Mr. Justice Abbott. He made it clear that the reward referred to 
meant reward to “the inventor—not the patentee—”. This threw a bombshell 
into the big drug companies’ camp for it meant, in effect, that in settling the 
amount of royalty or other consideration payable by a licensee the Commissioner 
should not include in the base for fixing the royalty any amount by way of 
reward in a case where the owner of the patent is not the inventor of the 
invention covered by the patent and has not made any research leading to it. The 
decision means that in such a case the condition referred to does not apply. It 
follows that in a case where the owner of the patent is not the inventor of the 
invention covered by the patent and has not made any research leading to the 
invention the Commissioner should have regard to the desirability of making the 
food or medicine available to the public at the lowest possible price, without 
regard to the condition referred to, since it does not apply in such a case. 

In view of the fact that in the case of every Canadian patent owned by a 
subsidiary in Canada of a foreign parent the subsidiary is not the inventor of the 
invention covered by the patent and has not made any research leading to the 
invention, it is not surprising that the big drug companies, through their sub- 
sidiaries in Canada, have become frantic in their submissions to the Committee 


in their protests against section 41(3) of the Patent Act. They realize that it 
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provides a means for the release of the strangle hold in the matter of patented 
drug prices which they have been able to put on the public. 

It is, of course essential to the release of this strangle hold that there 
should be competent applicants for licences under the patents who will provide, 
if the licences applied for by them are granted, effective competition with the 
patentees and pull down the prices of the patented drugs. 


3. Proof of the efficacy Of licences under Section 41(3) of the 
Patent Act in reducing the prices of 
patented drugs 


Micro Chemicals Limited and its associates have been convincing proof of 
the importance of section 41(3) of the Patent Act as a provision for the 
protection of the public against the excessive prices of patented drugs and the 
efficacy of licences under the section in reducing the prices of such drugs. 

Micro Chemicals made its application for a licence to manufacture and sell 
chlorpromazine hydrochloride on July 21, 1960, but its licence was not granted 
until May 31, 1962, and, subsequently, there was a variation in its terms. 

The history of the operation under the licence is a striking illustration of the 
effectiveness of the competition with the patentee which Micro Chemicals and its 
associates have provided and the substantial reduction in the prices of chlor- 
promazine which has resulted from the competition. 

In its application for a licence for Canadian Patent No. 519,525 Micro 
Chemicals set out the list prices which Rhone Poulenc, the owner of the patent, 
recommended for its chlorpromazine, which it sold under the trade name 
“Largactil”, and the list prices proposed by Micro Chemicals if its licence 
should be granted. 

The associated companies now set out, as Table I, these two sets of prices, 


side by side with one another, showing the prices of the various strengths of the 
chlorpromazine per 100 tablets: 


TABLE I 
1960 List Prices 


Rhone Poulenc Micro Chemicals 
25 mg $10.50 $ 6.00 
50 mg $15.00 $10.00 

100 mg $25.00 $15.00 


These prices proposed by Micro Chemicals represented only the beginning of 
the competition that took place. After the licence to Micro Chemicals was 
granted the chlorpromazine which it has manufactured and which Gryphon 
Laboratories had put into pharmaceutical dosage form was distributed by Paul 
Maney Laboratories under the name “Chlor Promanyl!’’. 


The extent of the competition provided by Micro Chemicals and its associ- 
ates, so far as volume is concerned, has been substantial. The average sales of 
chlorpromazine made by Rhone Poulenc have been approximately 1,100 kilo- 
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grams per year. The sales made by Paul Maney Laboratories of chlorpromazine 
manufactured by Micro Chemicals have been as follows: 


In the year 1963 910 kilograms 
In the year 1964 640 kilograms 
In the year 1965 675 kilograms 
In the year 1966 680 kilograms 


As the years went by the prices of chlorpromazine tablets were substantially 
reduced. The associated companies now set out, as Table II, the present list prices 
of “Largactil” and “Chlor Promanyl’’, side by side with one another, showing the 
prices of the various strengths of chlorpromazine per 100 tablets: 


TABLE II 
Largactil Chior Promanyl 
(Rhone Poulenc) (Paul Maney) , 
25 mg $ 8.90 $4.20 
50 mg $12.80 $7.26 
100 mg $21.30 $9.50 


The associated companies now set out, as Table III, the recommended list 
prices of Rhone Poulenc in 1960 and the present recommended list prices of Paul 
Maney Laboratories, side by side with one another, showing the prices of the 
various strengths per 100 tablets: , 


TABLE IIT 
Largactil Chlor Promanyl 
(Rhone Poulenc) (Paul Maney) 
25 mg $10.50 $4.20 
50 mg $15.00 $7.26 
100 mg $25.00 $9.50 


Thus the present recommended list prices of the chlorpromazine tablets 
made from chlorpromazine manufactured by Micro Chemicals under its licence 
are less than those recommended by Rhone Poulenc for its tablets in 1960 in the 
following percentages: 


25 mg 40% 
50 mg 48% 
100 mg 38% 


It follows that individual patients who are advised by their physicians to use 
chlorpromazine may now buy their necessary requirements of the drug at the 
reduced prices indicated as compared with the prices that they would have been 
obliged to pay for it before Micro Chemicals obtained its licence. 


While the reduction in the price of chlorpromazine to users of the drug 
resulting from the competition with the patentee which Micro Chemicals and its 
associates have provided is substantial, the reduction in the price at which 
Governments may buy their requirements of chlorpromazine is even greater. 
This is demonstrated by two sets of figures. In 1960 Rhone Poulenc submitted a 
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tender to the Government of Ontario for the supply of its requirements of 
chlorpromazine tablets for six months at the following prices per thousand 
tablets for the various strengths of the product: 


“25 mg, 2,071,000 at $21.00 $43,491.00 
50 mg, 785,000 at $43.00 $33,755.00 
100 mg, 560,000 at $53.00 $29,680.00 

Total $106,926.00” 


Recently, Paul Maney Laboratories supplied the Government of British Columbia 
with its requirements of Chlor Promanyl in lots of 250,000 tablets at the 
following prices per thousand tablets for the various strengths of the product: 


“Sept. 7, 1966 — 25 mg at $ 5.40 
Nov. 11, 1966 — 50 mg at $ 8.10 
Oct. 19, 1966 — 100 mg at $13.45” 


This shows reductions in prices as compared with those charged by Rhone 
Poulenc in 1960. Put in terms of percentages of the present prices of “Chlor 
Promanyl!” as compared with those of “Largactil” in 1960 they are as follows: 


“ 25 mg tablets — 25.7% 
50 mg tablets — 18.8% 
100 mg tablets — 24.1%” 


It may reasonably be stated that if the quantities of Chlor Promanyl supplied by 
Paul Maney Laboratories had been greater the prices charged by it would have 
been less. 

It is too early to give complete proof of the effectiveness of the competition 
which Micro Chemicals and its associates will provide against Smith Kline & 
French in the sale of trifiuoperazine in respect of which Micro Chemicals 
obtained its licence under section 41(3) of the Patent Act on June 21, 1966. 

In its application for a licence under Canadian Patent No. 612,204, owned by 
Smith Kline & French Inter-American Corporation, Micro Chemicals set out the 
list prices which Smith Kline & French recommended for its trifluoperazine 
which it sold under the trade name “‘Sfelazine” and the list prices proposed by 
Micro Chemicals, if its licence should be granted. 

The associated companies now set out as Table IV these two sets of prices, 


side by side with one another, showing the prices of the various strengths per 50 
tablets: 


SAPO shina JAP 


1965 List Prices 
Smith Kline & French Micro Chemicals 


1 mg $ 4.75 $3.80 
2 meg $ 6.25 $5.00 
5 mg $ 8.80 $7.05 

10 mg $11.70 $8.80” 


This table shows a proposed reduction of 20 per cent. 


January 12, 1967 DRUG COSTS AND PRICES 1829 


Recently, shortly after Micro Chemicals obtained its licence, Paul Maney 
Laboratories obtained a contract from the Province of Manitoba for the sale of 
trifluoperazine tablets, made from trifluoperazine manufactured by Micro 
Chemicals under its licence, for approximately $66,000 against the competing bid 
made by Smith Kline & French which is believed to have been approximately 
$130,000. This contract was awarded to Paul Maney Laboratories after thousands 
of trifluoperazine tablets, which Paul Maney Laboratories sells under the name 
“Triflurin”’, had been supplied to the Government of Manitoba on a no charge 
basis for clinical testing in the Brandon and Selkirk Mental Hospitals and had 
been found eminently effective. 

While it is not possible to forecast how far the prices of trifluoperazine will 
be reduced the associated companies submit that they will provide as effective 
competition with Smith Kline & French in the sale of trifluoperazine as they have 
provided with Rhone Poulenc in the sale of chlorpromazine. The prices will be 
brought down to the levels established as the result of the competition contem- 
plated by Parliament when it enacted section 41(3) of the Patent Act. 


4. Need for competent licencees under section 41(3) of the Patent Act 

The associated companies submit that when the Commissioner of Patents 
has granted a licence under section 41(3) of the Patent Act it is because the 
owner of the patent has brought the licence on his own head by his conduct 
under the monopoly which his patent has given to him. 

The owners of Canadian patents covering drugs need not have any fear of 
licences under their patents in cases where their prices for the patented drugs 
are fairly competitive. This is implied in the national purpose for which section 
41(3) was enacted. 

But when the owner of the patent steps outside the limits implied in the 
section and charges excessive prices for his patented drug and makes an unrea- 
sonable profit from its sale, as in the case, for example, of Smith Kline & French, 
he opens himself up to an application for a licence under section 41(3) and the 
competition which the licensee will provide with the resulting reduction in price 
that the force of competition will compel. 

The justification for the competition contemplated by Parliament when it 
enacted section 41(3) of the Patent Act in 1923, more than 43 years ago, was well 
expressed by President Jackett of the Exchequer Court of Canada when he said 
in Hoffmann-La Roche Limited v. Bell-Craig Pharmaceuticals Division of L. D. 
Craig Limited (1965) 2 Ex. C.R. 266, at page 282: 

“Section 41(3) was passed because, in the field to which it applies, 
‘the specific public interest in free competition’ was deemed to be more 
important than the maintenance of the patentee’s monopoly rights”. 


Under the circumstances, it is essential to the fulfilment of the purpose 
which Parliament had in mind when it enacted section 41(3) that there should 
be, in a proper case, determined by the Commissioner of Patents, acting in close 
co-operation with the Food and Drug Directorate, a competent licensee who has 
the equipment and the necessary manufacturing and quality control facilities to 
provide the competition contemplated by the section and who can be relied upon 
to pull down the prices charged by the patentee. 
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5. Importance of Existing co-operation between Food and Drug 
Directorate and Commissioner of Patents 


The associated companies submit that the importance of the co-operation 
that exists between the Food and Drug Directorate and the Commissioner of 
Patents before he grants an application for a licence under section 41(3) of the 
Patent Act cannot be too strongly stressed. There was, as already stated, a clear 
illustration of this co-operation before the Commissioner of Patents granted to 
Micro Chemicals the licence to manufacture and sell trifluoperazine for which it 
had applied. 

It is further submitted that the Food and Drug Directorate may be relied 
upon for ensuring, before a licence is granted, that the applicant for the licence 
has the manufacturing and quality control facilities that are necessary for the 
maintenance of the high quality of the drug covered by the patent in respect of 
which the licence is sought and the safety of its use by the public. 


6. Retention of Section 41(3) of the Patent Act Essential 

The associated companies submit, notwithstanding the attacks made on 
section 41(3) of the Patent Act by the large drug companies, that it is in the 
public interest that the section be retained in order that the national purpose for 
which it was enacted may continue to be served. 

Finally, the associated companies submit that it is in the public interest to 
have an agency that can be relied upon as a source for the manufacture, 
production and distribution of the patented drugs in respect of which licences 
under section 41(3) of the Patent Act have been granted so that the public may 
have the benefit of their valuable therapeutic qualities at prices substantially 
lower than those charged for them by the owners of the patents for them. 

And the associated companies sincerely believe that they can be such an 
agency and perform this important function. 


While it is, strictly speaking, not relevant to the specific reference to the 
Committee, the associated companies bring to its attention that they are develop- 
ing a research program within their means and have several important projects 
under way that will materially assist them in performing the functions on which 
they have embarked and for which, as they have proved, they are well fitted. 


Part III 


In this part of the submission to the Committee the associated companies 
rebut the charges made against Paul Maney Laboratories by Smith Kline & 
French on October 27, 1966. 

They sincerely thank the Committee for the invitation extended to the 
President of Paul Maney Laboratories, conveyed by the Clerk of the Committee 
in her letter of November 17, 1966. 

In passing, they draw the Committee’s attention to the fact that Paul Many 


Laboratories is not a generic firm as suggested in the letter. It is a distributor of 
brand name pharmaceutical products. 


The charge to which the associated companies particularly object was made 
when Smith Kline & French appeared before the Committee on October 27, 1966. 
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It appears on page 44 of the Smith Kline & French brief, as set out on page 961 of 
the transcript of the evidence befofe the Committee, as follows: 

“Paul Maney, in a notice published earlier this year, referred to its 
product as being of B.P. standard. However, tablets sold by Paul Maney 
have assayed across a considerable range of potencies from the lower limit 
of the B.P. standard to the upper limit of our own—that is, from 92 per 
cent of B.P. standard to 120 per cent. A patient taking Paul Maney 
trifluoperazine tablets may thus suddently receive a 20 per cent increase 
or decrease in dosage, besides receiving on average 16 per cent less of the 
drug than if he were taking ‘Stelazine’ ’’. 


The statement that “a patient taking Paul Maney fluoperazine tablets 
may suddenly receive a 20 per cent increase or decrease in dosage, besides 
receiving on average 16 per cent less of the drug than if he were taking 
Stelazine” was false. Smith Kline & French has taken advantage of the priv- 
ileged nature of its submission to the Committee to make a statement which 
it must have known to be false. 

The associated companies challenge Smith Kline & French to have an 
independent person buy Stelazine in bottles of 1 mg, 2 mg, 5 mg and 10 mg 
tablets and also buy Triflurin tablets in bottles of 1 mg, 2 mg, 5 mg and 10 mg 
tablets and have them both analyzed by an independent laboratory acceptable 
to. both Smith Kline & French and the associated companies. It would then 
be found that there is no difference between the potency of Triflurin tablets 
and that of Stelazine tablets. The analysis would show that there is the same 
amount of the active trifluoperazine base in a Trifluorin tablet of a given 
strength as there is in a Stelazine tablet of similar strength. 

It is significant that Smith Kline & French did not report to the Food 
and Drug Directorate the result of the test alleged by Mr. Ross F. Bethel 
to have been made last May on two lots of Paul Maney Laboratories. If it 
had done so and satisfied the Food and Drug Directorate of the truth of the 
tests it is highly unlikely that the Food and Drug Directorate would have 
given the associated companies the approval set out in the letter of June 6, 
1966, to the Commissioner of Patents to which reference has been made. 

It is also significant that the evidence given by Mr. Allmark of the Food 
and Drug Directorate did not support Mr. Bethel’s statement. 

In Mr. Bethel’s inter-office memorandum, dated December 12, 1966, which 
Mr. R. F. Daily, the Vice President and General Manager of Smith Kline & 
French enclosed with his letter to the Chairman of the Committee dated 
December 12, 1966, it is admitted that the labels on the bottles containing 
Stelazine tablets of Smith Kline & French now read 


‘Stelazine 
tablets 
trifluorazine 
tablets B.P.” 


and, of course, indicate the strength of the tablets in the bottle, for example, 1 
mg, 2 mg, 5 mg or 10 mg, as the case may be. Moreover, the label shows, in the 
case, for example, of 1 mg tablets, that each tablet contains 1 mg of the active 
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trifluoperazine base. Mr. Bethel’s memorandum also contained the following 
statement: 


“The B.P. monograph does not state what the strength must be—only 
that the tablets contain trifluoperazine hydrochloride which, of course, 
ours do. It is the only form of the chemical practical to use for this 
particular dosage form—which is the whole crux of the matter”. 


In other words, trifluoperazine hydrochloride being the salt form of the chemical 
is the form best suited for making trifluoperazine tablets. 


It follows, of course, that if a tablet is to contain, for example, 1 mg of the 
active trifluoperazine base, which is the denominator of its potency, the weight of 
the tablet, since it is made from the salt form of the chemical, namely, trifluoper- 
azine hydrochloride, must be greater than 1 mg. 


This fact is recognized and plainly stated in the labels of the bottles 
containing “Triflurin” tablets. Attached hereto as Appendix “A” to this part of 
the submission is a reproduction of labels of the kind used by Paul Maney 
Laboratories on its bottles containing its “Triflurin” tablets in its several 
strengths of 1 mg, 2 mg, 5 mg and 10 mg. These show in each case the weight of 
the active trifluoperazine base in the tablet and the weight of the trifluoperazine 
hydrochloride contained in the tablet as the equivalent of the active trifluopera- 
zine base. The information shown on the labels is put in a table as follows: 


Amount of active Amount of trifluo- 
trifluoperazine perazine hydrochloride 
base in each contained in 
“Label tablet each tablet 
Lee Trier oer? 1 mg 1.18 mg 
2. eit ee” 2 mg 2.36 mg 
SoM Trifiarint ?opY 5 mg 5.90 mg 
4. Triflurin ‘10” 10 mg 11.79 mg” 


It should be noted that the labels in actual use show the proper lot numbers for 
identification purposes. 

The labels used by Smith Kline & French on their bottles of Stelazine tablets 
in its several strengths of 1 mg, 2 mg, 5 mg and 10 mg show in each case the 
weight of the active trifluoperazine base in the tablet but make no reference to 
the weight of the trifluoperazine hydrochloride contained in the tablet. Attached 
hereto as Appendix “B” to this part is a reproduction of labels actually taken 
from bottles containing Stelazine tablets. It is noted that the label for the 2 mg 
tablets does not state that the tablets are B.P. tablets. This indicates that the 
label was one that was in use before the Food and Drug Directorate required 
Smith Kline & French to make the change. 

Thus it is clear, so far as the labels go, that there is no difference between 
the manner in which the potency of Triflurin tablets is claimed from that in 
which the potency of Stelazine tablets is claimed. Both claim the potency in 
terms of the weight of the active trifluoperazine base contained in the tablet. The 
only difference is that Paul Maney Laboratories sets out the weight of the 
trifluoperazine hydrochloride in the tablets whereas Smith Kline & French does 
not. 
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Recently, assays were made on lots of Triflurin tablets and also on lots of 
Stelazine tablets. The assays showed the percentages in the tablets of the active 
trifluoperazine base claimed in the labels. The assays on the Triflurin tablets 
were as follows: 


Percentage of 


‘Lot number claimed base 
Triflurin ~ 71” Lot. 738 100.9% 
Triflurin ‘1’ Lot 819 99.2% 
Sritgrin, 227. lot joe 100.4% 
a Paioria es 8 OE COUT 101.3% 
Trmurite. 5 Sloe tae 97.4% 
Triffurin —%5” Lot 790 98.1% 
TYIfrinsg sO LotwiOl 100.8% 
Triflurin ‘5’ Lot 809 100.2% 
Triflurin ‘5’ Lot 816 100.6% 
Triflurin “10” Lot 793 97.6% 
Trifiurim “10” Lot 811 98.3% 
Triflurin ‘10’ Lot 817 98.5%” 


The assays on the Stelazine tablets were as follows: 


Percentage of 


“Lot number claimed base 
Stelazine 1 mg Lot F-6397 99.1% 
Stelazine 2 mg Lot I-5508 97.9% 
Stelazine 5 mg Lot F-6362 96.1% 
Stelazine 10 mg Lot D-6250 98.0%” 


These assays prove two facts, namely, 

(1) That there is no difference between the potency of the Trifluring 
tablets and that of the stelazine tablets. 

(2) That the variations in potency are well within the limits of 923 per 
cent to 1074 per cent of the British Pharmacopoeia and also within 
the limits of 95 per cent to 105 per cent claimed by Smith Kline & 
French as stated by Mr. Bethel, on October 23, 1966, as appears on 
page 906 of the transcript of the evidence. 


The associated companies inform the Committee that a complete report on 
these assays was sent to the Food and Drug Directorate. 

Moreover, the Food and Drug Directorate has done a great deal of testing of 
Triflurin tablets and has not made any complaint with regard to them. 

The associated companies again remind the Committee that before Paul 
Maney Laboratories’ tender for the supply of trifluoperazine to the Government 
of Manitoba for use by the Brandon and Selkirk Mental Hospitals was accepted 
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extensive clinical tests of the tablets were made and were found to be very 
effective. . 

So far as the associated companies are aware, there have not been any ill 
effects from the use of Triflurin tablets. On the contrary, their effects have been 
very beneficial. 

Under the circumstances, the associated companies submit that there is no 
substance in the charges made by Smith Kline & French and that they should not 
be believed. 
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1000 tablets 


Each tablet contains:— 


Trifluoperazine 

Hydrochloride B.P. 1.18 mg 
(Equivalent to 1 mg of the 
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Trifluoperazine 

Hydrochloride B.P. 2.36 mg 
(Equivalent to 2 mg of the 
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1000 tablets 


Each tablet contains:— 


Trifluoperazine 

Hydrochloride B.P. 5.90 mg 
(Equivalent to 5 mg of the 
base) 
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Each tablet contains:— 


Trifluoperazine Hydro- 

chloride B.P. __. 11.79 mg 
(Equivalent to 10 mg of the 
base) 


Lot No. 
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Part IV 


The associated companies believe that the most useful recommendations that 
they can make to the Committee for the reduction of the prices of patented 
drugs, consistent with ensuring their quality and the safety of their use, are: 

1. That section 41(3) of the Patent Act should be retained. 

2. That the power vested in the Commissioner of Patents to grant 
licences under section 41(3) of the Patent Act, “unless he sees good 
reason to the contrary”, should continue to be vested in him. 

3. That the co-operation that now exists between the Food and Drug 
Directorate and the Commissioner of Patents before the Commis- 
sioner grants a licence under section 41(3) of the Patent Act should 
be continued. 


Respectfully submitted. 
Ottawa, January 12, 1967. 
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APPENDIX “B” 


Dr. Harry C. Harley, M.P. 
House of Commons 
Parliament Buildings 
Ottawa 

Canada 


Dear Dr. Harley: 


The brief submitted to your Committee by Mr. Jules Gilbert makes certain 
allegations regarding the position taken by Smith, Kline & French in our 
appearance before you. I feel it necessary to answer these allegations, and at 
the same time to set straight some of the misconceptions in Mr. Gilbert’s brief. 


With regard to the technical issues raised by Mr. Gilbert—notably, the 
development of B.P. standards and the procedure we follow in labelling— 
I enclose a memorandum prepared by Mr. Ross Bethel, our Technical Depart- 
ment Manager. This clearly illustrates, I believe, a fundamental fallacy behind 
Mr. Gilbert’s argument, the assumption that the standards set out for tri- 
fluoperazine in the British Pharmacopoeia can be equated with those established 
several years earlier by this company, standards on which the worldwide 
medical acceptance of trifluoperazine has been based. 


However, Mr. Gilbert’s position in this matter is, itself, ambivalent. While 
his brief appears to defend the absolute validity of the B.P. standards, his 
latest price list for his product carries the legend: “All strengths are calculated 
as the base equivalent”, and thereby seeks to measure up to the SK&F standards. 


I would only add that, as we stated in our brief, assays of Mr. Gilbert’s 
tablets have demonstrated both variations in potency and a generally lower 
level of potency than ‘Stelazine’. Most of these assays have already been 
submitted to you. For convenience, a summary of them, conducted by both 
Warnock Hersey and our own company, is attached to Mr. Bethel’s paper. 


Mr. Gilbert claims that we have misrepresented the relative prices of 
our products. Our statement that “selling prices appear to be only slightly 
below those of our product” was based on the reported price 5 mg. tablets 
paid by a provincial government hospital. According to our information, this 
price was $41.80 per thousand plus shipping; the comparable price for 
“Stelazine”, purchased in quantity, comes to $43.20 per thousand including 
shipping. 

Mr. Gilbert considers it a matter of gravest importance that we made 
representations to the Food and Drug Directorate asking that the reeommenda- 
tions of the Hilliard Committee be implemented with regard to trifluoperazine. 
Certainly, we believe that these recommendations, made by responsible and 
informed medical scientists, should be fully implemented. In particular, the 
Directorate ought to extend the safety provisions of the “New Drug” regula- 
tions to a subsequent manufacturer of a potent drug until chemical, pharma- 
ceutical and clinical equivalence has been established by generally accepted 
methods, and also when new or serious side effects have developed with ex- 
tended usage. In fact, it was concern about the implications of multiple manu- 
facturing and distribution if trifluoperazine which prompted Dr. Eloise Jones 
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to raise the problem in Parliament, an action which led to the establishment 
of the Hilliard Committee. We would be happy to have the Directorate submit 
to your Committee the correspondence exchanged on this subject. 


Yours sincerely, 


Robert F. Daily, 
Vice-President and General Manager. 


Enc. 
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INTER-OFFICE MEMORANDUD 


SMITH KLINE & FRENCH I.A.C.—MONTREAL 


December 12, 1966 


LO: Mr. R. F. Daily, 
From: R. F. Bethl, 
Subject: Comments in the technical aspects 


of the submission of Jules R. Gilbert 
to the Special Committee. 


The following comments reply to allegations in the paragraphs referred to: 


Paragraph 4.3.1. 


“Since the product trifluoperazine was innovated by SK&F, they undoubted- 
ly wrote the standards or supplied the information for the standards to the 
British Pharmacopoeia Committee. Under the circumstances, we believe that 
SK&F would set these standards as high as possible.” 


SK&F did not write the B.P. standards, and, in fact, have always 
taken exception to them. The B.P. monogram appears to ignore the. 
standards established by ‘Stelazine’ during the several years that ‘Stela- 
zine’ was on the market prior to the B.P. publication. For reasons un- 
known, the Committee preferred the present misleading statement of 
potency. The B.P. limits of 92.5 per cent to 107.5 per cent of label claim 
are less stringent than ours of 95 per cent to 105 per cent. There is now 
some indication that the B.P. has recognized the need for standardized 
expressions of potency as evidenced by a statement by Mr. Johnson of the 
British Pharmacopoeial Commission, appearing in the Pharmaceutical 
Journal, p. 316, April 2nd, 1966, as follows: 


“It was hoped that drug dosages would be quoted in the B.P. in terms 
of the active moiety and that manufacturers would co-operate in 
expressing dosage forms in that way.” 

On this subject I have additional information indicating the short- 


comings of expression of drug product potencies in the salt forms rather 
than the common denominator of the base. 
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Paragraph 4.3.1. 


“Further, since the product has been described in thed in the BP. in both its 
chemical and tablet form, it follows that it has been sold long enough and in 
sufficient quantity so that a “new drug” status is no longer necessary.” 

This statement is without any backing, and represents a very danger- 
ous generalization. We are informed that appearance in a recognized 
compendium such as B.P. is one of the points considered by the Food & 
Drug Directorate in the determination of new drug status, but it is only 
one of these considerations, and one which is obviously at variance with 
the recommendations of the Hilliard Committee. 


Paragraph 4.3.1. 


“The objection of SK&F is not as to the purity of the Gilbert product 
trifluoperazine, since this aspect is not questioned.” 


As we are all aware, the SK&F objection is that this product purports 
to be the equivalent of ‘Stelazine’ tablets and is in fact not, since (1) its 
potency is considerably below the SK&F standard; (2) no clinical work to 
our knowledge has been submitted to prove equivalency; and (3) 
by Mr. Gilbert’s admission, knowledge is lacking as to the mode of 
manufacture of the basic chemical. 

I attach a summary of the test results of the Gilbert product in 
support of the above statements. 


Paragraph 4.3.2. 


“We know further that they (SK&F) have instigated investigations by the 
Directorate to check our quality and label.” 


No such requests have been made. 


Paragraph 4.3.2. 


“We now find that ‘Stelazine’, the SK&F product, has been misbranded and 
is still improperly labelled.” 


Our ‘Stelazine’ labelling over the years has consistently met Food & 
Drug requirements. Our present label reads as per attached copy. As 
shown above, ‘Stelazine’ tablets were being used and established proper 
potency and effectiveness levels and expressions well before the B.P. The 
appearance of the B.P. monograph confused the picture, but, as shown 
above, this is now recognized, and future monographs will probably 
follow the present policy of expressing all potency levels in terms of the 
base. Our labels have always and consistently expressed this. 

The B.P. monograph does not state what the strength must be—only 
that the tablets contain trifluoperazine hydrochloride which, of course, 
ours do. It is the only form of the chemical practical to use for this 
particular dosage form—which is the whole crux of the matter. To pro- 
duce a good pharmaceutical product a formulator will use the chemical 
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form best suited to each dosage form, so that in tablets he might use a salt 
form such as the hydrochloride, in suppositories he might use the base, in 
liquids he might use another salt form, say the maleate. But so that the 
physician might correlate the potency and dosage from different dosage 
forms, a common denominator of expression must be used. This common 
denominator is the active moiety of each form, that is, the base. 


It is perhaps significant that Jules R. Gilbert Ltd. does not offer a 
complete trifluoperazine product line, but only the most profitable items, 
those which do not require a New Drug Submission. It is interesting to 
speculate on the dilemma which the Gilbert philosophy on potency would 
pose if a full line were in fact offered, since one salt form is not appropri- 
ate for all dosage forms. 

We have some time ago advised the F.D.D. that we intend to remove 
the B.P. designation from our labels. The reason is obvious. Gilbert has 
come along and completely, and perhaps deliberately, clouded the whole 
matter. His inference is that. his product is of the same potency as 
‘Stelazine’ tablets, (of course, by formulating to 18-20 per cent lower than 
the ‘Stelazine’ standard, the batch yield is very considerably increased). 


In view of the stong position advanced by Mr. Gilbert for the salt 
potency stand, it is surprising that in his most recent literature on 
Triperazine he states that he is now formulating in terms of the base. This 
means that a patient receiving the Gilbert tablets of intermittently old 
and new formulation could receive as much as 20%-30% swings in 
potency. 


Paragraph 4.3.7. 


“We really try hard to emulate.” 
“We already have plans for individually identifying each tablet with our 
own mark so that there can be no mistake as to the source of the product.” 


We can only agree with the first statement. If the statement of 
intention is also true, it will represent the first time there has been any 
indication of this change of heart. We can only hope Mr. Gilbert will also 
change the colour and/or size and shape of his product to ensure that 
there is no mistake as to the source. 


R. F. Bethel. 
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TRIFLUOPERAZINE TABLETS—GILBERT 


Summary of Laboratory Examinations 


Lot K154 — 5 mg. 
From Nova Scotia Hospital, Dartmouth, N.S. 


SK & F test: Average 88.8% trifluoperazine 
Range 82.0-91.9 — 10 assays 
Warnock Hersey test: Average 83.5% trifluoperazine 


Range 176.5-87.7 — 10 assays 


Very similar to SK & F ‘Stelazine’ tablets in appearance and colour, no 
monogram 


Lot 605 — 2 mg. — bottle of 50 tablets 
From Toronto 


SK & F test: Average 75.8% trifluoperazine 
Range  65.3-91.3 — 11 assays 
Warnock Hersey test: Average 87.9% trifluoperazine 


Range  83.4-96.9 — 10 assays 


Colour and appearance very similar to SK & F ‘Stelazine’ tablets, no 
monogram 


Lot 605 — 2 mg. — bottle of 100 tablets 
From Vancouver 


SK & F test: Average 78.4% trifluoperazine 
Range  66.8-89.5 — 10 assays 
Warnock Hersey test: Average 80.6% trifluoperazine 


Range 70.4-92.2 — 10 assays 


Colour and appearance very similar to SK & F ‘Stelazine’ tablets, no 
monogram 


Gilbert mail piece, copy attached, indicates potency claim calculated on the 
base. Our tests and those of Warnock-Hersey, calculated on the base, 
therefore indicate a product well below acceptable limits. 


December 9th, 1966 
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OFFICIAL REPORT OF MINUTES 
OF 
PROCEEDINGS AND EVIDENCE 


This edition contains the English deliberations 
and/or a translation into English of the French. 


Copies and complete sets are available to the 
public by subscription to the Queen’s Printer. 
Cost varies according to Committees. 


Translated by the General Bureau for Trans- 
lation, Secretary of State. 


LEON-J. RAYMOND, 
The Clerk of the House. 
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Mr 


SPECIAL COMMITTEE ON DRUG COSTS AND PRICES 
Chairman: Mr. Harry C. Harley 
Vice-Chairman: Mr. Patrick T. Asselin (Richmond-Wolfe) 


Brand, 
Clancy, 
Cété (Dorchester), 


. Enns, 

. Forrestall, 
Mr. 
Mr. 


Goyer, 
Howe (Hamilton 
South), 


Mr 


Mr 
Mr 
Mr 
Mr 
Mr 
Mr 


and 


. Howe (Wellington- 
Huron), 

. Hymmen, 

. Isabelle, 

. Johnston, 

. MacDonald (Prince), 

. Mackasey, 

. MacLean (Queens), 


(Quorum 10) 


Mr. O’Keefe, 

Mr. Orlikow, 
Mrs. Rideout, 
Mr. Roxburgh, 
Mr. Rynard, 

Mr. Tardif, 

Mr. Whelan, 

Mr. Yanakis—24. 


Gabrielle Savard, 
Clerk of the Committee. 


MINUTES OF PROCEEDINGS 


TUESDAY, January 17, 1967. 
(38) 


The Special Committee on Drug Costs and Prices met this day at 10.00 
o’clock a.m. The Chairman, Mr. H. C. Harley, presided. 


Members present: Mrs. Rideout, and Messrs. Brand, Harley, Howe 
(Hamilton South), Howe (Wellington-Huron), Isabelle, Orlikow, Rynard, 
Tardif, Whelan (10). 


In attendance: Mr. W. A. Wilkinson, President of Prescription Services Inc. 
and Mr. Richard R. Walker, Q.C., Legal Counsel, both of Windsor, (Ontario). 


Also in attendance: Mr. A. M. Laidlaw, Q.C. of Ottawa, Legal Counsel for 
the Committee. 


The Chairman introduced Mr. Wilkinson who, in turn, introduced Mr. 
Walker. 


The Committee proceeded to the consideration of the brief of Prescription 
Services Inc. and of the memorandum presented this day to supplement the 
brief. 


Mr. Wilkinson made preliminary comments. 


Agreed,—That the brief and the memorandum be printed as an appendix to 
this day’s proceedings (See Appendix “A’’). 
Mr. Wilkinson and Mr. Walker were questioned. 


The Chairman informed the Committee that a Notice of Motion received 
from Mr. Orlikow will be considered by the Steering Committee. 


On behalf of the Committee, the Chairman thanked the witnesses for their 
presentation, and at 11.40 a.m. the Committee adjourned to 3.00 p.m., Monday,, 
January 23, 1967. 

Gabrielle Savard, 
Clerk of the Committee. 
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EVIDENCE 
(Recorded by Electronic Apparatus) 


TUESDAY, January 17, 1967. 


The CHAIRMAN: Ladies and gentlemen, we will proceed with our meeting. 

There is some correspondence and other matters that I think perhaps should 
be dealt with, at the next meeting. We will proceed first with the witnesses we 
have before us this morning. We will discuss various things, one of which is a 
motion Mr. Orlikow wishes to put before the Committee, at a later time today 
when we have a quorum. 

We have before us this morning the brief of the Prescription Services Inc., 
as represented by the President of the organization, Mr. Wilkinson. I will ask 
him to make an opening statement and to introduce himself and the other 
gentlemen with him. Mr. Wilkinson. 

Mr. W. A. WILKINSON (President, Prescription Services Inc., Windsor): 
Thank you, Mr. Chairman. Mr. Chairman and members of the Committee, my 
name is William A. Wilkinson and I am the President of Prescription Services 
Inc., the operators of the Green Shield Prescription Plan. With me is the general 
counsel of the corporation, Mr. Richard R. Walker, Q.C. Mr. Walker has acted for 
the corporation since its incorporation and he represents many pharmacists and 
physicians in their business and personal affairs. Over the years Mr. Walker has 
made a special study of the Ontario Pharmacy Act. Because of his close associa- 
tion with the Green Shield Plan and with pharmacy, he is conversant with most 
of the matters concerning prepaid prescription plans and I would hope that Mr. 
Walker will be able to answer some of the question you might ask. 

I would like, if I may, to make several preliminary comments in connection 
with the brief which we have submitted. In the first place, let me say that we 
who operate the Green Shield Prescription Plan are equally as concerned with 
the costs of drugs as this Committee. It is clear that as the cost of drugs increase 
or decrease, the cost of benefits paid through this plan will increase or decrease 
in the same proportion. Where we may differ, however, is in determining the 
ultimate goal and whether an effective program to reduce drug costs is possible. 
So far as actually instituting a program to reduce drug costs, may I point out to 
the Committee that during the period in which this Committee has been sitting 
and reviewing the matter the cost of prescription drugs has risen. I can give the 
Committee several examples of these increases if you wish. My main point, 
however, is that notwithstanding the publicity that has been given to the issue 
by the establishment of your Committee and by the testimony of the witnesses 
who have come before you, nevertheless the price of drugs has, in fact, increased. 
For that matter, the price of drugs has been increased by the act of the 
government itself in increasing the federal sales tax. Thus I say that I have grave 
doubts as to whether or not it is possible to effect a drug cost reduction program. 
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However, we at Green Shield feel that the real issue lies not with the cost of 
drugs alone. If, in fact, some member of the public is unable to afford the 
purchase of a drug, a reduction in cost of that drug will not make him better able 
to purchase that drug unless it is a significant reduction, say, as much as 25 per 
cent or 50 per cent. An over-all drug cost reduction of this significance is, I 
suggest, not realistic and, perhaps, cannot be effected. This being the case, what 
solution can be provided for those persons who by the nature of their illness are 
required to purchase drugs over a long-term basis, and what program can be 
devised for those who are required to purchase a great deal of drugs through a 
short-term period? It is to answer these particular questions that the Green 
Shield Plan has been developed. It is our view, and we suggest that the record of 
our plan supports that view, that the prepaid prescription plan is an answer to 
these problems of heavy short-term and long-term drug requirements and, thus 
meet the fundamental public problem. 

I believe that some testimony was given before this Committee concerning 
cystic fibrosis patients and I think that the Committee might be interested to 
know that there is no exclusion under our plan working against the subscriber or 
their dependents who suffer from this disease. I quote this as a matter of interest 
and, as a specific example: A child in south western Ontario who is a cystic 
fibrosis patient, during the period between August 8, 1966 and December 31, 
1966, which is a period of five months, received benefits from the Green Shield 
Plan, in the form of prescriptions dispensed for this child, in the amount of 
$834.11 while for the same period, the premiums collected for the child were 65¢ 
a month for five months or a total of $3.25. Again, I suggest that this is an 
example of how a prepaid prescription plan works to resolve these fundamental 
public problems. 


I would like, if I may, to call your attention to a typographical error on page 
11 of our brief, line 5 on the right hand side; $2.55 should read $3.12. 


Mr. Chairman, that is my opening statement. 


The CHAIRMAN: Thank you, Mr. Wilkinson. Is it agreed that the brief and 
the memorandum of today be printed as part of today’s record? 


Some hon. MEMBERS: Agreed. 


The CHAIRMAN: As a side attraction this morning for any of those who have 
or have not seen these—and I know Mr. Wilkinson is very active and very 
interested in this—this is a new childproof bottle which is designed in such a 
way that it is very difficult for a child to open, and for some adults. They are 
here if anybody wishes to see them. You open them by palming them and 
turning the top. 

The meeting is open for questioning. 


Mr. RyNnarD: Mr. Chairman, on the second page of Prescription Service 
Inc.’s brief, I see down on the centre of the page the following statement: 


Green Shield pays for these on prescription. P.S.I., W.M.S., Blue 
Cross does not. 


I am wondering if Mr. Wilkinson could tell us to what extent they pay for 
doctors’ services. I know of cases where people who are insured go to a doctor 
with a runny nose or a cold and request a prescription. There is a charge of $3 or 
$4 for the call; then they go to the drug store and you people pick up the tab on 
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it. Does this sort of thing increase your costs markedly? There must be a 
percentage of people, at least, who go to the doctor and say that they are not 
going to pay for this; they request a prescription from the doctor, and then you 
have a doctor’s fee as well as the fee for the drug to pay. Others may slip down 
to the drugstore and gets their benadryl and that is the end of it. 


Mr. WILKINSON: If I understand your question, Dr. Rynard, I think what you 
are asking is in the case of a physician’s plan where the patient has free access to 
the physician and may go at any time he chooses,— 


Mr. RYNARD: That is right. 


Mr, WILKINSON: —and has access to medicine as the result of a prescription, 
does this increase the utilization. 


Mr. RynarD: That is right. That is much better put. 
Mr. WILKINSON: And if the increase of this utilization is real use or abuse? 
Mr. RYNARD: That is right. 


Mr. WILKINSON: I think perhaps that this problem is more apparent than 
real. There are, of course, hypochondriacs and there are those persons who 
just do not feel that they have filled out their week properly unless they have 
gone and sat in a doctor’s office. These people have always been with us and they 
are always going to be with us. As to whether this is abuse, every medical plan 
whether it be the hospital plan, a physicians’ plan or a medicine plan—a 
prescription plan—depends at its initial stage on the integrity of the physician; 
without physician integrity we can have no plan. If this patient did not need this 
medication, he should have been told so and a prescription should not have been 
written. In our experience this is the case. I could say that a study of utilization 
within the Green Shield Plan, in our own case, indicates that there is a greater 
per capita utilization than what, say, the DBS says is the normal per capita 
utilization. I do not believe, though that it is that much that it is a real problem. 


Mr. RyNArD: I am very glad to hear this. In defence of the physician, may I 
say that it is pretty hard for the physician to control somebody who comes in, 
says he has a bad cold and has been accustomed to taking certain medication for 
it. The doctor who looks the person over may be in a hurry but he realizes the 
patient has a cold and for the sake of good doctor-patient relations he gives the 
prescription. This is the point that I am making. However, you have already said 
that this is a very small percentage of your total. 

I think that if you revert to the New Zealand figures, you will note it made 
a substantial difference there. I remember being in a doctor’s office in New 
Zealand one night when somebody called up on the telephone. This person had to 
come down to the doctor’s office, the doctor wrote out a prescription, and for 
writing the prescription he received a fee of $1.50. The patient then went to the 
pharmacist and there was a fee there of 25¢. I do not think the actual drug cost 
one-third of that. This is the point I was trying to make. 


Mr. Witkrnson: I think, doctor, there is also this factor in far more cases, I 
might say, than those which you cite; the patient, in using a prescription plan, is 
acquiring bona fide required medication that he would not normally have been 
able to get. I agree that there are bound to be abuses. I could quote a figure if it 
would ease your mind at all. Our per capita consumption of prescriptions over 
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the 12 month period ending October 31, is .3171 prescriptions per person per 
month. If you multiply this by 12 you will find that this is just under four 
prescriptions per person per year. This is not too far out of line with what the 
DBS says the per capita is at the moment. It is more an apparent problem than 
it is real. 


Mr. RYNARD: Thank you. 
The CHAIRMAN: Dr. Isabelle. 
Mr. ISABELLE: Can any druggist become a member of your organization? 


Mr. WILKINSON: Yes, sir. Pharmacists may become members of the Green 
Shield Prescription Plan or Prescription Services which is the parent organiza- 
tion provided those who make application are registered pharmacists within 
their own jurisdiction? 

Mr. ISABELLE: Is that the only requirement? 


Mr. WILKINSON: That is the only requirement. No money even changes 
hands for a membership. 


Mr. ISABELLE: You are paying the pharmacist’s fee on a professional basis? 
Mr. WILKINSON: Yes, sir. 

Mr. ISABELLE: Do you have any fixed fee for the pharmacist? 

Mr. WILKINSON: Yes, sir. 

Mr. ISABELLE: Is it $1.65? 


Mr. WILKINSON: The fee figures out as a net of $1.65, but I would like to take 
a moment to explain how we arrived at this. Our formula is based on the cost of 
the ingredients and the cost of the ingredients is defined as the manufacturer’s 
suggested list price less 40 per cent; or in a case where there is no list 
price, the wholesale price as published in the manufacturer’s catalogue becomes 
the cost price. It is a standard, arbitrarily fixed price by our corporation; it has 
been done so in order that we could computerize. To this we add a fee of $1.70. 
The pharmacists collect 35 cents from the patient at the time the prescription is 
filled, so now we are at cost plus $2.05. When we pay the bill to each pharmacist 
we deduct 40 cents a prescription from him, which is approximately 10 per cent 
of the average price of the average prescription. This brings the $2.05 back down 
to $1.65. So when the dust has settled, our pharmacist is being paid cost, by 
definition, plus $1.65. 


Mr. ISABELLE: Is the only criteria for a druggist belonging to your organiza- 
tion that he must be a registered pharmacist? 


Mr. WILKINSON: That is the criteria, but once he has agreed to this he signs a 
contract with us. 
Mr. ISABELLE: Oh, well, that is it. 


Mr. WILKINSON: But this contract can be cancelled by either side on 30 days 
notice. 


Mr. WALKER: The one additional thing, of course, is that the pharmacists 
agree to accept the cost plus $1.65 net fee arrangement. Otherwise we would 
have no way of controlling the cost of benefits. 
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Mr. ISABELLE: Well I must agree with you on this plan. I must say that I was 
amazed when I first heard of it. A few patients around Ottawa who had this plan 
came to my office and they were very, very satisfied. As a matter of fact, I think 
this is a real plan for large families because apparently they do not have to pay 
too much and it is on a yearly basis. 


Mr. WILKINSON: We are not very big in Ottawa. We have only 384 families 
and they are principally in the dairies. I do not know whether you want to know 
what dairies they are. 


Mr. ISABELLE: We have so many? 


Mr. WILKINSON: Well, there is Borden’s, Clark’s, Pleasantview and Pro- 
ducer’s. There is also the branch plant of the Drug Trading Company in Ottawa. 
We are not very strong in Ottawa. We do have 270 other groups in the plan and I 
have brought with me a list of these groups. 


Mr. ISABELLE: Do you limit yourself only to Ontario? 


Mr. WILKINSON: No, sir. We operate from coast to coast and we have 
subscribers all the way from Moncton to Burnaby. We have almost the whole 
town of Lynn Lake, Manitoba at the Sherritt-Gordon mine there; International 
Nickel has just negotiated Green Shield into their most recent contract at 
Thompson, which becomes effective on the Ist of March. We operate across 
Canada. In actual fact, if it might be interesting to you, Mr. Chairman, during 
the 12 month period which has just ended October of 1966—these are the last 
available figures—we processed 338,613 prescriptions during the year for 
a premium collection of $1,408,000. We paid out to druggists $1,179,000 for 
medicine. I think that any time that a single organization is buying $14 million 
worth of drugs in a single year it is a plan which is in successful operation. 


Mr. HowE (Wellington-Huron): This is an interesting brief. You bring out 
what we have found in the meetings we have had, that deciding what to do about 
the cost of drugs is a pretty difficult thing. You state at the bottom of page 3a 
few areas in which you do feel there might be something done. It says: 

(g) That drugs have been overpriced as a consequence of profiteering and 
if so by whom? 


Now, do you think this is happening? 


Mr. WALKER: I do not think that we were trying to suggest that, sir. What 
we were trying to point out is the difficulty in getting the point of reference: On 
what basis are you judging whether drug costs are high, low or indifferent? We 
simply put it up as an example. We are not suggesting anybody is profiteering; 
we are simply saying that presumably if one could establish that that would be a 
point of reference on which you could say that drug costs were too high. 


Mr. HowE (Wellington-Huron): There have been some outstanding exam- 
ples which some of the members have brought up where there has been a 
tremendous difference in the cost of the same drug at different drugstores. But 
do you agree this is not the general rule? 

Mr. WILKINSON: I agree. 

Mr. Howe (Wellington-Huron): These are the exceptions? 

Mr. WILKINSON: It would seem to me that they are the exceptions. As you 
probably know, I am a pharmacist. I have spent 34 years as a practicing 
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pharmacist and until two years ago I spent full-time at it. I still keep a very 
close association with my drug store for the simple reason that my partner, who 
is a new purchaser, has a very substantial mortgage in my favour, so I keep a 
very close tab on the retail drug trade. I would agree with you, Mr. Howe, that 
where there appears to be this great differential in price it is the exception. 


Mr. Howe (Wellington-Huron): You also mention that drugs have been 
overpriced because of the application of taxes. Then you go on to say that when 
this is all broken down over the whole cost of drugs it does not mean too much in 
the individual case. Is that not true? 


Mr. WILKINSON: Could I come back, Mr. Howe, to the top of page 3, the last 
sentence in the first paragraph, where we say: 


For example, when one talks of the cost of drugs being high what in 
fact is really meant? 


We are asking a question. 
Does it mean that: 
—and then we list these as questions as opposed to statements. 


Mr. Howe (Wellington-Huron): And do you not go on pretty well to answer 
them in subsequent paragraphs? 


Mr. WALKER: What we attempted to do, though, was to simply point out that 
when you raise the question in the first instance you get into complications in the 
answers. For example, if you took item A and say that one drug is more 
expensive than another, it depends, of course, on whether you need it. For 
example, in a very personal sort of way, I am quite satisfied that my wife would 
not be alive today if it were not for antibiotics. So what does it matter what the 
cost is so long as you get the drugs, and this is a complication in trying to 
determine whether that is a high or low cost. It depends on what your need is at 
the time. So what we are really saying in the Green Shield plan is this: that we 
must deal with the facts at the market place; we live in a market economy; there 
are drugs that are sold; there are drugs that are required, and we have attempt- 
ed to develop a plan which will give the public the opportunity to budget their © 
cost against illnesses they know are going to occur, because unfortunately they 
will, and budget their costs against a heavy short-term cost or a heavy long-term 
cost. 


Mr. Howe (Wellington-Huron): There was one other thing you pointed out 
on page 13 that I think is quite significant, namely, that there is probably too 
much money spent on advertising. You suggested that advertising and promotion 
costs to manufacturers should be restricted to 15 per cent of their gross sales. 
Then further on down you indicate that that might mean 30 cents a prescription 
for people who are buying drugs, if we got the advertising down from 28 or 29 to 
15 per cent. So is it not true that in the individual drug costs it is pretty difficult 
to pinpoint how you get these costs out? 


Mr. WILKINSON: If I could make one correction, Mr. Howe, that 30 cents is 
the total figure. Assuming a reduction in selling cost— 


Mr. Howe (Wellington-Huron): Oh yes, sales tax, too. 


Mr. WILKINSON: —down to 15 per cent and assuming a total remission of the 
sales tax, this only comes to 30 cents a prescription. So this is in itself not a great 


January 17, 1967 DRUG COSTS AND PRICES 1853 


deal of money on a prescription basis; and if you spread it over on a per capita 
basis it would come to less than 9 cents per month per person over 20 million 
people in Canada. 


Mr. WALKER: Another way of looking at it is if the drug costs $5 and its 
price is reduced by 30 cents, if you could not afford to pay $5 you could not afford 
to pay $4.70 either. So again reducing the price on that individual drug does not 
answer the problem. 


Mr. Howe (Wellington-Huron): This is what I have felt all along. How do 
you promote your plan? Do you send material out to doctors or druggists? 


Mr. WILKINSON: We have a salesman who operates a sales agency on this. 
Since we only deal with groups of individuals in employment pictures then our 
problem is to sell industry and to sell labour. This must be done in such a way 
that the major effort in any individual case takes place just prior to labour 
negotiations for that company. We hope that we have been sufficiently successful 
in our sales talk to labour and management that the Green Shield plan will be 
included in the amendments of the new collective bargaining agreement, that it 
will be bargained into the agreement as a fringe benefit and that it will become 
effective as a fringe benefit. Now there is no other way of selling this plan other 
than the normal effort that can be made in receiving invitations to speak to 
groups, various service clubs and making appearances in various places of this 
nature. I do a great deal of that and our Mr. Featherston works almost entirely 
within the labour movement. 


Mr. Howe (Wellington-Huron): Is it just available to groups, not to in- 
dividuals? 


Mr. WILKINSON: Yes, it is only available to groups. 


Mr. Howe (Wellington-Huron): Are any of the civil organizations in any of 
the provinces or in the federal civil service in your organization? 


Mr. WILKINSON: No. The civil servants, as you know, have their own plan 
which is a major medical type of plan, which I understand is administered by 
one of the insurance companies and is underwitten by a syndicate of some 19 
insurance companies. It is quite a different plan, it covers hospitalization, medi- 
cal, major medical and certain prescriptions with deductible and co-insurance 
factors in the contract—and it is a reimbursement plan as opposed to a prepaid 
plan. 

Mr. Howe (Wellington-Huron): Do you have any municipalities’ organiza- 
tions? 

Mr. WILKINSON: Yes, we have police associations in municipalities and a 
number of utilities commission in various communities. 


Mr. Howe (Wellington-Huron): Any retail travellers associations or any- 
thing like that? 


Mr. WILKINSON: We do not have a retail travellers association but it would 
be possible. 


Mr. Howe (Wellington-Huron): Commercial travellers, I mean. 


Mr. WILKINSON: It would be possible. If they were interested we could make 
it applicable. 
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Mr. Rynarp: Mr. Chairman, I have a supplementary to that question. Under 
this plan could you take in a whole township, headed up with a reeve and 
council, as a group? 

Mr. WALKER: You mean the municipal authority? 

Mr. RYNARD: That is right. 

Mr. WILKINSON: We have that. 

Mr. WALKER: Yes, if it formed a group. 

Mr. Rynarp: The ratepayers? 

Mr. WILKINSON: No, not the ratepayers. 

Mr. RYNARD: Why not? 


Mr. WILKINSON: Well we could if this were to arise, yes. We would have no 
objection to taking in all of the ratepayers provided someone could guarantee 
that this could become a condition of living within this township. 


Mr. WALKER: And someone would have to undertake the collection of the 
premiums so that you would know you had a constant situation. 


Mr. RynaRD: Well the municipality could do that itself; they have the 
machinery to collect them with the taxes. 


Mr. WALKER: Yes but legally they would not be authorized to do it—not in 
the province of Ontario at the present time, anway. You could not add it to a tax 
bill. 


Mr. RYNARD: They could not add it to a tax bill? 
Mr. WALKER: No. 


Mr. Rynarp: I doubt if they could add anything to a tax bill the way they 
have gone up. 


Mr. ISABELLE: Could you give us a rough figure of what it could cost a family 
of four: the father, the mother and two children about 10 years of age? 


Mr. WILKINSON: Dr. Isabelle, if you will open this green folder at paragraph 
15 you will find the rates. They are not calculated for you so I will do it. It is 
$1.90 for a single person; $3.80 for a man and his wife; $4.45 for a man, wife and 
one child; $5.10 for a man, his wife and two children and $5.75 for a man, his 
wife and three or more children. 


Mr. ISABELLE: In other words it comes up to about $70 a year. 


Mr. WILKINSON: Yes, if you have a maximum family. To put it another way, 
doctor, over the same period which I read a few moments ago, on a per person 
per month, basis—which is the only way you can gather data on a prepaid plan— 
we achieve a premium of $1.313 per person per month for every man, woman 
and child within the plan. 


Mr. Hower (Hamilton South): Mr. Chairman, a couple of questions have 
come to my mind. You say, cost plus $1.65? 


Mr. WILKINSON: Yes. 


Mr. HowE (Hamilton South): In other words, the druggist gets $1.65 for 
dispensing his prescription. 
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Mr. WILKINSON: Yes; he achieves this on every prescription. 


Mr. Howe (Hamilton South): Does he suffer any average loss by so doing 
over what he nets now with his retail price plus his dispensing fee, whatever it 
is, in the particular area in which he is working? 


Mr. WALKER: To start off with, Dr. Howe, you would have to know what 
each individual druggist’s volume was and what fee or gross profit method he 
was using and measure it in each case. It would be very difficult to come up with 
any kind of an opinion on this question. 


Mr. HowE (Hamilton South): But the thing is this: if anybody is taking any 
kind of loss on this it would be the retail druggist, not the manufacturer. I said 
“if” anybody is taking a loss. 


Mr. WALKER: Yes, because we are working on the manufacturer— 


Mr. Howe (Hamilton South): It does not hit the manufacturer at all; it hits 
only the retail druggist. 


Mr. WALKER: We are working on the manufacturer’s list price. 


Mr. Howe (Hamilton South): Yes. Although that does not change, the 
druggist’s retail price could vary. 


Mr. WALKER: Yes. 


Mr. Howe (Hamilton South): Now, just to hit this from the opposite angle, 
this cost seems to be an extremely variable thing. You are allowing cost as being 
list less 40 per cent. You accept that, and yet we found out in the investigation of 
librium, for example, that if it is bought in 5,000 lots the druggist gets it for 
$4.68, whereas at list less 40 per cent it would be $7.20, so he would, therefore, be 
making approximately another $2.50 over and above the $1.65 if he were buying 
it in 5,000 lots. 


Mr. WILKINSON: This is true, doctor. This prevails in many other items 
besides librium. 


Mr. Howe (Hamilton South): I am aware of that. I only exemplified this 
because I happen to know these particular figures, but there are many others 
where they are allowed 40 plus 10 plus another percentage on quantity buying, 
are there not? 


Mr. WILKINSON: Yes. As I stated before, it is necessary for the plan to havea 
standard set definition of cost or we cannot go into the monster—the computer 
—to do automatic pricing or pricing by projection. The usual cost to the 
pharmacist is list less 40 per cent, with the exception of special deals such as you 
mention, and with the exception of cases where the pharmacist is required, in 
getting dribs and drabs, to go to the wholesale and accept a price from the 
wholesale which, in effect would work out to be list less 25 per cent or 28 per 
cent. 

There are a great many of these cases, especially among the small communi- 
ty pharmacists, where they have to deal with the wholesaler. and where they are 
unable to exercise any leverage as the result of bulk purchasing. We have found 
by experience that we can live with the pharmacist and the pharmacist can live 
with us if we give him a straight list less 40 per cent across the board, let him 
accept the little additional profit he makes by buying his deal in quantity, and let 
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him lose some of that on some of the other items where he must fill in from his 
wholesaler. I will be the first one to agree that this is not a precise way of 
establishing cost. On the other hand, it is a very practical way and it is a way 
that has been accepted, and it permits us to operate. 


Mr. Howe (Hamilton South): Of course, I will not accept the premise of the 
word “‘little”. Two dollars and fifty cents extra over and above $1.65 is more than 
100 per cent of the profit that should have been made, so it is not a little item in 
many instances. 


Mr. WALKER: I think you are making an assumption there, doctor, that every 
pharmacy is in a position to engage in bulk buying in the way that you describe. 
Our point is that we must establish a cost in order that we can regulate it and 
computerize it. There is no point in trying to establish a cost based upon the 
buying power of the largest pharmacy chain in the country, because that would 
simply reduce the cost as far as the small individual community pharmacy is 
concerned and he would be put out of business. 


Mr. Howe (Hamilton South): Therefore your big druggist is going to be 
making more money, so this is no special deal; this is actually penalizing your 
small man. 


Mr. WALKER: Again doctor, dealing with the facts at the market place, that 
has not changed a bit. That prevails in any form of commercial enterprise in this 
country; those who sell more of something get larger discounts. We do not 
control that; we are simply saying that is the market place, we live with it. 


Mr. Howe (Hamilton South): That does not mean that I have to like it. 


Mr. WALKER: Oh, no. It does not mean that we have to like it either, but we 
have to live with it. That is the difference. 


Mr. Howe (Hamilton South): I hope that this Committee will prove that we 
do not have to, because I think this is very unfair. This happens in doctors’ offices 
with injectables, too. If you buy one you get a certain price; if you buy 3 you get 
another 10 per cent; if you buy 6 you get one free; and if you buy 12 you get 3 
free and another 10 per cent off. And this, to me, is penalizing the small doctor 
the same as this is penalizing the small druggist. He is making less money 
because he is unable to buy in large quantities, and yet he is doing the same 
work and putting out the same prescription with the same degree of effort—and 
perhaps more—and making less. I am not criticizing you. I am making a 
general comment on the economics of this country. 


Mr. WALKER: In reply to your general comment, if you can succeed in 
reducing that cost, that is fine with us because our price will go down automati- 
cally. We are only suggesting that you may not be able to achieve a significant 
reduction. 


Mr. Howe (Hamilton South): This is likely true, but still we bat our heads 
against this brick wall in an attempt to do something, do we not? By the way, I 
was not criticizing you and I do not want you to think I was. It is a system I do 
not like; I have not liked it for many years because I still think that what we are 
doing is penalizing the small man by our system. This is all I was commenting 
on. 

Do you have any restrictions on the type of drugs that can be prescribed? 
Do you have a formulary? 
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Mr. WILKINSON: No, we do not believe in formularies for reasons which, if 
you want to go into it, I will explain, but we do have exceptions, and these 
exceptions are contained on page 10 of this pamphlet. They fall principally into 
four or five categories. They are prosthetic devices and first aid supplies—and 
you may think it is unusual that we should put prosthetic devices in there. I am 
sure that in some cases there are physicians—and no reflection intended—who 
will prescribe a trip to Florida and write it on a prescription. We have had 
prescriptions for wooden legs, a wooden arms, braces and all kinds of things 
which are not really medicines. We do not pay for vitamins. The vitamin 
business is one of its own, and if we were to include vitamins—and I think the 
vitamin business in Canda today is roughly $40 million—we would really have 
the situation that Dr. Rynard was talking about; the doctors’ offices would be 
flooded with patients who just wanted their monthly supply of vitamins. 


We do not pay for proprietary or patent medicines which have a patent 
number on them for obvious reasons. In the first place, physicians do not 
precribe them; in the second place, it is not a prescription. 

We do not pay for medications which, although they may be on the open 
market, are normally sold in places other than drug stores. I am thinking in 
terms of mouth washes. You can name half a dozen of these television commer- 
cials that you are seeing today. We do not pay for these even though they are 
written by a doctor and signed as a prescription. 


We will not pay for birth control pills. We do not pay for any injectable 
medicine of any nature, insulin included. 


Other than these, we pay for almost everything in the compendium. It runs 
about 94 per cent of the prescriptions that are written. In spot checks that we 
have done there are about 6 per cent that turn out to be items in these four or 
five categories—this is prior to birth control pills, I should say. 


We have some control over the quantities that the plan is willing to pay for. 
This is not to say that we wish to dictate in any way what the physician may 
prescribe. We will pay for the smallest treatment package—sometimes called the 
smallest treatment package—and in this case I am thinking of such things as 16 
achromycin, 24 prostaphlin, 2-ounce bottle of bicillin, this type of thing that is 
packaged in a normal treatment. We will pay for this on any one prescription or, 
where there is not a small treatment package, we will pay for 34 days continuous 
use or whatever the doctor ordered, or whichever is the least of those three. We 
are always in hot water on this because somehow or other we get accused of 
trying to dictate the practice of medicine, and I go to great lengths to point out 
that we are not attempting to dictate, in any of these regulations, what the 
physician in his own judgment may decide that that patient needs. All we are 
saying is that in accordance with our premiums paid we are willing to pick up a 
tab for that much of it. 


Mr. Howe (Hamilton South): You say that it is limited to 34 days. You were 
talking earlier about cases of cystic fibrosis and I am sure that this medication is 
continuous. 


Mr. WILKINSON: It is limited to 34 days on one prescription, doctor. Then he 
can get the prescription again. 


Mr. WALKER: But he must go back to the doctor to have the prescription 
repeated. 
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Mr. Howe (Hamilton South): Oh, I see your point. You will allow the doctor 
to write one prescription for a 34-day treatment—say 100 tablets at the rate of 
three times a day which, in round figures, is 34 days—and then he must go back 
again. 


Mr. WILKINSON: Or the physician must authorize it in some legal way. 


Mr. Howe (Hamilton South): In other words, a renewal of a prescription by 
the druggist phoning, say, in the case of tranquillizers or some such thing as this, 
is allowed? 


Mr. WILKINSON: Yes, if it is a legal repeat. If it is a substance which 
according to the Food and Drugs Act, or the Narcotics Act, or the Control Drug 
Act that you may repeat by giving your permission on the telephone, we accept 
this. 

Mr. WALKER: In other words, as long as the doctor re-exercises the discre- 
tion; it is up to the doctor to say. “I want the patient to have this.” 


Mr. Howe (Hamilton South): Is there any limitation as to any make or 
brand? 
Mr. WILKINSON: Just what the doctor ordered. 


Mr. Howe (Hamiiton South): It is strictly what the doctor ordered. There is 
no restriction; in other words, that some drugs must be generic brands or 
anything like this? 

Mr. WILKINSON: No, sir. We refuse to get involved in the generic versus 
trade names controversy. 


Mr. Howe (Hamilton South): I was not trying to get you involved in a 
controversy; I was trying to get you to save money in some instances if this 
were possible. But then you would run up against the objections of the doctors 
in some instances. 


Mr. WALKER: The single point is this: If the doctor writes the prescription, 
what he puts down is what is dispensed, as it is dispensed in any other drug 
store or any other pharmacy on any other program. 


Mr. Howe (Hamilton South): I will not impinge on some questions that I 
think are going to be asked. 


Mr. ORLIKOW: I am not going to ask too many questions, Mr. Chairman. 


From what I have read of the brief and what I have heard of the testimony 
this is a good insurance plan as far as it goes. It works, I gather, in much the 
same way as non-profit medical insurance plans like P.S.I. in Ontario or: the 
Manitoba Medical Service in Manitoba. I can understand why the plan says that 
in order to participate a person has to be part of an occupational group in some 
plant or some organization where the monthly premiums can be collected. I can 
understand the difficulties that you indicated in answer to Dr. Rynard’s question 
in respect of enrolling a whole municipality because if a municipality cannot, 
and I am sure it cannot by law require every person to pay three or four dollars 
a month, then, or course, they cannot make the payments and you could not 
finance it. I am favourably impressed by what you are doing on a voluntary 
basis. 

At the same time I am.a little concerned with what I detected as a note of 
defence of parts of the industry with which you are not really concerned. I think 
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it was Mr. Walker who said that if his wife had not had antibiotics she would not 
be alive and therefore the price was not too important. That is true up to a point 
but if a person has to take a drug regularly—and there are many people who 
have to take cortisones, tranquillizers and in some cases antibiotics, and they 
have to take them for a long period of time, if not for life—then the question of 
what they pay becomes very important. I was looking at some testimony given 
before the Kefauver Committee a few years ago, Mr. Chairman. I am just going 
to give one example. Before that Committee, McKessons and Robbins, which is a 
big company in the United States, testified that a person taking prednisone, 
which is one of the important forms of cortisones, and buying a hundred a month 
of their product from a retail druggist, would pay about $3.50 a month; if they 
used one of the brand names put out by Schering or Upjohn or Merck they 
would be paying $27 a month. The difference between $3.50 and $27 a month to 
most people, and particularly to the kind of people that your organization serv- 
ices, the wage earners, that is a very substantial amount of money. I am not 
saying it is your fault. All I am saying is that this question of whether drugs can 
be supplied to the consumer at lower prices is very important. I can understand 
your point of view and as an ex-druggist I can understand the retail druggist’s 
point of view, that it is not for him to substitute a generic brand when the doctor 
prescribes a brand name; that is something that the doctor has to do. I can 
understand that, but I am a little concerned when you, as I listened to your 
testimony, seemed to indicate that these things were not important. 


Mr. WALKER: If I may be so frank, I think you put some intent into some of 
my wording that was not there. When I made the reference to the antibiotics for 
my wife I simply tried to pose the difficulty that arises when you discuss that 
question. For example, you put the problem very neatly because on the one side 
you have the problem that if the drug is required, the cost of it does not matter, 
if that is what is going to keep you alive. On the other hand, the ever difficult 
aspect of the same question is, what are you going to do if you are going to have 
to spend the rest of your life on it, which is the point you made. I was simply 
making the point that that question is extremely difficult to decide. I am not 
arguing the subject in defence of anybody. In our view what we have said is that 
the real issue is to provide to the public those drugs which they require, whether 
they require them for a short term or a long term period, and permit them to 
budget their cost so that they are not concerned with the individual cost on a per 
dosage basis. That is what the plan does. We are not here in defence of anything; 
we are here to show you how, in fact, we resolve that very problem, and in 
effect, what I am saying is that I agree with you that the real key question is, 
how can you provide the drug for somebody who has to have it over a long 
period of time. Once you put this plan into operation and again, being frank, the 
issue of the cost per dosage fades away. The man who is paying his premium 
does not concern himself with the cost on an individual basis any more than I 
who am a subscriber to the Windsor Medical Service, a prepaid medical plan, 
have any interest at all in what the doctor charges for the service he provides. 
What I am concerned with is the amount of my monthly payment. 


Mr. OrLIKOW: Well, I agree completely and to the extent that you have 
control, and to the extent that people belong to your plan, the threat of fantastic 
costs because of major illnesses, difficult illnesses and prolonged illnesses is 
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lessened and it is evened out, and for this I think you deserve a great deal of 
credit. But I suggest to you that if the drug companies are making too much 
money, or if the patent system produces a situation whereby Canadians pay 
more for prescription drugs than anybody else, or if the cost of getting the 
information to the doctors who write the prescriptions is to be reduced from the 
30 per cent, which the drug companies have testified it is roughly, to something 
much lower and much more manageable so that the cost of the prescriptions 
would go down, as a result of which your premiums could go down, then not 
only would the ordinary citizen who does not belong to your plan benefit but 
even your members would benefit because if the cost were reduced by a third 
then your premiums would go down, obviously. Is that not correct? 


Mr. WALKER: If the cost were reduced by a third, yes. 


Mr. ORLIKOW: I am not going to belabour this because there is not much 
point of my debating with you drug costs which are attributable to the manufac- 
turer. You are the servicer—I am not saying this in a critical sense—and at the 
level you are working I think you are doing a good job; if you were not you 
would not get the co-operation of management and labour which you are. I 
know, for example, that your plan is going into operation at Thompson. I know 
the steelworkers organization there very well. They are very tough hardheaded 
negotiators and I am sure that before they agreed to including your plan as part 
of their package in their most recent agreement, they looked at it very carefully. 
I am not being critical of that at all. If I took something you said out of context, I 
am sorry, but I want to nail down that the larger questions of cost are really not 
within your purview. This is the important point I want to make. 


Mr. WILKtnson: If I might just nail that down, Mr. Chairman, the official 
view of prescription services is simply that as a fiscal agent for both the 
pharmacists and the patient, we are most interested in being able to provide for 
him whatever the doctor orders at the least possible price; and we are as 
concerned, or more concerned than the members of this Committee that there is 
a great disparity in prices in certain items, as you mentioned. We are more 
concerned, I say, because we actually are paying the money out of the bank 
while perhavs you gentlemen are not concerned, except with your own private. 
purchases. We are spending something in the order of $125,000 a month for 
pharmaceuticals and we would be delighted if we knew of some way in which 
we could reduce the cost of the ingredient that goes into the prescription without 
resorting, as we have been so often asked, to a formulary, which I believe to be 
interference with the practising physician, without insistence on generic terms 
which I believe to be outright interference with the physician. On these two 
matters alone we could easily pass a regulation within our organization and say 
that we will only pay on the basis of generics. We could easily pass a regulation 
and say that we will only pay for such things as are listed in this compendium. 
We do not feel that this is the right thing for the plan. We do not feel that this 
gives the people freedom of choice and we feel that it is an outright interference 
with the medical profession. We would hope that you ladies and gentlemen 
would be able to find some way in which the disparity of prices in the future 
can be brought down. We are actually looking toward you and to you in the 
hope that your recommendations will at least get the 12 per cent sales tax off so 
that we will not have to raise premiums. 
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Mr. ORLIKOW: Mr. Chairman, I think we at least have an understanding of 
both sides. I can understand the feeling of this organization, that it is not for 
them to dictate to the doctor. Not only would it be resented by the doctor, but I 
am sure it would lead to difficulty between the patient and the doctor if the 
patient had to go to the doctor and say, ‘Look, the prescription that you wrote 
cannot be filled and paid for by the plan to which I belong.” I think that there is 
some question of what drug is used, and I think this has to remain with the 
doctor. If this Committee or the department feels that generics should be more 
commonly used, that is something which we will have to apply ourselves to 
accomplishing; but I did want it on the record and I am satisfied to have on the 
record my feeling that the question of the cost which lies with the manufacturer 
is something which we still have to examine very carefully. 


Mr. BRAND: Mr. Wilkinson, I have a few brief questions here. At page 15 you 
say, “we might say that the Green Shield plan is unique.” I am a little curious 
then why you continue comparing yourself to the Windsor Medical Services, 
Blue Cross and all this sort of thing if you are the only one. 


Mr. WILKINSON: We are the only prescription plan on the North American 
continent on a prepayment basis. We are modelled after the general administra- 
tive organization of Windsor Medical and P.S.I. 


Mr. BRAND: You say that no plan for the prepayment of prescription drugs 
exists upon the North American continent with the exception of Green Shield. Is 
that correct? 


Mr. WILKINSON: Prepayment, yes. 


Mr. WALKER: The Windsor medical does now offer a prescription side, but 
we are saying that this is the only prepaid prescription plan per se. 


Mr. BraAnp: I am afraid you lost me. 


Mr. WALKER: There are other plans in terms of medical services which 
provide for prescriptions, and Blue Cross is one of these; Windsor Medical does 
provide an area. But the only thing that this plan is concerned with is the field of 
prescriptions alone. The other plans are essentially medical service plans, origi- 
nally. 


Mr. BRAND: But do they not provide prepayment as well? 


Mr. WALKER: No. It depends; Windsor Medical happens to be prepaid, but 
Blue Cross, as you know, is a reimbursement program. 


Mr. BRAND: So there are a few others than yourself? 


Mr. WILKINSON: If I might say, Windsor Medical is a prepayment plan. 
Their extended health care, as far as pharmacy benefits is concerned, is an 
extended health care plan with a very large deductible of $50 a person, which 
must be overcome first. 


Mr. BRAND: Do you think the setting up of this plan has resulted in the 
lowering of costs for the average subscriber to your scheme? 


Mr. WALKER: We have no way of judging that. All I can tell you is that a 
single man pays $1.90 per month, which is $18.00 a year; the maximum family 
runs something on the order of $68 per year, and in between lie the other various 
families. 

25516—23 


1862 DRUG COSTS AND PRICES January 17, 1967 


Mr. Branp: I think there is a way of judging it from the Canadian Phar- 
maceutical Association figures of the average cost of prescriptions; but you say 
that as a result of the methods you were using throughout your scheme that the 
average cost of prescriptions per capita is lower than the average, say, in Ontario 
or other provinces where you are operating. 


Mr. WALKER: The only problem with that, Dr. Brand, is that this presumes 
we are comparing apples with apples. 


Mr. BRAND: But there are different kinds of apples. 


Mr. WALKER: Yes, but we have found, when for instance we were trying to 
compare this program with other surveys, that they have not necessarily been on 
the same premises, the same assumptions; we are just saying that statistically 
we cannot prove it one way or the other. What we have attempted to give to you 
has been supported by statistical evidence which has been very carefully com- 
piled. On what we have not compiled we do not want to say that we will give 
you an expert opinion that it will be this or that or something else; we just do 
not know. 


Mr. BRAND: What is the average cost of a prescription as paid for by P.S.1.? 
Mr. WILKINSon: It is $3.438 plus 35 cents that the pharmacist gets. 

Mr. Branpb: And $3.43 plus 35 is about $3.80. 

Mr. WILKINSON: It is $3.79. 


Mr. BRAND: The average across Canada would be somewhere in the nature 
of $3.56, so you are actually higher. 


Mr. WILKINSON: On the basis of those figures, if that were the end of it, we 
are probably 18 or 19 cents higher. This leads us back to Dr. Rynard’s question of 
what happens to your utilization prescriptions per person per month and what 
happens to the size of the prescription that the physician writes for the patients 
who are on the Green Shield Plan on continuing medication. So immediately you 
introduce those two variables, the most important of which is the size of the 
prescription. It is general practice in areas where Green Shield is widespread, 
such as in Essex, Kent and Lambton counties where we have about 1 out of 
every 3 people in the plan, that wherever a person is on continued medication, 
the physician knows that this patient is on continued medication and will write a 
full month or three months’ prescription—in other words, one month and two 
repeats. They will give the full 34 days. I am speaking now of such things as 
hypertensives, the cardiac-insufficiency medications, thyroids, diuretics and so 
on. So the size of the prescription, instead of being what the patient can pay for 
in two weeks becomes a month’s supply; a $4.00 prescription now becomes an 
$8.00 prescription. We have no way of knowing what the effect of this is and, 
frankly, although this has been asked of us now at every one of five inquiries 
that I have appeared before—and we could spend a lot of money in researching 
this—our board can see no useful purpose in us doing it, as far as we are 
concerned, and spending $30,000 to research this, because it would be of no 
benefit to us. I cannot answer your question because of the variables, but we are 
very close together in spite of it. 


Mr. BRAND: From what you have said, would you say it would be true that 
there was some degree of over-utilization as a result of this prepayment plan? 
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Mr. WILKINSON: I do not like the word “over-utilization”, doctor. 


Mr. BRAND: I will change the word. Let us say that there is a much greater 
tendency toward ordering more prescriptions when they are all going to be paid 
for. 

Mr. WALKER: If you said, if there is an “increased” utilization, yes. 


Mr. Branp: All right, but I think there is as a result of this. 
Mr. WALKER: Who is going to judge whether there is over-utilization? 


Mr. Branp: I do not argue that; “increased utilization” is a much better 
term. 


Mr. WILKINSON: Yes there is, in the same way as you have an increased 
utilization in hospital beds and an increased number of people sitting in the 
waiting rooms since OMSIP. 


Mr. BRAND: You made a point of mentioning the fact that you covered cystic 
fibrosis cases, and Dr. Howe opened the door on this. I was a little surprised to 
note that when you were talking about injectables, you excluded all insulin 
substitutes. 


Mr. WILKINSON: Yes. 


Mr. BraAnpb: I am a bit curious about this, because surely the idea of such a 
plan as yours is to help overcome the continuing costs, particularly the large 
costs, and you use those who do not use as many prescriptions to make up for 
those who use a lot. Certainly in maturity onset diabetes where oral insulin—and 
that is a bad term to use for them—substitutes are prescribed, it would seem to 
me that this would be a very real field that you should be covering. Frankly, I 
am very amazed that you are not covering it. 


Mr. WILKINSON: May I say in answer to that, Dr. Brand, that the Green 
Shield plan is not a perfect plan; it has a number of imperfections. The premium 
structure was devised prior to the introduction of the oral hypoglycemic agents. 
They were not invented when we “struck” this premium. We suddenly found 
ourselves faced with $13 per hundred if we permitted this on 100 a month ona 
continuing basis. 


Mr. BRAND: Does this mean that if any newer things come out worth this 
sort of money that they will be excluded as well because of this? Is this not what 
you are suggesting? 


Mr. WILKINSON: Could I just finish my thought? 
Mr. BRAND: Sorry. 


Mr. WILKINSON: We wanted to cover these in the worst way and we were 
able to do a year’s test run in a plant at Sarnia. We supplied the oral hypo- 
glycemic agents to all of the subscribers in the Prestolite factory in Sarnia for 
one solid year, and then we put the results through a machine. We found that in 
order to supply those people with the oral hypoglycemic agents at today’s prices, 
it would require an increase in premium of 4.6 cents per person. There is not 4.6 
cents per person in our surplus structure at the moment. There will be an 
increase in premium as time goes on—I am certain there will be an increase in 
these premiums—and we would hope to be able to include the oral hypoglycemic 
agents in the next premium rise to answer this particular need. 
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Mr. WALKER: You might be interested to know that we have agreed to 
maintain the premium structure for a fixed period of time. That is why it will be 
taken into the next premium structure review. 


Mr. BRAND: Would it not have been better in your memorandum to say that, 
rather than to have said: 
(b) Less than 2 per cent of the population are diabetics and less than 1 
per cent use insulin. Since it is not prescribed but bought on a 
continuing basis over the counter— 


And incidentally this is news to me; maybe it is true in Ontario but it certainly is 
not in my province. 


——the abuse and trafficking in this product require it to remain out of the 
plan. 


This is your statement. 


Mr. WILKINSON: We are speaking now of injectable insulin, not the oral 
hypoglycemic agents. 


Mr. BRAND: I was not aware that abuses and trafficking were going on and I 
am rather curious about this. 


Mr. WILKINSON: Here again, I say I spent 34 years handcuffed to a dispens- 
ing counter, and I can assure you that if there is any way of person A enrolled in 
the plan obtaining insulin without any doctor’s order, simply on a continuing 
basis over the counter for Aunt Sarah or Aunt Mabel or the lady next door, it 
will be done. 


Mr. BRAND: It is certainly not true that you can buy oral hypoglycemic 
agents across the counter. 


Mr. WILKINSON: I was not speaking of that; I was speaking strictly of 
insulin. 


Mr. BRAND: In your memorandum you make the statement that “the use and 
cost are consequently impossible to control’ with reference to injectables ad- 
ministered by a physician. Is it not possible that if a certain injectable prescrip- 
tion was given for them to the patient and purchased from the pharmacy that the 
use and cost of such would be very easy to control under that basis and that this 
cannot be the only reason why you do not wish to cover them? 


Mr. WILKINSON: They are administered, in most cases, by a doctor, and I 
might say, Dr. Brand, that this is one of the places in the early stages of the plan 
where it almost hung up. I sought the advice of the executive of the Essex 
County Medical Society on it. It was their considered view at that time that we 
would be very wise to exclude injectables, and although it would work a 
hardship in some cases, that in most cases it would be impossible to control; and 
since the plan is in no position to pay a physician, because he is not a pharmacist 
and we do not pay physicians, there was no way of paying for this medicine 
administered by the physician. It was upon the advice of the executive of the 
Essex County Medical Society that this was left out. In my view it was wise 
advice that was given to us. 


Mr. BRAND: In other words, it would have cost far too much money. 
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Mr. WILKINSON: Dr. Brand, we can design a premium for anything. The 
point is, where are you going to price yourself out of the market? The more 
benefits you put in, then the higher you build the premium—and this can be done 
actuarially. We can put anything you want in there, including a trip to Florida, 
but when you have done this, you have your premium to a point where neither 
management nor labour will consider it as a fringe benefit, and your work has 
been in vain. We have discovered that we can provide a plan which is far from 
perfect but, on the other hand, it will handle something in the order of 94 to 95 
per cent of all of the drugs that a physician normally prescribes and average the 
cost of these over time and over the population for the subscribers. 


Mr. BRAND: Thank you very much for that answer. Are you a non-profit 
organization? 


Mr. WILKINSON: We are a non-profit organization. 
Mr. WALKER: A corporation without shared capital under Ontario law. 


Mr. BRAND: What you have been pointing out more or less in the last few 
minutes, and correct me if I am wrong is the drastic cost that would result if all 
drugs were covered under some sort of a scheme. 


Mr. WILKINSON: I think this follows. 


Mr. Brann: Is that not a very important point to make? As you said, you can 
price yourself out of the market if you covered everything. There have been 
proposals put before us, and we have all heard them, about paying for all the 
cost of prescription drugs such as in the United Kingdom. With your experience 
as a non-profit organization, and with the experience in the spiraling of costs, 
the more you add, could you envisage financial difficulties with such a scheme, 
if everything was covered? Is that a fair question? 


Mr. WALKER: I do not think that is quite what we are saying. What we are 
saying is this: We can create a premium structure which will incorporate all of 
these but people, and after all that is who we are dealing with, will not pay that 
premium. In any management-labour bargaining there is always a consideration 
of cost. Particularly when management undertakes to pay the Green Shield 
premium as a fringe benefit, it is quite concerned with cost. So is labour because 
they know if the cost of the package is too much they cannot get management to 
buy it. We are simply saying that the premium structure has to be related to the 
capacity of people to undertake them. 


Mr. BRAND: It has to be realistic. 


Mr. WALKER: Realistic, right. We did not feel, if we built in these other 
provisions, that it would be realistic. 


Mr. BRAND: You have chosen a method of payment from the pharmacist: 
cost plus dispensing fee. Do you find that the pharmacists are satisfied with the 
$1.65 they receive? 


Mr. WitKrnson: I do not know quite how to answer that, Dr. Brand. It 
depends on the volume of business that the pharmacist is doing. I am not trying 
to hedge your question at all. We in Essex county, as I said, have one in three. 
We have one store, for instance, that last month filled 1,343 Green Shield 
prescriptions and this was about one-third of his business. Now he is delighted 
with $1.65 on top of his cost and the extra work in filling out the pharmacist’s 
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charge card, which is an IBM card requiring a copy of the prescription and other 
data, is no problem to him at all. However, if you go to some other district where 
we have very few subscribers and the pharmacist does anything from one to 25 
prescriptions a month in the plant, it is a beastly nuisance; he does not like filling 
in the forms and he does not remember from one filling to another how to fill 
them in, and he is the very fellow who gets a Librium prescription which he 
could get $12 for, but for which he can get only $8.70 from us. Automatically, he 
is pretty annoyed about it and lets us know in no uncertain terms. 

To answer your specific question, I do not know of any pharmacist anywhere 
who is happy with $1.65. They want much more than this because they feel they 
are entitled to much more than this, and perhaps they are. I am sure that if we 
offered them cost plus $5 they would gladly take it. On the other hand, depend- 
ing on the volume they are doing, they are well satisfied to reasonably well 
satisfied to not so satisfied to just plain angry. 


Mr. WALKER: To turn it around another way: in areas where the plan has 
heavy membership, we do not find any member pharmacies withdrawing from 
the plan. 


Mr. Branp: This was the point I was wondering about. You mentioned you 
had covered completely one town in Manitoba. 


Mr. WALKER: Yes, Lynn Lake. 

Mr. WILKINSON: We have everybody who works for the mine there. 
Mr. Branp: Is there a druggist there? 

Mr. WILKINSON: One druggist. 

Mr. Branp: Is he making a living at it? 


Mr. WILKINSON: If you hand me that blue book I can tell you what his 
month’s account is. I do not know whether it should go in the record. 


Mr. BRAND: I do not really think we should put it in the record. 


Mr. WILKINSON: If you are asking, is he making a living; he is making a 
very fine living. 


Mr. Brann: Of course that is the one point I wanted to make. So on $1.65 it 
seems they can make— 


Mr. WALKER: Excuse me. Remember this, though—and we have no control 
over this: If another druggist moves into Lynn Lake he can become a member of 
the plan. There is no restriction on membership. Presumably he does rather well 
because of the fact he is the only druggist there, but if three other druggists 
move in and they all become members of the plan, then presumably it would be 
a different matter. 


Mr. Brann: I am willing to accept that. However, we have had evidence that 
some of the druggists who have had a great deal of difficulty making a living are 
those in the smaller towns; so naturally if I find one in a small town who through 
some particular scheme is making a very particular good living naturally I am 
pleased—particularly when the Canadian Pharmaceutical Association came 
before us and said it was tough on some of these in the small towns. 


Mr. WALKER: Of course this is purely a matter of opinion, I would have 
thought that those in the larger urban areas would have the greater difficulty 
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because they face much more competitive pricing. Certainly that is the expe- 
rience amongst my clients. 


Mr. BRAND: Well it certainly is not the experience from the evidence before 
this committee, particularly when you see variations between $1.98 for 25 10 
milligram Librium all the way across to $5.95 for the same prescription. It would 
seem to me that this really is not too valid. This brings me, incidentally, to 
another question. You have worked out this method of cost plus dispensing fee 
and I know it is used in a few other places, in small areas. 


The CHAIRMAN: Toronto is not a small area. 
Mr. Branp: Is it used all over Toronto? 
The CHAIRMAN: Pretty well now, I think. 


Mr. BRAND: Well I would be very happy to put on the record some of the 
prices out of Toronto, Mr. Chairman, if you would like, and they certainly do not 
build that up. It cannot be true all across Toronto. 


Mr. WALKER: Do not forget, doctor, when you say cost plus professional fee, 
we are establishing under our system a method of cost but someone else is using 
the professional fee basis. Also, it depends on two things; first of all, the amount 
of the professional fee and, second, the manner in which he calculates cost. 


Mr. BRAND: Oh. 
Mr. WALKER: His calculation of cost could be different from ours. 
Mr. BRAND: Give me some examples. 


Mr. WILKINSON: Well there is very heavy pressure on me right now to 
change our cost from list less 40 to list less 33-1/3 because the pharmacist feels 
that in cases where he has to buy from wholesale houses he gets considerably 
less than a 40 per cent discount and that on these particular cases he is losing, 
and that he should not lose but the patient should pay. I came from a meeting in 
Toronto yesterday where every second person I spoke to is rather critical of 
what they consider to be our rather high-handed and arbitrary way of assigning 
list less 40 as a cost. 


Mr. WALKER: Of course the other thing is that it depends on what the 
professional fee is. Now this ranges from perhaps $1 to $2.50 and, of course, I 
think there perhaps are some who use a combination of the gross profit system 
and the fee. So it depends on what premise you are working. But I believe that 
the use of the professional fee has received, we will say, the general approval 
of the College of Pharmacy. Right? 


Mr. WILKINSON: Oh yes. 
Mr. WALKER: It was Professor Fuller who first developed the concept. 


Mr. BRAND: Well that, of course, leads to my question. You mentioned that 
you could not think of anyway you could reduce the cost of drugs, much as you 
would like to. Certainly that is the dilemma we are all in. Do you think the 
general cost of drugs would be reduced by utilization of some method of cost 
plus a professional component? 


Mr. WALKER: If you were able to develop a method within— 


Mr. BRAND: Let us say the method proposed. 
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Mr. WALKER: —the existing framework of law which was enforceable to 
determine or regulate, if I could use that word, the cost. In other words, if cost 
goes down under our program inevitably the premium cost would go down or 
would maintain its level, but the question is: how do you regulate cost? 


Mr. BRAND: Surely the pharmaceutical profession can regulate its own self. I 
mean if you came to an agreement in the Canadian Pharmaceutical Association, 
for example, on a method of determining cost which would be acceptable to a 
majority of the members, and a professional fee which would— 


Mr. WALKER: I believe, doctor, that some of the gentlemen in Ottawa from 
the Restrictive Trade Practices Commission might be chasing us. All we would 
be doing is sitting down together and agreeing to fix prices. I believe the 
government does not like this. 


Mr. ORLIKOw: It is also against the law. 

Mr. WALKER: Yes. 

Mr. BRAND: So you do not think this is feasible then? 
Mr. WALKER: No. 


Mr. BRAND: The pharmaceutical association has suggested it, so I am a little 
surprised. 


Mr. WALKER: Well we do not always agree with the pharmaceutical associa- c 
tion. 


Mr. BRAND: You see they are not really fixing prices there because they have 
decided on different professional components across the country, depending on 
the areas, as you will see in their brief. 


Mr. WILKINSON: I think it should be made clear here that although I am a 
pharmacist I do not speak for any pharmacy association. Although I am a 
member of the CPHA I am not speaking for the CPHA. 


Mr. Branp: I am not asking you to do so; I am merely asking for your 
opinion as head of what is, apparently, a very successful and very worthwhile 
organization. You surely must have some idea with regard to this area. 


Mr. WILKINSON: We are speaking from the point of view of administrators of 
a prepaid plan and in some cases this cuts right across what the CPHA think to 
be their best interests right across what the OPA think to be their best interest 
and I think in some cases it cuts right across what the manufacturers believe to 
be their best interest. But we are trying to give you the benefit of our several 
years of experience in a unique plan where we believe that under certain 
conditions certain things can be done. 


Mr. BRanpD: By the way, have you been visited by any officials of govern- 
ment? I notice you are fixing prices in that you have them sign an agreement to 
accept a certain type of thing? 


Mr. WALKER: Yes, the restrictive trade practices. 


Mr. WILKINSON: Mr. MacGregor of the restrictive trade practices visited us 
at the time of the inquiry. He visited our office and went completely through our 
pricing arrangements. 


Mr. BRAND: He did not think you were fixing prices? 
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Mr. WILKINSON: There was nothing further. We were not called and we 
were not cited. 


Mr. BRAND: So really the statement about worrying about the whole thing is 
not really too valid then? 


Mr. WILKINSON: No, because we are not fixing prices in collusion with 
anyone else. We simply say: If you wish to dispense within this plan—and there 
is no compulsion for you to dispense in this plan—these are the conditions under 
which you shall. Now if we got together with Blue Cross, with PSI, Pharmacare 
or any other organization which may come along in the future, and agreed upon 
a price, Iam afraid we would be violating the law. 


Mr. BRAND: Thank you very much. 


Mr. Howe (Wellington-Huron): On page 11, two-thirds down the page, it 
States: 
Portion of 35 cents direct payment— 


on each month. How do you arrive at the 11 cents in this situation with a 
standard industrial group? 


Mr. WILKINSON: What we are trying to do in that column under Standard 
Industrial Group is to give you a breakdown of that $1.44. If I could give it to 
you from the top it is: 66 cents paid to the pharmacist for ingredients; 41 cents 
paid to him as a dispensing fee and that 41 cents is that portion of a prescription 
that a patient gets a month. If you will recall earlier, I said that the utilization is 
.3171 of a prescription per person per month. So if you divide his $1.65 fee by 
.3171 you get the 41 cents. Now since the patient says 35 cents at the time of the 
filling of the prescription but he only gets .3171 of a prescription each month, 
then to get this into person month coverage again you must divide the 35 cents 
by .3171, which comes out to 11 cents. 


The CHAIRMAN: I am sure that is clear. 


Mr. WILKINSON: The key to all utilization data has to be on the basis of 
person month of coverage. 


Mr. WALKER: What we are talking about is this. You end up with .3 of a 
prescription and it is 35 cents for each prescription, so the 11 cents represents 
roughly .3 of 35 cents, and that is all. 


Mr. ISABELLE: Say I prescribe two tablets of morphine will the patient have 
to pay 35 cents to the druggist? 


Mr. WILKINSON: Yes sir. 

Mr. ISABELLE: And the druggist will receive a professional fee of $1.65? 
Mr. WILKINSON: Yes sir. 

Mr. ISABELLE: And the total prescription will cost about 28 cents? 


Mr. WILKINSON: Yes sir. If you are wondering about the justification of this, 
take the other end of the scale: for a $22 prescription he still only gets the $1.65. 


Mr. WALKER: We felt, for instance, if you were to work it on a sliding tariff 
related to cost that you mix two things. First of all, we are taking about a 
professional fee for a professional service. But the second thing is that you 
would, in effect, penalize the person who requires the expensive drug by hitting 
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him with a whacking fee; so, in effect, the $1.65 is an averaging in cost of the 
whole spectrum of it. 


Mr. ISABELLE: I think, Mr. Chairman, that the manufacturers must be very 
Satisfied with this plan, also the pharmacists, the people and, of course, the 
doctors are delighted. It is not because it is the only one; it is the best one. 


The CHAIRMAN: Are there any other questions? 


Mr, WILKINSON: Could I just say, in response to Dr. Isabelle, that we have 
received no support in anyway, shape, or form—lip service or otherwise—from 
the pharmaceutical manufacturers. It is impossible to get an appointment with 
them to go before their board to even explain the plan. I can only take it from 
this that they are not too happy with our plan, and that perhaps they may see in 
this type of plan a growing threat to their own enlightened self-interest. 

Mr. BRAND: You had better explain that one. 


Mr. WALKER: Well, I think it would be better perhaps if we restricted it to 
this: since they do not seem to want to talk to us, presumably it must mean 
they do not approve of the plan. 

Mr. BrRanp: That is pure presumption. 

Mr. WALKER: Actually I think that we might better put it this way: this 
plan was developed mainly by the pharmacists in Essex County: it. was a self= 
help, pull-it-up-by-the-boot-straps operation; they got no support from anybody 
except pharmacists and, I might add, they did not seek any support from 
anybody—and oddly enough, they are not today seeking any support from the 
government, which seems to be where everybody seeks support, We did not ask 
for any aid, and we did not get any aid. 


Mr. Branpb: For the life of me I cannot see how this could harm any 
enlightening self-interest, as you put it, of the manufacturers. How can this 
possibly relate at all to them? They are getting their money; they are selling 
their products. 


Mr. WILKINSON: I rather wish I had not said that. 

Mr. WALKER: I was going to suggest, Mr. Wilkinson, on the advice of counsel 
that you should get out of this. But let us put it this way: that is really a matter 
of opinion as to the situation of the Pharmaceutical Manufacturers’ Association. 
What we have tried to do is talk about stuff we know about; the rest of it is 
simply a matter of conjecture, which would be better off the record. 


Mr. BRAND: Well if this is something you do know about, why did you want 
to see them in the first place? 


Mr. WALKER: Oh, because it is new, and to explain the plan; we have been 
talking about it to a great many people over the last 10 years. 


Mr. BRAND: What advantage would there be? Were you looking for some 
cheaper prices from the manufacturers? 


Mr. WALKER: I think, originally, we perhaps were looking for a little 
financial support. 


Mr. BrRAnp: I see. 
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Mr. WALKER: You see, at the outset we received financial support from the 
Essex County Pharmacists, each of whom put up $150 on a 10 year repayment 
program without interest. Then we received additional financial support from 
the Ontario Pharmacists’ Association, and we would have welcomed some sup- 
port from the Pharmaceutical manufacturers. In all cases, by the way, this is 
support without any strings; we are not interested in having anybody take over 
the plan. 


Mr. BRAND: In retrospect, do you not think, that it was better you did not 
receive support? 


Mr. WILKINSON: We are delighted. 


Mr. BRAND: Then there was no suggestion that there would be any tie-in 
with the manufacturing group, and you are very much better off the way you 
are. 


Mr. WALKER: We agree with you, based on hindsight. Let me put it this 
way: Mr. Wilkinson worked, ostensibly, as the paid president of this plan on a 
part time basis at $100 a month for eight years, so we could have used some 
financial support. 


Mr. WILKINSON: We are glad we did not. 


The CHAIRMAN: For the record, did the plan not operate at a loss for some 
period of time? 


Mr. WALKER: Oh yes. 
Mr. Branp: Well, all the more power to you. 
Mr. ORLIKowW: At a loss to whom? 


Mr. WALKER: In effect, a loss to the pharmacists who put up the original 
support loan. In other words, each pharmacist in Essex County—88 of them, I 
believe it was—put up $150 each; that is where the loss was. By the way, we 
were always in a position to pay the benefits; they would have come out of the 
pharmacists’ hide. 


Mr. ORLIKOW: Have you repayed that money to the pharmacists? 


Mr. WALKER: No, but it will be repayed this year. It is due in August 
of 1967. 


Mr. WILKINSON: These repayments are due in 1967 and early 1968 and these 
monies will be repayed. There is a natural tendency for people or organizations 
who are perhaps in the same discipline but in different phases of it, to be 
suspicious or to have a certain fear of the growth, and with the growth, the 
power of another organization. I refer to our present policy of being utterly 
opposed to formularies and generic prescribing per se; I think that it would be 
quite in order for other disciplines of pharmacy to be a little worried as to 
whether we will change our view on this, and perhaps cause some embarrass- 
ment. 


Mr. WALKER: All of which, summed up, means that this program has 
disturbed the status quo of the various members of the pharmaceutical discipline 
over a period of years. 


Mr. Branp: Not of the subscribers? 
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Mr. WALKER: No; the subscribers enjoy the plan. 


The CHAIRMAN: I would say in conclusion that if some of your words 
regarding other organizations and their intentions have been misinterpreted by 
yourselves, I am sure you will hear about it in the near future. The proceedings 
of these meetings are fairly well attended by various parties. 

Are there any other questions? If not, we would like to thank Mr. Wilkinson 
and Mr. Walker for appearing before us today. 

Before we adjourn the meeting, there are several things I would like to 
mention. First of all, there is no meeting any day during this week. At the next 
meeting we will have a return visit by officials from the Canadian Phar- 
maceutical Association; they are bringing drug store representatives from as far 
away as Halifax, and the president of their organization from Vancouver will be 
here. We are holding that meeting after orders of the day at approximately 3 
o’clock or 3.30 this coming Monday, and also at 8 o’clock that night, if necessary. 


Mr. BRAND: Will Mr. Lawson be here. 


The CHAIRMAN: Mr. Lawson is from Halifax. However, there will be a 
meeting of the steering Committee this week; Mr. Orlikow has sent a notice of 
motion to the Chairman of the Committee—a motion which he could not present 
this morning—dealing with the request to some of the companies for financial 
information. Both Dr. Rynard and Mrs. Rideout have asked the Chairman if we 
would consider having Dr. Hilliard come before the Committee; his report has: 
been discussed many times and Dr. Rynard, Mrs. Rideout— 


Mr. BRAND: You can add my name to that list. 


The CHAIRMAN: —and Dr. Brand, and I think most members of the Com- 
mittee would like to have the opportunity to talk to Dr. Hilliard about this. 


Mr. BRAND: He is my old chief; I should talk to him. 


The CHAIRMAN: Even though we graduated, at different times I also was a 
student under Dr. Hilliard. 


The meeting is adjourned until next Monday, except for the steering 
Committee which will meet later this week. 
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APPENDIX “A” 


BRIEF 
TO THE SPECIAL COMMITTEE ON DRUG 
COSTS AND PRICES 
by 
PRESCRIPTION SERVICES INC. 


(Operating the Green Shield Prescription Plan) 


.1 The purpose of this Brief is to suggest and enlarge upon the following 


(a) We suggest to the Special Committee that without an adequate 
definition of “The Cost of Drugs” it is difficult, if not almost impossible to 
develop an effective program to reduce the price of drugs. 

(b) The impact of the 11 per cent Federal Sales Tax upon the cost of 
drugs has been an area of special concern to the Committee. We have set 
out herein an appraisal of this effect from our own statistical records. 

(c) We suggest that whatever economies may be effected, the reduc- 
tion in the cost of drugs will not in itself be significant. We further suggest 
that any such reduction, when spread over the whole population would be 
expressed in pennies per month of savings. We make these suggestions 
assuming the implementation that all of the economies that have been 
suggested to this Special Committee and to other similar Commissions and 
Inquiries concerned with the problem over the past 10 years. 

(d) Based upon our actual operating experience we should like to 
outline to the Special Committee our view that the people of Canada are 
most concerned about two aspects of the problem of drug costs. 

These are: 

(1) In the first place, people are concerned with the unevenness of the 
burden of drug costs, (whether they are expensive or in-expensive 
per dosage), as those costs relate to certain persons or categories of 
persons in our population: 

(2) In the second place, people are concerned with the unevenness of the 
burden of drug costs to those who are required to undertake that 
burden for sudden illnesses or short term therapy or when drugs are 
required over extended periods of time in the treatment of chronic 
sickness or chronic illness. 


(e) We wish to outline to the Special Committee, the manner in 
which the Green Shield Prescription Plan works and how it has been 
effective as a resolution to the foregoing areas of public concern. 


.1 It is a platitude to suggest that the question of “The Cost of Drugs” is an 


extraordinarily complex one. However, the fact that it is an unresolved problem 
will explain why all of the various Committees on Drug Costs, such as the 
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Ontario Committee, the Restrictive Trade Practices Committee, the Royal 
Commission on Health Services, the Ontario Medical Insurance Inquiry and the 
Ontario Legislative Committee on the Aging and other similar Committees and 
Commissions have not yet been able to define the problem much less produce 
effective answers to it. It is our view that one cannot ascertain whether the cost 
of drugs is HIGH unless one can determine what those costs are high in relation 
to. To discuss the issue effectively, there must be an adequate definition of the 
meaning of the phrase ‘‘Cost of Drugs’. For example, when ont talks of the cost 
of drugs being HIGH what in fact is really meant? Does it mean that: 
(a) One drug is more expensive than another? or 
(b) That one category of drugs is more expensive than others? or 
(c) That drugs are more expensive than other commodities? or 
(d) That drugs are more costly when compared to the results obtained 
from the usage? or 
(e) That drugs are costly in relation to their expenses of manufacturing 
and distribution? or 
(f) That drugs are costly as a percentage of the Gross National Product 
or as a percentage of personal income? or 


(g) That drugs have been overpriced as a consequence of profiteering and 
if so by whom? or 
(h) That drugs have been overpriced because of the application of taxes? 


It will not be particularly useful for us to make detailed comment on all of 
the foregoing categories but several examples will pose the nature of the 
problem that underlies each one. 


(a) For example in category (a) it is true that Cortico-stearoids and 
hormone products are many times the cost of phenobarbital and other 
chemicals. Notwithstanding this difference in cost, it is also true that 
their need is equal when they are prescribed for a properly diagnosed 
condition. 

(b) In category (b) it is also true that within the same category of drugs, 
one drug may be more expensive than another; thus some antibiotics 
cost more than others. Penbritin or Lincocin cost more than Tetra- 
cycline, which in turn costs more than Penicillin V and Penicillin G. 
The cost comparison however, is not relvant if one or the other of 
these drugs is in fact required for medication. Additionally, it is 
worth observing that the more recent the drug discovery, the higher 
its cost but in turn, the longer the drug is upon the market the less its 
cost. Penicillin when first marketed was so expensive that it was far 
beyond the financial reach of the public but today, penicillin is 
marketed at a fraction of the cost for each dose and this reduction has 
occurred within a period of approximately 25 years. 

(c) Within category (c) it is quite true that some drugs may be more 
expensive than other commodities. However, drug costs on a long 
term basis form interesting comparisons with the long term usage of 
other commodities. A patient on sustaining therapy for arthritis, 
taking Butazolidin will spend approximately $10.00 a month. 
Another person smoking 1 package of cigarettes a day, will spend 
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$12.00 a month. In these circumstances, it is difficult to say that the 
use of Butazolidin as a medication to relieve pain is truly more 
expensive than the luxury of cigarette smoking with its attendant 
health hazards. Similar comparisons can be made with other com- 
modities such as liquor, gasoline, newspapers, air-conditioning, 
househeating, etc. 


2.2 Similar points with respect to each of the above mentioned categories 
could be identified. However, this list of references and the supplementary 
remarks in no way exhausts the possibilities of the various references within 
which the subject of the cost of drugs could be considered. However, to our 
minds the continuing search for an adequate reference point or an adequate 
definition by the various Commissions and Inquiries through the past 10 years 
has not been a fruitful one. To our knowledge, not one of the Commissions or 
Inquiries has been able to develop an effective or acceptable program to reduce 
drug costs. 


23 An unvarnished fact is that sickness is an undesirable condition and that 
medicine in consequence is a highly unpopular purchase. Its unpopularity is 
"yu -ther increased by the traditional lack of communication which exists between 
the physician and the pharmacist on the one hand and the patient on the other in 
the prescribing and dispensing of a prescription through the use of medical 
Latin, a language known only to the prescriber and the dispenser. In conse- 
quence, the ultimate consumer of the medication, the patient, is called upon to 
purchase a commodity whose content and purpose he little understands but does 
know that it relates to an illness that he could well do without. In these 
circumstances, it is hardly extraordinary that the public have a natural resent- 
ment to the price of drugs whatever the price may be. However, even if we 
accept as normal this patient resentment to a forced purchase prescribed in a 
dead language it still does not lead to a definition of the cost of drugs or the 
establishment of an adequate framework of reference nor does it offer any relief 
from the prices presently being charged whether they are high or not. We 
suggest to the Committee—and it is borne out in the operation of the Green 
Shield Prescription Plan—that to the public the real area of concern is the 
unevenness of the burden of drug costs when required suddenly for short term 
therapy or when required over long periods of time in relation to chronic 
illnesses—and thus as it relates to the cost of drugs the public is most concerned 
with the establishment of an effective program to permit them to budget—in 
much the same way as in the field of Medical and Hospital Plans—against the 
cost of drugs whenever required to be used. 


3.1 There seems to have been a considerable body of conflicting testimoney 
given to the Special Committee concerning the 11 per cent Federal Sales Tax and 
its application and its measurement. The testimony suggest that the 11 per cent 
Federal Sales Tax represents anywhere from 3.7 per cent to 18.9 per cent on the 
consumer price of the total number of prescriptions dispensed and about the only 
ficure or calculation upon which any agreement was reached was that the total 
Federal Sales Tax collected by the Federal Government during the year 1964 
approximated $14,000,000.00. 

25516—3 
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3.2 Under the Green Shield Prescription Plan the Member Pharmacists are 
paid for dispensing prescriptions for our subscribers upon a Cost-Plus dispensing 
fee method of payment and consequently, from our own data, we are of the view 
that we can accurately estimate the effect of the 11 per cent Sales Tax. 


3.3 As the Special Committee is aware the 11 per cent Federal Sales Tax is 
applied upon the manufacturer’s list price, reduced by 40 per cent initially and 
by a further 154 per cent of that remainder. Therefore, the formula is: 


11 per cent x mfg. List Price less 40 per cent less 154 per cent —= Sales 
Lax 
or phrased in another way, for every $10.00 of list price the Sales Tax will equal 
11 per cent of $5.07, that is to say, 55.77 cents. 


3.4 An analysis of 308,191 prescriptions processed by the Green Shield 
Prescription Plan, during the period from September 1, 1965 to August 31, 1966 
revealed that the average cost of ingredients was $2.12, while the manufacturer’s 
list price for those ingredients was $3.51. Upon the basis of each $10.00 of list 
price the 11 per cent Federal Sales Tax would be: 


3 aL ey Bie 27, 
———— = ee Mae) 10y cents lok ledehaprescription 
10 


Using this calculation the Sales Tax collected by the Federal Government 
for those 308,191 prescriptions, dispensed from September 1, 1965 to August 31 
1966 would equal $60,097.20. 


3.5 This Sales Tax calculation can be extrapolated and projected for 20 
million persons by reference to the average enrolment in the Green Shield Plan 
for the period from September 1, 1965 to August 31, 1966, which was 82,763 
persons or 4242 of the approximate 20 million Canadian population. In addition, 
if we assume three (3) factors namely: 

(a) Cost-Plus fee system of payment used by Green Shield; 

(b) The Green Shield Prescription Plan actual utilization data; 

(c) The actual Green Shield Plan average cost of ingredients we can then 
extrapolate and project to Canada’s estimated population of 20 mil- 
lion by the following calculations: 

$60,097.20 x 242 — $14,543,522.40 of Federal Sales Tax being paid 

annually. 


3.6 We would suggest to the Special Committee that the close relationship of 
this extrapolated figure to the amount of Sales Tax actually recovered by the 
Federal Government during 1964 would indicate a verification of our calculations 
as set out above. 


3.7 Previous testimony before your Committee and questions from the 
Committee have related to the “pyramiding” of the Federal Sales Tax. Addi- 
tionally, some concern has been expressed as to whether if the Federal Sales Tax 
was remitted entirely there would be an actual reduction in price to ultimate 
consumer, the public, at the retail level. We suggest that where the gross profit 
system of retail pricing is employed it is inevitable that a “‘pyramiding” of the 
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Federal Sales Tax will result. If for example we apply the figures above set out 
which assume that with relation to $10.00 of list price, the Federal Sales Tax is 
55.77 cents, then the price by the manufacturer to the retailer will be $6.00. This 
$6.00 will be made up of approximately $5.45 cost of ingredients and 55 cents 
Sales Tax. This same $6.00 marked-up at the retail level at 40 per cent will 
result in a selling price of $10.00. Of that $10.00 retail price then $9.10 relates to 
the cost of ingredients marked-up from manufacturer’s list and .90 cents relates 
to the Federal Sales Tax, also marked-up. This aspect of “pyramiding”’ is fairly 
apparent and will be applied in the gross profits system of pricing whatever the 
retail price of drugs may be. However, it is not possible in our opinion to 
calculate in actual dollars and cents, the ultimate effect of “Spyramiding” unless a 
prescription by prescription study was made with a sufficient sampling of those 
prescriptions to permit an accurate projection over the whole population. 


3.8 We suggest however, that the “pyramiding” question could be eliminated 
and the complete remission of the Federal Sales Tax passed on to the consumer, 
if retail pharmacy employed the cost of ingredients plus fee system of payment. 
We add that this has been the system adopted by the Green Shield Prescription 
Plan. Under this system any reduction in the cost of ingredients at the manufac- 
turing or distribution level must ultimately be passed on to the consumer. Under 
this system the retail pharmacist is being paid for his professional services, 
which is a fee related to the professional service offered and unrelated to the cost 
of the ingredients sold. 


3.9 We have suggested to the Special Committee that it is unlikely that any 
reduction in the cost of drugs will in itself be significant and that when spread 
over the whole population of Canada, would be expressed in pennies per month. 
In this respect we would like to refer not only to the probable effect of the 
remission of the existing Federal Sales Tax but also to observe the results of 
other price reductions if they were effected. We propose to examine such 
reductions as they will effect a reduction on a monthly basis of the premium ina 
Prepaid Prescription Plan, such as the Green Shield Prescription Plan. 


4.1 To relate price reductions to premiums per month, it is necessary to 
develop the following statistical information for the Special Committee, which is 
taken in part from a twelve month study of the utilization data of the population 
of the Green Shield Prescription Plan (comprising 950,094 persons/per/months 
coverage) in the Standard Industrial Groups representaing all segments of the 
population and a five-year study comprising 30.220 person/per/months of re- 
tirees, isolated from the utilization data of the Standard Industrial Groups. From 
this information we find the following: 


Standard 
Industrial Retiree 
Item Group Group 
Average Prescription Price to the 
Prarie ee eae eee Se rteiae ate 8 $3.40 $3.88 
Average No. of Rxs_ per/person/ 
perAmoanthyes >). tama aia dare 5° .315 .633 


Total Cost of Operation of the Plan $1.44 per/person/per/month $3.12 
25516—33 


1878 DRUG COSTS AND PRICES January 17, 1967 


The total cost of operation of the Plan, for both the Standard and Retiree 
Group is made up as follows: 


Standard 
Industrial Retiree 
Item Group Group 
Paid to Pharmacist for ingredients . 66¢ $1.69 
Paid to Pharmacist as dispensing 
LOGY eee Re RR. SAE .41¢ .86¢ 
Average burden for administration .20¢ .20¢ 
Required for financial reserves (5%) .06¢ .15¢ 
Portion of .35¢ direct payment in 
each GmiGath 4. oe eee -11¢ .22¢ 
4h ei Pees eo te $1.44 Sor 2 


(NoTE): Portion of .35¢ direct payment is calculated in the Standard 
Industrial Group as .35¢ x .315 (the average number of prescriptions per/ 
person/per/month) and in the case of retirees as C35¢ x -633). 


4.2 To indicate the cost per/person/per/month for the Canadian population 
as a whole and assuming that the population of Canada is 20 million with all 
persons enrolled and the demographic composition of the enrollees remains the 
same as the present standard Green Shield Prescription Plan Industrial Group 
the minimum cost would be: 

$1.44 x 20,000,000 x 12 months 
or $345,600,000.00 yearly. 


By the same token, if the demographic composition of the Plan changed so 
that it had a heavier composition of retirees and the heavy users of drugs who 
are within the 44 to 60 age bracket, then the cost could increase to the maximum 
$3.12 per/person/month, which would result in $3.12 x 20,000,000 x 12 or 
$748,800,000.00 yearly. As a passing note, we might observe that these estimates 
are in the same range as those made by us to the Royal Commission on Health 
Services at a time when the Green Shield Plan was much smaller and the. 
amount of available data was consequently smaller. 


4.3 Using the foregoing information however, one can now view the impact 
of a reduction in the cost of drugs. For example, assuming that the Sales Tax 
were entirely remitted and the total cost passed to the consumer, there would be 
a reduction, according to the foregoing information of about $14,000,000 yearly, 
which when reduced to a prescription basis, results in a reduction of less than 
.20¢ a prescription. Assuming the average person uses .315 prescription per/- 
month or 3.77 prescription per/year this would result in a reduction per/- 
person of population of about .75¢ a year, a relatively nominal saving. If the 
population became burdened with retirees and heavy users and the annual cost 
rose to $748,800,000 a year, the reduction per prescription would be about 23 
cents a prescription or $1.81 which again represents a relatively nominal reduc- 
tion. 


4.4 Various suggestions have been made to this Special Committee and to 
other Commissions as to how price reduction can be effected. We do not propose 
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to comment on the usefulness of these suggestions because in all frankness we 
are unable to think of any area in our present market economy where a truly 
feasible program of real price reduction can be effected. However, it has been 
suggested that advertising and promotional costs of manufacturers should be 
restricted to 15 per cent of their gross sales. Others have suggested that the 
Federal Sales Tax should be remitted entirely. If we assume that both of these 
programs were put into effect—and if we also assume that these reductions were 
passed along to the consumer—these two reductions together, would mean a 
reduction in the overall price of drugs by about .30 cents a prescription. Thus 
if for the sake of argument we concede a reduction of .30 cents a prescription we 
can examine the consequent dollar reduction. Based upon the utilization data of 
the Green Shield Prescription Plan Standard Industrial Group the dollar reduc- 
tion would be about $22,680,000 a year or about $1.14 per/person/per/year or 
about .09c per month. We suggest to the Committee that a price reduction 
.09¢ per/person/per/month is relatively nominal result. This reduction can be 
expressed in another way. If a premium of $1.44 per/person/per/month would 
cover the Canadian population, under existing conditions and with the utilization 
data of the Green Shield Plan then these reductions in costs of these two areas 
would permit the Plan to operate for $1.35 per/person/per/month or about a 
.09¢ a month reduction in premium costs. 

Thus we have seen the impact of a significant percentage reduction in drug 
costs and find it is not significant in actual dollars. And again we suggest that 
these reductions would not provide answers to what we find to be the major 
areas of public concern. We suggest that the only way to resolve the problems is 
through a soundly based prescription plan providing a budgetary system. There 
may well be other programs to be devised for this purpose but one that in our 
opinion does provide an answer is the prepaid prescription plan, such as the 
Green Shield Prescription Plan. 


5.1 The Green Shield Plan, is a voluntary prepaid plan whereby Prescription 
Services Inc., acts as a fiscal agent, on behalf of subscribers drawn from the 
public, and on behalf of pharmacies that have become members of the Corpo- 
ration. Under the Green Shield Plan, agreements are made with individual 
pharmacies or pharmaceutical corporations operating retail pharmacies, under 
which Green Shield agrees to reimburse the member pharmacy for drugs com- 
pounded or dispensed by the member pharmacy to subscribers and their depend- 
ents upon a cost-plus fee schedule as predetermined by Green Shield, subject toa 
deduction (now 10 per cent) from the allowed price of prescriptions to be applied 
for administration costs and subject to further deduction in the event of the Plan 
operating at less than cost. Green Shield Prescription Plan also offers to the 
subscriber upon a group prepayment basis, without medical requirements, the 
right upon the payment of the premium fixed by the Corporation to have 
prescriptions issued by a lawfully qualified medical or dental practitioner to the 
subscriber of his dependents, dispensed by a member pharmacy of their choice 
without cost to the subscriber except for a monthly specified premium payment 
and a fixed .35¢ charge payable in respect to each prescription dispensed, paid 
direct to the pharmacy dispensing the prescription. 


5.2 Under the Green Shield Plan the pharmacist is reimbursed for the cost of 
the ingredients sold plus a professional fee. The cost of ingredients is calculated 
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according to a stipulated schedule developed by the Corporation to which the 
member pharmacists agree—and must adhere. The professional fee is presently 
fixed at $1.65 for each prescription. 


5.38 We might say that the Green Shield Plan is unique. No plan for the 
prepayment of prescription drugs exists upon the North American Continent 
with the exception of the Green Shield Plan. The Special Committee will no 
doubt be interested to know that in May 1962, the Green Shield Plan made a 
submission to the Royal Commission on Health Services and at that time was a 
Plan in a pilot stage providing services for approximately 1,500 people. Two 
years later, the Plan prepared a report for the Ontario Medical Insurance 
Inquiry, and at that time the Plan was providing its services for approximately 
8,000 people. One year ago, in the case of the Ontario Select Committee on the 
Aging, a further report was prepared by the Plan at which time it was offering 
its services to more than 60,000 persons in excess of 300 communities throughout 
Ontario through the services of some 1300 member pharmacies and at that time 
had extended its services beyond Ontario throughout Canada from Moncton in 
the East to Burnaby in the West. Today, one year later, the Green Shield Plan is 
offering its services to more than 105,000 people, (an increase of 45,000 people in 
the one year) who reside in communities throughout Ontario and in Canada and 
are serviced by some 1800 pharmacies. The Green Shield Plan presently serves 
250 industrial plants, whose management and employees have written the Green 
Shield Plan into their collective agreements during the course of labour negotia- 
tions. We are glad to say that the Green Shield Plan has the support of a large 
segment of organized labour. 


0.4 The foregoing is, of course, a brief description only of the operation of 
the Plan but the Canadian Pharmaceutical Journal in its January 1966 issue 
devoted four (4) pages to a discussion of the Plan and its operation and a copy of 
this article is attached as an appendix to this Brief. In addition, the President of 
the Corporation, Mr. William A. Wilkinson, will be glad to answer in detail any 
questions that any member of the Special Committee may care to ask concerning 
the Plan and its studies in the field of prepaid prescriptions. 


5.5 We are glad to say that the Green Shield Plan has had an extraordinary 
growth. We are also equally glad to say that the Green Shield Plan has estab- 
lished its fiscal soundness and has proved that such a Plan can be operated on a 
self-sustaining basis in the private sector of the economy. It has risen from a 
pilot plan stage to an active growing full-fledged Prepaid Prescription Plan. It 
has also shown that a prepayment plan upon a Group basis, offering prescription 
drugs can be provided upon a sound financial basis. At the same time—and more 
importantly—it has shown that the public can avail themselves of a wide range 
of prescription drugs at a relatively low constant and even cost. From the 
substantial and rapidly growing public particpation in this Plan we feel that our 
opinion in this regard is substantiated. 


Respectfully submitted 
Prescription Services Inc. 

by 
William A. Wilkinson—President 
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Board of Directors Advisory Board 

W. A. Wilkinson Phm.B. J. D. Geller 

T. W. Moffat Phm.B. Geo. Burt 

K. J. Wiley Phm.B. Henri Breault, M.D. 
J. R. McGaffey Phm.B. A. C. Scales Phm.B. 


G. J. Alexander B.Sc. Phm.B. 


MEMORANDUM 
December 7, 1966 


A RECAP OF THE EXTENT OF PRESCRIPTION BENEFITS 
OBTAINABLE UNDER THE GREEN SHIELD PRESCRIPTION PLAN 


The term Medicine in its broadest sense is often used as a synonym for 
prescription and a prescription is often thought of as any order for medicine 
originated by a physician or dentist. In fact it is much more complicated than 
that as is shown by the following definitions and comparisons. 


Under the term “Medicine” we have several categories. 


1. Proprietary or Patent Medicines 

These are formulations of drugs whose formula is registered with the 
Department of Health & Welfare. They are packaged for sale under trade names 
and are almost never prescribed by a physician. They are such items as Lysol, 
Listerine, Exlax, Pepto-Bismol, Dristan and hundreds of others. Where a doctor 
would want a person to use such an item he would order it verbally or write it as 
an unsigned note. Green Shield does not pay for such an order—neither does 
Physicians Services Inc., Windsor Medical Services or Blue Cross. 


2. Household Drugs 

These are such items as Castor Oil, Epsom Salts, Boracic Acid and the like 
normally found in a medicine chest. They are never prescribed and .35¢ would 
buy a sufficient quantity. No plan pays for these. 


3. Over the Counter Ethicals (O.T.C.) 


These are drug formulations packaged under trade names and promoted 
both to the public at large through the drug store and to the physician for 
prescription purposes. They differ from patent medicines in that their formula is 
published on the label and most of them had their origin as a prescription item 
which by now has become well enough known to have an “over the counter” 
demand. Such items would be Benadryl, Pyribenzamine, Amphojel, Maalox, 
Robitussin, Benylin, etc. This is a large and ever growing category of medicine 
which is very much a part of the physicians’ arm amentarium and are widely 
prescribed. They are not considered hazardous, poisonous, dangerous or narcotic 
drugs under any Act of Canada and a prescription is not required by law to 
obtain them. 

Green Shield pays for these on prescription. P.S.I., W.M.S., Blue Cross does 
not. 
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4. Physicians Special Formulations 

These are a diminishing category but still form a substantial number of 
prescriptions written. They are private formulas used by certain physicians 
wherein the pharmacist is required to start from scratch with the raw bulk 
chemicals and compound the capsule, powder, suppository or liquid, etc. The 
reason for mentioning these is that unless one of the ingredients is legislated 
against P.S.I. W.M.S., or Blue Cross would not pay for it, because although you 
need a prescription to get it a prescription is not required by law. This require- 
ment is specifically stated in the regulations of P.S.1, W.M.S., and Blue Cross 
plans for prescriptions. 


5. Pharmaceutical Specialties 

By far the greatest number of prescriptions, some 6,000 items are drawn _ 
from ‘this group. It is also the most coniusing, for it is composed of several 
categories as is shown below. It should be emphasized that specialties in this 
group are not packaged for over the counter sale, are not advertised to the 
public, are promoted only to the physician and dentist and you do need a 
prescription to acquire the medicine at least initially, and in some, but not 
the majority of cases, a prescription is required by law each time you get 
the medicine. This depends of course on the degree of danger of the drug and to 
what degree it is legislated against. 


CATEGORIES 


(a) Legend Drugs (about 35 per cent of total) 
(1) Narcotic Drugs 
These are designated with an (N) in the Compendium of Phar- 
maceutical specialties, and a prescription is required by law. e.g., Codeine, 
Morphine, Demerol and combinations, etc. 
(2) Controlled Drugs 


These are designated with a (C) and a prescription is required by 
law. e.g., Phenobarbital, Amphetamines and combinations. 


(3) Prescription Required Drugs 


These are designated with a (Pr) and are not considered habit 
forming as (1) and (2) above but still require a prescription by law as 
they are judged to be dangerous. e.g., Cortico-Steroids, antibiotics and 
combinations with other drugs. 


These above mentioned categories comprise about 35 per cent of the listings 
in the Compendium and would be paid for by all prescription plans. 


(b) Non Legend Drugs 


These comprise about 65 per cent of the listings in the Compendium. 
They are not legislated against by the Food and Drug Directorate; their 
sale is restricted in most cases to a pharmacy and it would certainly be 
necessary to have a prescription to first acquire them for a diagnosed 
condition. If required for continued use a physician could specify the 
required number of repeats. In other words, a prescription is needed in 
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order to inform the pharmacist regarding the drug, its proper strength 
and the dosage for the patient. A prescription is NOT required by law. 

These include such commonly used drugs as: Digitalis, Digoxin and 
Nitroglycerin for the heart. Most eye drops, ear drops, nose drops. Most 
antihistamines for hayfever and colds. Nearly all stomach antacids and 
ulcer medicines, almost all skin ointments except cortisone types and 
many many others routinely prescribed by a physician. 

By definition, P.S.I., W.M.S., or Blue Cross would not knowingly pay 
for any of these prescriptions. 


In fairness to all concerned it should be stated here that the categories of 
exempted medicine are drawn mainly from this group for Green Shield, e.g., 
vitamins and the like. It should also be stated that although this group comprises 
65 per cent of all the specialties in the Compendium, individual prescribing 
habits, as well as the specialty of the physician will govern the percentage of this 
group found in a sampling of typical prescriptions. 


The Green Shield Plan is the only Prescription Plan which will pay for this 
group of prescriptions subject to the limitations shown below. 
The Green Shield Plan does however have some excepted medications and 
those are defined on page 10 of the Service Agreement. 
(a) First aid supplies. 
(b) Vitamins and other dietary supplements. 
(c) Contraceptives (These are elective). 
(d) Proprietary and patent medicines (see above). 
(e) Medications generally sold in non drug outlets. 
(f) Prescriptions dispensed by a physician. 
(g) Prescriptions while in hospital (OHSC). 
(h) Injectibles of any kind, insulin and oral insulin substitutes. 

(a) It should be noted that most injectibles are administered by a 
physician in his office from stock bottles. The use and cost are 
consequently impossible to control. 

(b) Less than 2 per cent of the population are diabetics and less than 
1 per cent use insulin. Since it is not prescribed but bought on a 
continuing basis over the counter, the abuse and trafficking in 
this product require it to remain out of the plan. 

(i) Quantity Limitations 
The quantity of any one prescription is limited only to the 
standard treatment size package in the case of specialties of 34 days 
continued use in the case of ongoing treatment. 


We are convinced of the fairness and reasonableness of the benefits and 
restrictions and this is borne out by the almost unanimous acceptance of the 
regulations by over 110,000 persons presently in the plan. Complaints regarding 
either the service or the restrictions are few indeed and all cases which have so 
far arisen have been amicably resolved. This is in stark contrast to the great 
degree of dissatisfaction reaching this office from subscribers to the other plans 
as well as from their Union Executives, who appeal to us to help them resolve 
the ever growing number of complaints regarding unpaid claims. 
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There is in addition the one great advantage which no other plan possesses 
and that is the prepayment feature, it is the only known way to acquire the 
prescriptions when they are needed. This is most appreciated and widely recog- 
nized by those on limited incomes or those who have been suddenly struck by a 
huge prescription bill in-between pay days. Reimbursement, however, it is done, 
still requires the subscriber to finance his purchases and seek relief at a later 
date—deductibles only aggravate the condition. 


‘An indication of the widespread availability of prescriptions under the 
Green Shield Plan can be seen from the following example. 


We were recently informed of the new premium rates for the Blue Cross 
Plan which will come into effect on January 1, 1967, as well as the premium 
structure of a new plan which they proposed to introduce. 


When these rates were applied to the present enrolment of the Green Shield 
Plan, it was found that the total amount of premiums in each case, if applied 
over a 12 month period—September 1, 1965 to August 31, 1966 would be less 
than the amount of benefits actually paid out by Green Shield over the same 
period of time. 


In summary then, it can be said that the Blue Cross Plan, Windsor Medical 
Extended Health Benefits and Physicians’ Services Inc., Extended Health Plan, 
will not knowingly reimburse a subscriber for any prescription unless it is an 
injectible or it is listed as a legend drug in the Compendium, i.e. (N) (C) (Pr) 
and then only after the deductible features of the plan have been complied with. 
The Green Shield Plan covers ali of these legend drugs and many, many more as 
has been shown above. 
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MINUTES OF PROCEEDINGS 


Monpay, January 23, 1967. 
(39) 


The Special Committee on Drug Costs and Prices met this day at 3.45 p.m. 
The Chairman, Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout, and Messrs. Harley, Isabelle, MacDonald 
(Prince), Mackasey, MacLean (Queens), O’Keefe, Yanakis. 

In attendance: Representing the Canadian Pharmaceutical Association Inc.: 
Mr. D. A. Denholm, B.S.P. of Vancouver, President; Mr. J. K. Lawton, Ph.C. of 
Halifax; Mr. R. E. Wilton, Phm.B. of London, Ontario; Mr. D. M. Cameron, B.Sc. 
Pharm. of Edmonton, Registrar of the Alberta Pharmaceutical Association, and 
Mr. J. C. Turnbull, B.S.P. of Toronto, Executive Director. 


Also in attendance: Mr. A. M. Laidlaw, Q.C. of Ottawa, Legal Counsel for 
the Committee, and Mr. W. J. Blakely of Kingston, Accountant for the Com- 
mittee. 

The Chairman introduced Mr. Denholm who, in turn, introduced his associ- 
ates. 


The Committee proceeded to consider the Supplementary Brief submitted 
by the Canadian Pharmaceutical Association, Inc. 


Agreed,—That the above brief be printed as part of today’s proceedings (see 
Appendix A). 

Mr. Denholm summarized the first two sections of the brief; Mr. Turnbull 
went briefly through section 3. 


At 4.00 o’clock p.m. the Members’ presence being requested in the House, 
the Committee adjourned until 7.00 o’clock p.m, 


EVENING SITTING 
(40) 


The Special Committee on Drug Costs and Prices reconvened at 7.10 p.m. 
The Chairman, Mr. Harry C. Harley, presiding. 


Members present: Mrs. Rideout and Messrs. Forrestall, Goyer, Harley, 
Hymmen, Johnston, Mackasey, MacLean (Queens), O’Keefe, Orlikow, 
Yanakis—(11). 

In attendance: Same as at afternoon sitting. 


The Committee resumed consideration of the brief of the Canadian Phar- 
maceutical Association, Inc. 


1885 
25518—1} 


1886 DRUG COSTS AND PRICES Jan. 23, 1967 


Mr. Denholm reviewed the recommendations and observations contained in 
section 4. During the course of his remarks, Mr. Denholm tabled, for the 
information of the Members, a Report on Survey of Dispensing Costs pre- 
pared in October 1965 on behalf of The Pharmaceutical Association of the 
Province of British Columbia by Mr. Walter W. Fee, F.P.1.A., R.L.A., of Van- 
couver, Management Accountant and Consultant. 


The witnesses were questioned by the Members, the Counsel and the Ac- 
countant. 


On behalf of the Committee, the Chairman thanked the members of the 
Association for appearing again before the Committee. 


At 9.50 o’clock p.m. the Committee adjourned to 11.00 o’clock a.m., 
Thursday, January 26, 1967. 


Gabrielle Savard, 
Clerk of the Committee. 


EVIDENCE 
(Recorded by Electronic Apparatus) 


Monpay, January 23, 1967. 


The CHAIRMAN: Ladies and gentlemen, I think we should start today’s 
meeting. As we all are aware transportation problems are being discussed in the 
House today; and some members have experienced difficulty in getting to the 
Committee because of bad weather. We are very pleased that the Canadian 
Pharmaceutical Association were able to get here. I think they are here because 
they arrived yesterday. 


Mr. Denholm is going to make a brief statement and then we will hear 
evidence. First of all, is it agreed that the supplementary brief of the Canadian 
Pharmaceutical Association be printed as part of today’s record? 


Some hon. MEMBERs: Agreed. 


Mr. D. A. DENHOLM (President of the Canadian Pharmaceutical Associa- 
tion): Thank you, Mr. Chairman. Mrs. Rideout and gentlemen, it is a great 
pleasure for the Canadian Pharmaceutical Association to have this opportunity 
to make a supplementary presentation to you in the hopes of being of some 
further assistance to the Committee in its deliberations. I must apologize for the 
fact that we were unable to place this written material in your hands prior to 
today to enable you to peruse it in advance, but time just did not permit it; that 
being the case, we would like to run through and summarize briefly some of the 
items contained in the brief. 


Firstly, Mr. Chairman, may I introduce to the Committee the members of 
the Association who are present with me today. Mr. Don Cameron, on my 
extreme right, is the registrar of the Alberta Pharaceutical Association and is 
here in his capacity of chief administrative officer of the provincial licensing 
body. Next is Mr. R. E. Wilton of London, Ontario. Mr. Wilton is a retail 
pharmacist and operates two retail pharmacies in London. Then there is Mr. J. 
K. Lawton of Haifax who, as a retail pharmacist in that city, operates five 
pharmacies there. Next, of course is Mr. John, Turnbull, our executive director, 
who needs little introduction to you since you have met him before. 


The brief that we have prepared, Mr. Chairman, is in four parts. I think it is 
necessary that we run through them briefly, because we were not able to get 
them to you in advance. Part 1 of the brief is a summarization of the original 
submission to the Committee and this goes from pages 1 to 7 inclusive. It is not 
my intention to deal with that to any extent at this time since this is merely a 
summarization of the most important points that were in the original submission 
to you to refresh your memory of that submission. 


Section 2 consists of a number of pieces of additional information and 
statistics which we have endeavoured to gather together to be of some further 
assistance over and above the original submission to you. In paragraph 2.1 we 
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make some statements with reference to our relation to the Pharmaceutical 
Manufacturing Industry; in 2.2 the Wholesale Drug Industry; in 2.3 the hospital 
pharmacy group and you have already heard from the representative body of 
that group, the Canadian Society of Hospital Pharmacists. 


In paragraph 2.4 we make some comments on academic training and with 
your permission, Mr. Chairman, I would like to read that one in detail in view of 
the fact that some evidence has been placed before you concerning the matter of 
academic training. At the bottom of page 9 we say: 


Academic training, offered in eight degree-granting universities in 
Canada, enables the pharmacist to assume the role discussed above. The 
curriculum provides specialized training while educating the student in 
the broader phases of professional life by providing, in its four years: (1) 
an extensive background in the basic sciences; (2) advanced study of 
newer developments; (3) an emphasis on pharmacology to assist in eval- 
uating claims and the judging of the efficacy and safety of new or compet- 
ing medicines; (4) specialization in particular fields of interest; and (5) a 
rounded general education. Other statements to the contrary, the profes- 
sion does not believe that anything less would provide adequate prepara- 
tion for assumption of the full safeguarding and consultant responsibilities 
which are to be expected ot the pharmacist. 


Again we would draw paragraph 2.5 specifically to your attention, Mr. Chair- 
man, since it outlines an activity that we are currently undertaking that has a 
bearing on the academic training of the pharmacist. We say: 

Pharmacist manpower and utilization is the subject of a study in 
depth to be undertaken by a commission on pharmaceutical services 
sponsored by our Canadian Pharmaceutical Association, in keeping with a 
recommendation received from the Canadian conference of phar- 
maceutical faculties. This commission, which will include authorities on 
occupational studies, one of whom may be its chairman, will initiate its 
two-year task in the immediate future leading to a report on (1) the 
occupational role of the pharmacist; (2) structural and manpower needs 
of the profession; (3) student recruitment, selection and academic perfor- 
mance vs professional performance; and (4) translation of concept and 
fact into practical reality. 


The purpose of this commission, of course, is to evaluate the academic training 
that is presently being given and with a view to the future to evaluate the needs 
with respect to academic training. 


We next come to a portion of Section 2, retail pharmacists in which we have 
gathered together some statistics over and above our original presentation which 
we feel may be of some assistance to the Committee and with your permission, 
Mr. Chairman, I will ask Mr. Turnbull to pick up at this point and discuss with 
you the statistics and material that are presented on page 11 and subsequently. 


Mr. J. C. TURNBULL (Executive Director of the Association): Mr. Chairman, 
and members, one of the questions asked of us when we appeared before the 
Committee previously was a set of statistics which would relate to the purchas- 
ing of the retail pharmacists on a direct from manufacturer basis as opposed to 
wholesalers and the ratio quantities, and what have you. I regret that we are not 
yet in a position to provide that type of statistics to the Committee but if it is 
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deemed important to the Committee’s deliberations we will continue to attempt 
to get it to you. 


On page 11 we have updated previously submitted statistics which are 
directly extracted from the blue pages appendix attached to the brief and which 
I presume Mr. Chairman, will not, as previously it did not, appear, in the 
transcript of the meeting, although you did indicate it is quite an undertaking for 
the Queen’s Printer to duplicate it. This would be done at your pleasure. 


The first set of statistics, of course, relates to what we have chosen to call 
the total drug store dollar; that is the distribution and apportionment of the 
dollar realized in sales in the retail pharmacy with which most of the members 
are possibly most familiar. We then turned our attention to an up dating of 
statistics, which we had previously presented, to depict the distribution of the 
pharmaceutical dollar by bringing to these pages figures that include the pre- 
scription dollar and yet do not relate to a great variety of merchandise in the 
retail drugstore. These figures show a breakdown of that dollar and we can come 
back to those if you so wish. This is followed by an indication of the net profits 
coming from various types of pharmacies, the first being 5.6 cents on the dollar 
and 6.4 cents on the consumer dollar. The highest noted in the complete suvey in 
these various categories is 7.7 cents only as net profit before deductions for 
income tax, and what have you. 

We refer briefly to the prescription only statistics, which you will note on 
page 13, arising from a study conducted in British Columbia relative to 1964 
figures. These were compiled by a firm of management accountants and consult- 
ants. At the bottom of page 13 we have summarized the average prescription 
price which in 1965 was shown to be $3.32 in Canada, just one cent above the 
1964 figure. Per capitawise this works out to $10.22 in Canada where the usage 
rate had increased quite substantially to 3.07 prescriptions per individual. Also 
on that page we present comparative figures of the United States experience in 
the average prescription as opposed to that in Canada and here we would point 
out that experience, as tabulated since 1955, has shown that the American 
average prescription price has been consistently higher than that which is 
available from the retail pharmacies of Canada. 

Page 15 presens in a very brief form a spot check of randomly selected 
pharmaceutical preparations marketed in Canada, and you will note that over the 
space of some 13 years, 47 of 99 that were checked showed no change in price, 37 
showed a gradual increase in prices, and 16 a gradual decrease in prices. 


On page 16 we have attempted to clarify any misinterpretations that might 
have been placed upon Canadian pharmacies long-standing statement relative to 
multi-pricing policies which they have referred to on many previous occasions. 
We quote a statement from our presentation of October 1961 to the Restrictive 
Trade Practices Commission and for sake of clarity I would re-state the associa- 
tion’s position. 

The Canadian Pharmaceutical Association is of the opinion that the 
principle of equal price for equal quantity and equal quality, provided 
that there is a reasonable and equitable relationship between quantity 
price levels, is the only principle which should guide pricing policies in 
the distribution of drugs to all purchasing levels. 
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This is elaborated upon in those pages and then on the following page we 
state our belief as to the effect of the establishment of such like price for like 
quantity and that is that 

A single price policy with the only differences being due to economies 
realized through volume of purchase would result in an institutional price 
which would be somewhat higher and the price to retail pharmacies 
would be substantially lower. 

We say this in our true belief that the retail pharmacist is, in fact, faced 
with competition from all individuals, institutions and agencies who make drugs 
available, with or without, attendant safeguarding procedures, to the ambulatory 
patient. 

You will find also on that page a brief statement concerning the ownership 
of retail pharmacies which is in keeping with our true belief that it is in the best 
interest of all that the control and ownership of pharmacies rest in the hands of 
pharmacists. We carry this further with the statement on page 18, related to the 
joint practice of medicine and pharmacy, and draw the Committee’s attention to 
the new Hart bill of the United States Congress which in brief prohibits a 
physician from owning, either directly of indirectly, an interest in a pharmacy 
and also prohibits physicians, generally, from dispensing drugs and devices. 

We refer again in this brief to the subject of sales tax which is quite a 
favourite subject, I know, before this Committee, and without any attempt to 
bring forth statistics, we do draw the Committee’s attention to a statement of 
recent correspondence from the Minister of Finance in reply to our plea that this 
new levy, moving up from 11 to 12 per cent, be not applied to drugs. The Minis- 
ter in his reply gave an indication that our— 

request that drugs be relieved of the additional one percentage point in the 
rate of sales tax will be given careful consideration before the Excise Tax 
Act amendment comes up for debate in the House of Commons. 

We would respectfully urge the members of this Committee to support our 

request. 


The CHAIRMAN: Mr. Turnbull, before you go any further I understand that 
the members’ presence is requested in the House. As I mentioned, there are some 
problems in the house. As members are aware, there is no vote taken between 
six and eight, would it be convenient to adjourn until seven o’clock? 


Mrs. RipgouT: Mr. Chairman, I know that it is the usual procedure not to 
vote between six and eight but sometimes votes are taken. 


The CHAIRMAN: Not usually. If ten members stand and say that it not be 
counted, then there usually is not a vote If it is convenient for the membets of 
the Association, and the Committee members, we could have a bite of dinner 
and start again at seven o’clock, and at least we could go for a solid hour, I 
would think, without any interruption. 


Mrs. RIDEOUT: Would there be any hope of meeting in the railway commit- 
tee room so that we would be near the Chamber? 


The CHAIRMAN: We have checked that and apparently not. We do not have 
the proper facilities for recording the proceedings there. 


The meeting will adjourn until seven o’clock this evening. 
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EVENING SITTING 


The CHAIRMAN: Gentlemen, we will resume our meeting which was inter- 
rupted this afternoon. At that time we were considering the supplementary brief 
of the Canadian Pharmaceutical Association. Mr. Denholm, will you proceed. 


Mr. DENHOLM: Mr. Chairman, and particularly those who were not here this 
afternoon, we indicated our pleasure at having the opportunity to appear again 
before you and perhaps offering something by way of assistance to your deliber- 
ations and the problems before you. We also apologize for not having had the 
opportunity of getting this supplementry brief into your hands prior to the 
hearing to give you an opportunity to peruse it before we met today. 

We indicated that the brief was divided into four parts. We had dealt with 
the first two and Mr. Turnbull was in the process of discussing the third section 
of the brief, he was at page 18 at the time we adjourned. With your permission, 
Mr. Chairman, I suggest we resume at that point. 


The CHAIRMAN: We had just finished speaking about federal sales tax. 
Mr. DENHOLM: Yes, paragraph 3.2 on page 18. 


Mr. TURNBULL: Leaving the sales tax statement, we present in the brief a 
comment relative to some of the press reports concerning certain studies that 
have apparently been made in which there has been brought to public attention 
certain variations in retail pharmacy prices. Of course we have indicated in our 
brief that it is impossible to comment on the published stories until such time as 
we have a certain awareness of the manner in which the studies were carried out 
and the circumstances under which the pricing was sought. 

On the following page, under the topic of “Counting and pouring”’, which 
has been popularly discussed on several occasions, we respectfully draw the 
Committee’s attention to the appendices of the brief and in particular to one that 
relates the process of counting and pouring; as possibly seen by the public, to 
some of the less apparent procedures that are involved in sucha prescription and 
the rendering of pharmaceutical service. 

Mr. Chairman, drug information and its dissemination is an important part 
of pharmaceutical life. We are pleased to be able to tell your Committee that our 
Compendium of Pharmaceuticals and Specialties is now very close to being off 
the press and within a short time will be distributed free of charge to all 
physicians, pharmacies and hospitals in Canada. I have obtained from the print- 
ers a mocked up copy in case any members of the Committee are interested in 
seeing the material which is presented in this book. Although it is not the final 
copy, it will give you an idea, if you wish to have a look at it. We look forward to 
sending out copies as soon as it is off the press. 

These then are the general observations on Canadian Pharmaceutical As- 
sociation’s brief today, following up our initial presentations last June and early 
July, which leads us to the point where we feel that we can make certain 
recommendations to the Committee. 


Mr. DENHOLM: Mr. Chairman, just before going on to the recommendations 
I would draw your attention back to page 13 where Mr. Turnbull referred to a 
survey of dispensing costs conducted in the province of British Columbia. The 
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report of that survey is available. I have a copy for you, Mr. Chairman, and 
should you wish copies made for the members of the Committee, these are 
available at your pleasure, sir. 


The recommendations begin at page 20: 


Although the Canadian Pharmaceutical Association does not believe 
that the Committee has been presented with evidence to permit it to 
concur with the statement in its terms of reference which are to the effect 
that “drug costs are too high”, it is of the opinion that certain steps can be 
taken without delay which will directly influence an immediate lowering 
of the price at which drugs are manufactured, distributed and sold and/or 
which will indirectly exert a stabilizing effect on the many components of 
cost and, hence, continue to maintain expenditures for pharmaceutical 
services as an extremely small part of the consumer dollar. 


To this end, we respectfully submit the following recommendations. 
1. We recommend that the Excise Tax Act and/or other pertinent 
legislation be amended to provide for the abolition of the application of 
Federal Sales Tax to medicinal preparations and therapeutic appliances. 


2. We recommend that the Income Tax Act be amended to provide 
personal income tax relief on the total of personal expenditures for 
prescribed pharmaceutical services provided by pharmacists and all other 
professionally rendered health care services by the removal of its present 
“3 per cent of net income’”’ clause. 


3. We recommend that every possible action be undertaken to influ- 
ence and promote the establishment of recognisable procedures whereby 
the prices at which the community retail pharmacist purchases his drugs 
bear a fair and equitable relationship to those which are offered to other 
individuals in the health professions, to hospitals and related health 
services institutions and to governments and their agencies. 


4. We recommend that, through its report and the public influence of 
its members, the Committee support the advancement of public drug 
insurance and/or prepayment plans which are service programs sponsored 
by pharmacists and financially guaranteed by all levels of pharmaceutical 
endeavour. 


5. We recommend that our governments give immediate attention to 
granting tangible financial assistance to individuals within defined illness 
categories to enable them to obtain first class pharmaceutical services 
from local, private pharmacies. 


6. We recommend that the Compendium of Pharmaceuticals and 
Specialities be endorsed as a valuable, comprehensive information tool 
worthy of both professional and governmental support through editorial 
involvement and financial assistance, particularly as such may permit 
enhancement of its related information capabilities. 


7. We recommend the development of better and more consistent 
methods of gathering, recording and publishing statistics related to the 
manufacture, distribution and sale of drugs and in relation to the provi- 
sion of pharmaceutical services. 
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8. We recommend support of Pharmacy’s moves toward establishing 
an equitable professional fee-for-service system which is not directly 
related to the cost of the drug ingredients of a prescription. 

9. We recommend that every committee, commission, agency or oth- 
er body charged with the responsibility of investigating and/or reviewing 
matters pertaining to, or related to drugs and/or pharmaceutical services, 
be such responsibilities of a policy or administrative nature, be required 
to avail itself of the consultant services of one or more pharmacists 
knowledgeable in the subject who shall be retained either full or part 
time for such purpose. 

Mr. Chairman, a number of subsidiary notes have been attached to each of 
these recommendations. Although I have not read them, I left them for the 
private perusal of members of the Committee or for questioning, as you see fit. 
This concludes the summarization of this supplementary brief to this Committee. 
Once again, I regret that we were not able to place it before you in full in 
advance. We have skipped over it fairly lightly. With respect, sir, we would 
invite any questions that the members of the Committee may have. 


The CHAIRMAN: The meeting is open for questioning. Because of the limited 
time that we might have, would members come to the point rapidly. Perhaps you 
would allow me to judge the time that each member should be given. 


Mr. MackasrEy: Mr. Chairman, on page 13 you have shown two types of 
prescription, non-welfare and welfare. Why is there a difference in the average 
ingredient cost? 


Mr. DENHOLM: I think I can answer your question directly since I am from 
British Columbia and was involved in setting up this survey. The difference here 
is that almost invariably the quantity prescribed in welfare drugs is higher than 
for general prescription service. 


Mr. MACKASEyY: Why is that? 


Mr. DENHOLM: I would have to rely on medical authorities for the real 
reason, sir, but the average quantity prescribed for welfare patients is higher 
than for general prescription service. 


Mr. MAcKASEY: I believe you, but why does a welfare patient need more 
material than one who is not a welfare patient. 


Mr. CAMERON: Perhaps I can make a relevant comment, Mr. Chairman. It is 
our experience that, by and large, many of these people are chronically ill, and 
that is why they are under the welfare program. 


Mr. Mackasey: As I understand, from what is contained on this page, the 
druggist loses money on every welfare prescription that he fills. 


Mr. DENHOLM: Yes. I might mention that the provincial association is in 
negotiation at the moment with the provincial government to correct this matter. 


Mr. MAcKASEyY: Apart from humanitarian reasons, just how many welfare 
prescriptions can you afford to fill if you are losing money on every one? 


Mr. DENHOLM: Not too many, sir. 
Mr. MAcKASEY: Why do you do it? 
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Mr. DENHOLM: The pharmacist has a responsibility to the community to fill 
prescriptions that come to him. Let us step out of welfare altogether: there are 
occasions when persons come to a pharmacy who do not have the benefit of 
welfare coverage and yet are unable to pay for their prescriptions. I know of no 
pharmacist in British Columbia who would refuse to fill that prescription, so this 
is part of that over-all picture. I am not trying to intimate to you that this is a 
great humanitarian act, but I am suggesting to you that the pharmacists are 
prepared to accept their professional responsibilities to the community by ac- 
cepting a lesser return to the point of a loss in contributing to welfare prescrip- 
tion services. 


Mr. MAcKASEY: The point I am getting at is that the community, in a sense, 
has a responsibility to the druggist and he should not have to bear it. 


Mr. DENHOLM: I appreciate that. 


Mr. Mackasey: How do you distinguish in British Columbia between a 
welfare prescription and a non-welfare prescription? 


Mr. DENHOLM: The welfare program in British Columbia calls for the 
submission to the pharmacist of a duplicate prescription on a form which is 
provided to the physician by the department; the patient has a medical identity 
number, and so on, and the benefits are within the prescribed limits of the drug 
benefit list. 


Mr. MAcKASEY: Perhaps I should have asked you how the price is arrived at, 
which is more pertinent. 


Mr. DENHOLM: It is arrived at on the basis of a contract agreement between 
the provincial association and the department of social welfare. 


Mr. MAcKAsEy: So the real reason for your getting less for the welfare 
prescription is because the government has set these prices rather than for 
humanitarian reasons. The $2.86 is what you are entitled to by law. 


Mr. DENHOLM: I do not think that is at all accurate because there is no law 
involved here. This is an agreement between the provincial association and the 
Department of Welfare; although I am not at liberty to discuss the brief that is 
before the government of British Columbia because it is still before them, we 
have pointed out to them among other things that this arrangement was nego- 
tiated some 12 years ago and has not been amended since that time. That is one 
of the reasons that it is low. 


Mr. Mackasey: To finalize this particular point, you have now found after 
detailed study that the agreement is not realistic and that you lose money on 
every prescription. 


Mr. DENHOLM: Precisely. 


Mr. Mackasery: I believe you mention elsewhere that this loss in a sense is, 
therefore, borne by the general public indirectly who have to pay a little more 
for their prescriptions because of this loss. 


Mr. DENHOLM: This might be said, sir. 


Mr. MackaseEy: Then if this is adjusted in British Columbia through agree- 
ment, can we hope for a lowering of the other prescription costs? 
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Mr. DENHOLM: Well, the loss is really being borne by the pharmacist today, 
and there have been no adjustments in his general over-all prescription pricing 
patterns to the general public as the result of this loss. 


Mr. MAcKASEY: Without looking at the blue section—the Chairman pointed 
out that time is of the essence—what is the net return in British Columbia as 
compared with other provinces before taxes? 


Mr. DENHOLM: I believe it is 3.2 per cent. 


Mr. TURNBULL: It is 4.0 per cent in the medium range. Table No. 7 combines 
all of them but you have a range there of 125,000 to 150,000 sales gross, and it 
shows 4.0 per cent. If you go over into the more numerous group it comes into 
the 3.4 per cent net profit before taxes. 


Mr. MAcKASEY: How does that compare with other provinces? 


Mr. DENHOLM: Table No. 2 shows 3.7 per cent for British Columbia; and 
going from left to right in this table it shows 6.1 per. cent for “Alberta’3.a7 tor 
British Columbia; 5.3 per cent for Manitoba; 8.3 per cent and so on. We are the 
lowest in the country, sir. 


Mr. Mackasey: In view of these figures, I can hardly blame you if you do 
not pass it on. 


Mr. DENHOLM: It is the lowest in the country. 


Mr. MackasEy: This could be one of the contributing factors, in other words. 

Your observations on patent legislation on page 5 are of interest to me. You 
suggest that the period of protection should not exceed three years. Would you 
care to explain why you have come to this conclusion? 


Mr. TURNBULL: You will recall possibly, Mr. Mackasey, the discussions of 
the original brief and this appeared on page 21; we have merely brought this 
forward into this brief as well. The same type of statement was made at that time 
that we feel it is in the interests of the innovator and the inventor to protect 
them with certain patent rights in Canada. We are of the belief that because of 
the manner in which drugs are being improved day after day in modern life the 
active existence of a drug is quite short today compared with several years ago. 
Therefore, we are suggesting that possibly protection not exceeding three years 
—unless, of course, it be produced in Canadian based facilities—is quite ample, 
and in providing this protection it will encourage the production of this drug in 
Canada. 


Mr. MAcKASEy: You have not given me any reason why it should be 3 years 
rather than 4 years, 6 years or 5 years. I am persistent in this because this is one 
of the conclusions the Committee is trying to come to, and we value your opinion 
in this matter. 

Mr. TURNBULL: We are of the opinion that 3 years is adequate except 
relative to drugs of a particular nature which might require an extension of this 
due to their marketability or certain problems in establishing Canadian-based 
facilities. 

Mr. Mackasey: Mr. Turnbull, on what did you base your opinion? 


Mr. TURNBULL: At this particular moment I cannot provide an adequate 
answer to this. This is something that we have worked on; it is not something 
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new. This goes back several years and is identical with the submission we made 
before the Hall commission. 


Mr. MackASEy: Do you have this study available? 
Mr. TURNBULL: Yes. 


Mr. MacKkasEy: Could you put it at the disposal of the Committee—not 
tonight, of course. 


Mr. TURNBULL: By all means. 


Mr. MacKasEy: On the same page on the topic of quality, you say: 
The Association does not share the belief of some witnesses that the 
Food and Drug Directorate should be a certifying body which tests each 
and every batch of a drug preparation and, indeed, such would be finan- 
cially impractical and physically impossible. Where a reputable industry 
exists, it should not be necessary. 
Do you mean where a reputable manufacturer exists, or are you using the 
word “industry” collectively? 


Mr. TuRNBULL: Individually or collectively, sir, I believe was the intent 
here. If our industry in Canada enjoys an excellent reputation we do not believe 
that a government agency should be charged with the responsibility of certifying 
what they themselves should be doing. 


Mr. MackaseEy: I could agree with the statement in its entirety, Mr. Turn- 
bull, if you were to say, “where a reputable manufacturer exists’, because the 
word “industry” to me includes everybody who contributes to that industry. 
What bothers me is the existence of different importers in Canada who have 
nothing more than an office here; the point is: why should they escape the law? 


Mr. TURNBULL: I think we could sum it up by saying that if there are 
individuals, who cannot be considered reputable, making drugs available in 
Canada—and this might be a little bit different than other industries—they 
should not be allowed to distribute them in Canada. 


Mr. MacKASEY: We agree. The point is, however, that they do come under 
the collective term “industry”. This is why I raised the question. 


Mr. TURNBULL: I would suggest that they should not be termed “industry” 
in Canada as they are now. 


Mr. Mackasey: My next question is on page 6, which I think is very 
important. 
In view of the administrative controls possible under the Food and 
Drugs Act, the Association does not believe that a separate Standard, 
74-GP-1b, establishing a list of manufacturers ‘qualified’ to sell to the 
Government is necessary. Indirectly, the latter influences an increase in 
the price of drugs and it may well create situations which, in the future, 
will work contrary to the interest of the private medical and phar- 
maceutical practitioner and those whom they serve. 
Would you care to elaborate on that? 


Mr. TURNBULL: I think this relates to our previous conversation and I do not 
think anyone would argue with our premise that if there is a certain established 
list of manufacturers who through some circumstance or other are adjudicated 
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as the only ones qualified to sell to the government of Canada, then we are of the 
opinion that those who are not so qualified should not be allowed to market their 
products to the citizens of Canada. 


Mr. MackaAseEy: In other words, I think we agree again that this standard 
should apply not only to those selling to the government, but to everybody. 


Mr. ORLIKOW: Mr. Chairman, I am not quite clear as to who is going to set 
this standard. On page 5 it is suggested that the Food and Drug Directorate does 
not need to check anything. Who is going to set the standard? 


Mr. TURNBULL: Is it necessary to set such a standard if the drugs that are 
being marketed by a company do indeed meet the standards specified in the Food 
and Drugs Act and its regulations? 


Mr. DENHOLM: I wonder if I could answer that, Mr. Chairman. I think the 
point here is that this is a standard which, while having virtues, is not applied to 
all persons and all companies and that is why we object to it. This is a standard 
which applies to only certain people and because there is in existence another 
standard, which may or may not be up to the level we would desire, this creates 
a situation where there is a double standard. This is the principle to which we 
object, sir. 


Mr. Mackasey: Is it more logical that the one standard be equal to the top 
standard? 


‘Mr. DeNHOLM: Across the board, sir. 


Mr. MAcKASEY: In other words, the 74-GP standard should be the standard 
that the Food and Drug Directorate use in all their inspections regardless of 
whether or not these manufacturers are selling to the government. 


Mr. DENHOLM: And in saying that we would add that 74-GP-1 as a mini- 
mum be established across the board. 


Mr. Mackasry: Regardless of what they sell through the different chan- 
nels. 


Mr. DENHOLM: Yes, sir. 


Mr. MAcKASEy: For information purposes, you are publishing Compendium 
of Pharmaceuticals and Specialties. How will this Compendium differ from the 
Vademecum? 


Mr. DENHOLM: This is pretty easy to answer, sir. I do not know whether you 
were here this afternoon when the mock-up copy of the Compendium was passed 
around, but with all due respect to the Vademecum and its publishers, the 
Vademecum is a limited publication of a promotional nature; this is a compre- 
hensive publication of an informative nature, so the concept is different to start 
with. To give you some indication of the difference in the scope of the two 
magazines, I shall ask Mr. Turnbull to give you some figures we have with 
relation to the number of monographs of prescription specialties on the market 
in Canada which appear in the two publications. 


Mr. TURNBULL: I think it should be understood that we are not in competi- 
tion with the Vademecum. Presumably, it has its role. We have been publishing 
this type of thing for several years. The Compendium is edited under profes- 
sional and unbiased circumstances utilizing as much assistance as can be ob- 
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tained from the public literature relative to the various drug preparations. Our 
rough calculation give or take a few figures, would indicate that the most recent 
edition of Vademecum International contains 1,701 monographs of the products 
of some 96 companies. We have not been able to do a count of the actual 
monographs that will be contained in the Compendium, but the circumstances 
under which our monographs are written are somewhat different. There will be 
well in excess of 5,000 monographs. Possibly the best comparison—and we chose 
this one because it is at the beginning of the Vademecum where it lists according 
to company—is that whereas the average company publishes 46 monographs of 
20 brand name products on 193 pages in the Vademecum the Compendium 
publishes full monographs, 122 monographs of 122 Abbott trade names which 
are presented to the professions in approximately 500 dosage forms. 

Mr. Mackasey: May I ask you a question, Mr. Turnbull. How is the book 
financed? 

Mr. TURNBULL: The book is financed by the association and we hope to 
obtain a certain amount of money through the sale of it. We have appended a 
copy of our advertisement to the book. 

Mr. MackaseEy: Do the manufacturers contribute in any way? 

Mr. TURNBULL: The manufacturers are not financially involved other than in 
the therapeutic index section which we made available to them through their 
free choice, subject to editorial review in order to assist us in its distribution, 
free of charge, to the medical profession, the retail pharmacies and each hospital 
in Canada. 

Mr. Mackasty: The one complaint I have had of the Vademecum, of course, 
is that the companies pay by the square inch. Do you charge on the same basis? 


Mr. TURNBULL: No, definitely not. They are not involved in the editorial 
portion of the book whatsoever. The companies were invited to participate 
through the therapeutic listing of products which they wish to appear there. This 
was extended to every pharmaceutical drug manufacturer in Canada. 


Mr. MackasEy: Mr. Turnbull, it states on page 6, under ‘‘Brands and generic 

names”: 
Possibly less than one third of all prescriptions could be written in 
generic terminology. 
And then: 
Drug preparations having the same generic name, with or without an 
added brand name, are not necessarily therapeutic equivalent. 
Would you like to eleborate on that? 

Mr. TURNBULL: The first is a statement which sums up at least three studies 
that have been conducted in this regard and that indicate that less than one third 
of all preparations, not the dollar value of the research, could be written in 
generic terminology. This has shown up in at least three if not four of the studies 
that were made on the available preparations on the market. 

Mr. MackaseEy: In other words, if the doctors were schooled to prescribe 
generically they could only do so in only one third of the cases? 

Mr. TURNBULL: Yes. 

Mr. MackasEy: What are the impediments to prescribing for the other two 
thirds? 
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Mr. TURNBULL: In two thirds of the cases the products are prescription 
specialties which are specific to a company. They are combinations of drugs or 
individual drugs which are produced only by that company. 

Mr. ORLIKOwW: I have one supplementary question, Mr. Chairman. Is it true 
that in the third that could be written with generic names are included a very 
large percentage of the drugs which are (a) used more frequently and (b) used 
extensively? I am thinking of tranquillizers and antibiotics. 


Mr. DENHOLM: Mr. Chairman, with respect to this third, the third varies 
from any one year to another because those in the manufacturing field who 
choose to distribute their products under generic name only, and this is their 
choice, do so in those fields which involve, as you mention, volume drugs only. 
This field varies tremendously. In one year this third might be made up of X 
group of drugs and in another year half the group might change because some 
groups are no longer volume drugs, s the generic name houses, if we can use 
that term, are then dropped out of the field. I think Mr. Turnbull has some fig- 
ures in this regard. 


Mr. Mackasey: With respect to your last statement, did you say that generic 
firms would drop the field when volume is no longer important? 

Mr. DENHOLM: That is right, sir. 

Mr. MacxkasgEy: Who keeps the drug available if it is needed in isolated 
cases? 

Mr. DENHOLM: The initiating manufacturers who have put the drug on the 
market in the first place. 

Mr. MacKAsEy: They assume this moral responsibility to make it available. 

Mr. DENHOLM: That is right. 

Mr. Mackasey: And the generics withdraw. 

Mr. DENHOLM: That is right. They are involved in the volume market only. 

Mr. ORLIKOW: Are you suggesting that they do it as a service to the public 
and that they are not interesed in a profit? 


Mr. DENHOLM: I suggest that any business concern in Canada which is not 
interested in profit, sir, is going to be out of business very quickly. I also suggest 
that they recognize their responsibility in providing a range of products, some of 
which, quite frankly, may not be profitable in themselves. 

Mr. MackaseEy: In other words, when the profit is no longer available 
through volume, the generics cease to be interested. 


Mr. DENHOLM: That is correct, sir. 
The CHAIRMAN: Do you have any figures in this regard, Mr. Turnbull? 


Mr. TURNBULL: No, I do not have any up to date figures, Mr. Chairman. I 
think what Mr. Orlikow is saying is quite true, in that the sedative and the fast 
moving lines are the lines in which this type of preparation is normally found 
available. 

Mr. ORLIKOW: Would it make a substantial difference to the individual 
patients, institutions, hospitals or provincial hospitals whether they buy chlor- 
promazine, for instance with the brand name or whether they buy one of the 
generics? 

25518—2 
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Mr. TURNBULL: I do not know the comparative price levels of the institutions. 
I was commenting only on the fact that phenobarbitol, thyroid and A.S.A. 
compounds are the first compounds and that sulpha drugs and what not are 
quite popularly available in generic terminology. 


Mr. OrtiKow: Could this make a substantial difference even at the retail 
level? 


Mr. TURNBULL: I presume it could with very cautious buying, sir, all things 
being equal with respect to the products and the desire of the physician of 
course. 


Mr. MacLean (Queens): On page 17 you say that the ownership of retail 
pharmacies rests, in the majority of cases, with the individual pharmacists. 
Bearing that in mind, I would like a further explanation of the breakdown of the 
sales dollar as pointed out on page 11. In this regard I would say that the 183 
cents paid for salaries to local resident employees would include the proprietor’s 
salary. 


Mr. DENHOLM: Yes indeed, sir. 


Mr. TURNBULL: My officers caught me on this point too, sir. The employees 
here that is, the man who is self-employed is certainly, shall we say, his own 
employee. 


Mr. MacLean (Queens): What are the circumstances that decide how much 
he is going to pay himself? How much of his gross income comes through profits 
and how much through salary paid to himself? Is he completely free to pay 
himself whatever salary he likes or is there a scale of fees that determines this? 


Mr. TURNBULL: There is certainly no scale of fees other than logic and 
business practice. Possibly the gentlemen who are owners of retail pharmacies 
would care to comment. 


Mr. DENHOLM: Possibly we might ask Mr. Lawton to comment on this 
questions Mr. Chairman. He is involved in this. 


Mr. MacLEAN (Queens): Yes. If I might go on, I will ask a subsidiary 
question now and perhaps the whole matter could be dealt with at once. Turning 
to table 2, the blue table at the back, which lists the various costs and so on by 
provinces, it strikes me as rather strange that in a province like Alberta where 
the average income is quite high that the total income for the pharmacists there 
is $15,209 whereas in a province like Newfoundland or New Brunswick where 
the average income is considerably lower, I would think than in Alberta the 
income is $25,553 in one case and $24,368 in the other. In addition to that the 
profits vary widely from province to province. Other income also varies widely, 
for instance from $40 in the case of Newfoundland to $1,748 in the case of British 
Columbia. Generally speaking the proprietors’ salaries seem to be in reverse 
proportion to the average salary in the province concerned. 


Mr. DENHOLM: Mr. Chairman, Mr. MacLean asked a number of questions. 
Perhaps we could ask Mr. Lawton to answer the first one which, as I recall it, was: 
What system is used to apportion the owner’s income between salary and net 
profit. 


Mr. Lawton: Mr. Chairman, the store owner who is self-employed, 
has an attitude toward his salary and he believes that he should pay himself the 
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normal going rate that he would pay another pharmacist. However, since he is 
his own employee, he has the privilege of adjusting his salary up or down, 
possibly in most cases due to income tax considerations. There is no set scale of 
fees for owner-pharmacists; certainly in the case of employed pharmacists it is 
the going rate, and again there is no set scale. I believe that in table 2 you 
compared the return to pharmacists in Newfoundland and I think that you have 
to realize that in Newfoundland only three stores responded to this survey, and 
they might have been three large volume stores. In Alberta it showed up very 
clearly that the average sales were $101,000; in Newfoundland the three stores 
had average sales of $150,000 and this throws the comparison off quite a lot. 

You also mentioned other income. Other income includes many things: the 
income from post office and stamp machines, vending machines, this type of 
thing and of course in many areas there are not large numbers of these; in some 
areas, a post office particularly in small towns, is not involved in drug store 
operations at all. 


Mr. MacLEAN (Queens): Comparing Newfoundland and British Columbia, 
the net profit of the stores shown in British Columbia is approximately $7,000, 
whereas in Newfoundland it was $15,000. I suppose that is to some extent in 
proportion to the total sales. 


Mr. DENHOLM: Mr. Chairman, other than indicating that perhaps I, who 
come from British Columbia, should move to Newfoundland, perhaps Mr. 
Turnbull might have something to say on this. 


Mr. TURNBULL: I think it unfortunate, sir, that you make reference to 
the Newfoundland chart and possibly, in view of the many interests in this 
particular table, it is unfortunate that this does indeed appear in here. The 
summary in this survey is conducted by a source which is independent of our 
association office, and when the time came to publish these tables we were 
contacted with the suggestion that if the results of the three pharmacies that 
happened to voluntarily participate in this program, were published, it would 
encourage other pharmacies in Newfoundland to participate in the future. 
This is the only reason that this particular table, which represents four per 
cent of the pharmacies in Newfoundland, did indeed appear what is basically an 
association publication. 


Mr. MacLEean (Queens): I see. Perhaps it would be fairer to compare New 
Brunswick and British Columbia, for example. But to go on with my question, 
I notice that in the sample given here, in New Brunswick the net profit is 
much higher than in British Columbia; the proprietor’s salaries are the same 
in those two cases, but in some of these cases the profits are high and the salaries 
low and vice versa. Is there any provincial tax law or anything of this sort that 
would influence the druggist, depending on what province he is in, to show more 
of his income as salary and less of it as profit and vice versa. 


Mr. DENHOLM: There may be, but not to our knowledge. 


Mr. MAcLEAN (Queens): Is it not correct that the figures here in table two 
are just a sample and are not necessarily very representative of the total in any 
of these provinces. 

Mr. DENHOLM: In some of the provinces, Mr. MacLean, they are most 


representative and I think from an actuarial point of view it depends entirely on 
25518—23 
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how many have reported; it has been indicated that the 109 pharmacies report- 
ing in British Columbia, for example, represent 22 per cent of the pharmacies, 
which I think most actuaries would accept as a representative sample, whereas 
the 3 per cent from Newfoundland is not a representative sample and there is 
variation between these two figures, sir. 


Mr. MacLean (Queens): Thank you. 


Mrs. RipEouT: Mr. Chairman, I was interested on page 4 in the ‘“‘Dollar effect 
of the legislation’, where you state that 
—place a very costly, hidden, financial burden on the pharmacist. He 
must follow strict procedures— 


and then you go on to say: 
Regrettably, and quite improperly, too many of these Regulations do 
not pertain to the other professions who may legally handle drugs. 
I wonder if you would mind elaborating a bit. 


Mr. DENHOLM: Yes; by way of example, the provisions of the Narcotic 
Control Act and Part III of the Food and Drug Act, which regulate the sale and 
distribution of controlled drugs, impose a great many regulatory provisions on 
the pharmacist in the distribution of these drugs by way of recording purchase, 
sale and receipt of properly constituted medical authority for dispensing these 
drugs. This is a costly adminstrative procedure for the pharmacist. 


Mrs. RrpEouT: Are you suggesting that other people do not have to follow 
these procedures? 


Mr. DENHOLM: In some cases they have a lesser requirement in this respect, 
Mrs. Rideout, yes. 


Mrs. RIDEOUT: But the same procedures of safety are observed, I would 
think. 

Mr. DENHOLM: If the procedures of safety, which are required of the 
pharmacist, are necessary in the interests of safety, and we believe they are, 
then the same degree of safety is not provided. 


Mr. Rrpeout: It certainly should be. 
Mr. DENHOLM: Agreed. 


Mrs. RIDEOUT: What about the hospitals where certainly a large amount of 
drugs are dispensed. I would expect in hospitals that the same degree of safety 
and precautions would be taken. 


Mr. DENHOLM: There are certain requirements in the hospitals, and of more 
particular concern at the moment are the requirements in the nursing homes 
which become near-hospitals. Perhaps we might ask Mr. Cameron to comment 
on this from his point of view because he is a provincial officer of a pharma- 
ceutical association, and I am sure that he is concerned with the degree of con- 
trol exerted at these various levels. We were referring here not only to the 
hospital situation but, quite frankly, to the degree of requirement on physicians 
for recording, as opposed to the degree of requirements on pharmacists; there 
is considerable variation, a quite improper degree of variation, in our view. 
Mr. Cameron will comment with respect to the hospital situation. 
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Mr. D. M. Cameron B.Sc. Pharm., Edmonton (Registrar of the Alberta 
Pharmaceutical Association): Mr. Chairman, with specific reference to nursing 
homes, we recently have had an exposure to situations which we believe to be 
not in the public interest, by virtue of the rather significant amount of drugs 
being distributed and an almost complete lack of records pertaining thereto. We 
have taken this up with the provincial government of the province of Alberta and 
explained to them our concern, and they have agreed we believe. The regula- 
tions that were supposed to have been in effect are going to have to be 
stringently observed by them just as they are by the pharmacist. With specific 
reference to the nursing homes, it has in fact, I think, been established that they 
are not hospitals in the province of Alberta, will not conduct themselves as such 
and will make a proper accounting of the drugs distributed through their 
resources; in future they are going to have to secure these drugs from licensed 
pharmacies in the province of Alberta. 

There are also some variations between those records required of a pharma~ 
cist and those required of a hospital. By and large, I think, most people do not 
find a wide discrepancy between pharmacy practice and hospital practice by 
virtue of the fact that you have in active treatment hospitals immediate access to 
physicians who exercise a good control over hospitals by virtue of stop-order 
programs and other things of this nature. Because of what I have said, there is 
probably not the same concern between these two particular institutions; but it 
is of some concern and of some administrative cost, I might add, that records 
required of hospitals are not the equivalent of records required from pharma- 
cists. 


Mrs. RipgEout: I have great concern for the consumer because he or she must 
have complete trust in the doctor and the druggist. It concerns me that you 
suggest there are places where the same restrictions are not properly adhered to. 
I would think that the same people who check the pharmacies to see that proper 
safeguards are carried out would also be checking these other institutions. 


Mr. DENHOLM: Mrs. Rideout, our reference here of course is not to the level 
of safety and the level of restrictions; our reference here is to the fact that the 
number of the regulations and, shall we say, restrictions, are greater in the case 
of their application to the retail pharmacist than to the others. 


Mrs. RipEouT: In other words it is more costly. 


Mr. DENHOLM: This is placing a more costly burden. By the way these are 
the procedures that we listed in our first brief on page 62 of the transcript of the 
third hearing and you will recall that we, facetiously, made the s of special look 
like a dollar sign. 


Mrs. RweouT: Mr. Chairman, if I may have one more minute, I would like to 
put a question to Mr. Lawton of Halifax, a retail pharmacist and owner of a 
small drug chain. I am interested in the small druggist; it is going to be more 
difficult for them because they are going to run into the same competition now as 
the corner grocery store did when the supermarket came along. However, as we 
all are well aware, competition is good and it builds up sales. How are you going 
to be able to keep the price of your drugs on the same level as the large retail 
outlets which can sell much cheaper. 
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Mr. LAWTON: Mrs. Rideout, in our area, as of October 1, the larger outfits 
cannot sell drugs—the more expensive drugs particularly, very much cheaper 
than we can, and still stay in business. 


Mrs. RipEouT: By “more expensive”, do you mean the patent drugs. 


Mr. Lawton: No, any high priced drug, because we now have in existence a 
pricing method, which I think you have heard about; it is the cost plus a profes- 
sional fee method. 


Mrs. RipeoutT: Right across Canada. 


Mr. Lawton: It is not right across Canada, but in some provinces its use is 
as high as 70 per cent. We have in the Halifax metropolitan area about 65 stores 
and I believe that around 50 or 51 are using this system, in effect, it reduces the 
difference between the discount price of a large operator and the regular retail 
drugstore. It does not matter what the ingredient cost is, we still make $2.00 on 
it, and the larger store cannot do much better than that and stay in business. The 
difference is getting smaller all the time. 


Mrs. RIDEOUT: So competition will not actually reduce the price of drugs? 


Mr. Lawton: As far as we are concerned they cannot be reduced much more 
in retail pharmacies. 


Mrs. RipEouT: Thank you very much. 


Mr. O’KEEFE: Mr. Chairman, the questions I had in mind, particularly about 
the Newfoundland appendix, have been asked by Mr. MacLean and Mrs. Rideout 
has very thoroughly cut the ground under a few other questions I had. 

I notice under “dispensing cost” on page 13 that in respect of non-welfare 
prescriptions the dispensing cost is $1.75 and you make the magnificent profit of 
2 cents. On welfare prescriptions the average ingredient cost is $1.72; dispens- 
ing cost, $1.75, and your loss is 61 cents on every prescription. What does that 
$1.75 suggest? 


Mr. DENHOLM: I wonder if I could have the copy back that I gave you, Dr. 
Howe. Thank you. This survey was conducted in British Columbia by a man- 
agement consultant, together with the advice of the provincial association’s 
consulting actuary, and the various costs in the pharmacy are broken down into 
direct costs and indirect costs. They are apportioned as follows: direct costs, 
consisting of salaries and these include the salaries, as was indicated earlier, of 
the owner-manager, in addition to the employed pharmacists and the lay help: 
the cost of containers, labels, prescription pads, and so on, and everything that 
directly contributed and could be directly attributed to the provision of the 
prescription service. The indirect costs are those which are indirectly concerned 
with the dispensing of prescriptions and apply to such matters as accounting and 
collection, advertising and promotion, bank charges, insurance, laundry, heat, 
rent, repairs, telephone, unemployment insurance, welfare plans, and this sort 
of thing. 

Mr. O’KEEFE: Would you agree that that could not be very accurate? 

Mr. DENHOLM: This was drawn up by a management consultant firm which 
indicated that it was accurate in that the total of the indirect costs for each 


respondent pharmacy were applied to the build-up of the dispensing cost, based 
on the ratio of prescription sales to gross dollar sales. 
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Mr. O’KEEFE: Just in British Columbia? 


Mr. DENHOLM: That is correct, sir. Then, to check this figure out, the indirect 
costs were apportioned on the basis of floor space to see if this made any 
difference, and it made .1 per cent difference which, in the view of our actuary, 
constituted an accurate presumption that this should be proportioned to pre- 
scription sales. The aggregate figure for indirect costs was 27.7 per cent. The 
balance were direct costs, made up primarily of salaries to the professional help 
in the pharmacy. I can give you the actual break down of that figure. I am sorry 
you do not have this chart before you, sir. As I indicated earlier, I will make it 
available to you in sufficient numbers so that it may be distributed. 

The division between direct costs and indirect costs was $1.48 for direct 
costs, and this is salary and containers and labels and dispensary equipment, all 
the matters which you can reasonably direct to the dispensing function, and the 
indirect costs were 27 cents, for a total of $1.75. You asked a moment ago if this 
apportionatement of indirect costs was accurate. We think it is accurate, sir, but 
even if it is out slightly, the fact is that it only costs you 27 cents out of the $1.75, 
which is a very small portion of the dispensing cost. The major part of the 
dispensing cost is the direct cost, which you can, with certitude, apply directly to 
the dispensing function. 

Mr. O’KEEFE: Just one more question, Mr. Chairman. On page 3 of appendix 
A you say: 

Similarly, if the amount and frequency of an anticholinergic medica- 
tion is not adequate, the peptic ulcer patient runs the risk of a perforated 
ulcer. 

Now, this is the important part: 

It is recognized that improper prescribing habits have greatly con- 
tributed to the emergence of drug-resistant bacteria. 

Whose improper prescribing habits? 

Mr. DENHOLM: The quotation was: 

It is recognized that improper prescribing habits have greatly con- 
tributed to the emergence of drug resistant bacteria. 

And, as I undersand it, the question was: improper prescribing habits such 
as what? 

Mr. O’KEEFE: Who has any improper prescribing habits? 

The CHAIRMAN: You mean the medical profession’s prescribing habits, Mr. 
O’Keefe? 

Mr. O’KEEFE: I am asking the witness. Do they apply only to British 
Columbia? 

The CHAIRMAN: That is a terrible thing to ask an Ontario chairman! 

Mr. O’KEEFE: I suggest, Mr. Chairman, this is a rather serious question. 

The CHAIRMAN: I should say, when it comes to dispensing, that the responsi- 
bility is on the medical profession; the pharmacist merely fills the written 
prescription. 

Mr. MacxkaseEy: I have been trying to trace my ulcer, Mr. Chairman, for six 
months now. 
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Mr. O’KEEFE: But surely, Mr. Chairman, as the witness has presented 
Appendix A, and I asked a question on it, I am entitled to an answer, or is my 
question out of order? 

The CHAIRMAN: No, it is not. I am answering it for you. The improper 
prescribing habits are the responsibility of the medical profession. 

Mr. O’KEEFE: You agree— 


The CHAIRMAN: You are asking where they got the basis for the statement 
they have made? 


Mr. O’KEEFE: Yes. 

Mr. TURNBULL: If I may reply, Mr. Chairman, this statement arises from the 
many published medical and pharmaceutical accounts of some of the difficulties 
that have been encountered with some drugs, due to the fact that drug-resistant 
bacteria have emerged from extended therapy or in some cases, inadequate 
therapy, and this type of thing. You will notice that the next sentence refers toa 
recently published survey in which the medical profession have very fully 
co-operated. 

Mr. O’KEEFE: This is the American Pharmaceutical Association and I am 
interested in the Canadian association. 

Mr. TURNBULL: Well, of course, the effect of drugs is the same whether they 
happen to be prescribed for an American or a Canadian, shall we say. 

Mr. O’KEEFE: That might not always be so, sir. You suggest that the 
American prices are higher, so the drugs might be different. 

Mr. TURNBULL: Well, this statement, of course, does not relate in any respect 
whatsoever to prices. 

Mr. O’KEEFE: I realize that. 

Mr. TURNBULL: This statement is made on the basis of medical evidence. 
This is not casting reflection upon one or another; it is a fact of life. It has 
developed as experience is gained with many drugs. 

Mr. MAcKASEy: May I ask a supplementary question? In other words, what 
you are saying, Mr. Turnbull, is that the druggists have a professional responsi- 
bility, even beyond that of a doctor, to make certain that the patient is protect- 
ed? 

Mr. TURNBULL: True, sir. 

Mr. Mackasgy: This is fundamentally why this appendix is in here? 

Mr. TURNBULL: And at every opportunity they have to apply it. They must 
provide that extra safeguarding procedure. 

Mr. Mackasey: Are you legally responsible if the doctor makes the pre- 
scription out incorrectly? 


Mr. DENHOLM: Not legally, sir. 


Mr. TURNBULL: Morally responsible and presumably partly legally responsi- 
ble. 

Mr. Mackasey: If the doctor prescribes the wrong dosage, perhaps enough 
to kill a patient, have you any legal responsibility not to fill that prescription? 

Mr. TURNBULL: Yes, I believe the pharmacist has a legal responsibility and, 


indeed, this is one of the reasons for the occasional telephone call to double check 
on the actual prescription as written by the prescribing physician. 
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Mr. MACKASEyY: Thank you. 
Mr. O’KEEFE: Thank you, Mr. Chairman. 


Mr. FORRESTALL: My questioning will be very brief. It may involve perhaps 
two questions which I will direct to the panel in general. I go to your blue 
appendix in which you set forth very nicely a lot of detail on the operation of the 
Canadian retail pharmacy in Canada in 1965. I think it would take something 
short of a staff of accountants to separate drugs from—as I think was suggested 
at one time—tires and rubber gloves and candy and cigarettes. The average cost 
of drugs in Canada in 1965 was set at $3.32 and it may be my own shortcoming, 
but do you set forth anywhere in the various tables that follow the average cost 
of drugs by province or region or geographic area? 

Mr. TURNBULL: Yes, sir. You will find that at line 7 from the bottom of 
each table. 

Mr. DENHOLM: The average price per prescription, listed by province, sir. 

Mr. TURNBULL: You will see, for example, in Nova Scotia the average price 
is $3 per prescription. 

Mr. FORRESTALL: It says, “Average Price per Rx’’. That is prescription, I 
presume. I see, fine. That takes care of that. My question was prompted by the 
fact that we hear a great deal in the committee to the effect that my particular 
area is one of the highest drug price areas in Canada and I wanted to refute it. 
Just a quick glance across that line shows me that indeed that is not true. 

' Getting into something a little more relevant, then, you put forward several 
recommendations to the committee, and to those who are following these events, 
for lowering the cost of drugs to the people of Canada in general. If all these nine 
recommendations were implemented, have you made any calculations and come 
up with an estimate of how much you could lower the $3.32 average price per 
prescription across Canada? 

Mr. DENHOLM: Well, Mr. Chairman, I do not know whether the question was 
rhetorical or not but— 

Mr. ForRRESTALL: It was not rhetorical. It was a very direct question. You 
make a lot of meaningful recommendations. I will put it more directly to you. 
You made a lot of statements and recommendations but I notice not one of them 
takes a nickel out of your pocket. That is what I am after. 

Mr. DENHOLM: If I might suggest, Mr. Chairman, it would be absolutely 
impossible, actuarially, to attach a precise figure—- 

Mr. ForRESTALL: I did not asking you for a precise figure. I asked if you had 
done any work on it. Yes or no? 

Mr. DENHOLM: —which would be affected by each of these recommenda- 
tions. In fact, on the first recommendation, which seems a fairly tangible one, 
with respect to the removal of the sales tax, you have had witnesses before this 
committee, Mr. Chairman, some of them expert witnesses from government 
departments, and the range of— 

Mr. FORRESTALL: You spelled that one out yourself. 

Mr. DENHOLM: —‘“‘guesstimate” has been something out of this world. Cer- 
tainly we are not prepared to— 


Mr. FoRRESTALL: That is all I am asking, whether you have done any work 
on it or not. 
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Mr. DENHOLM: We have gone a good deal of work on it but we have not been 
able to come up with any precise figure, sir. 


Mr. FORRESTALL: Would you care to guesstimate? 


Mr. TURNBULL: We can only guesstimate, sir, on the possible effect of the 
elimination by the government of the sales tax, which is actually about the only 
single tangible item here. The effect on the public purse in Canada of any delay 
in abolishing this tax would be to insist that the public contribute approximately 
$14 to $15 million a year for the drugs which they purchase, due solely to the 
effect of the 11 per cent sales tax. 


Mr. FORRESTALL: Yes, that is good. In short, the recommendations are here 
and they stand as submitted. Mind you, I am not being critical of the recom- 
mendations. I was curious whether or not you had done any such work. I was 
not asking a rhetorical question. 


Mr. TURNBULL: I can assure you— 


Mr. FORRESTALL: I have more to do with my time here than ask rhetorical 
questions. Let us deal specifically with your number 8 recommendation. Mr. 
Lawton is quite familiar with this one and seems to think it is working very well 
in Halifax. I talked to him privately about this. This is in— 

support of pharmacy’s moves toward establishing an equitable profes- 
sional fee-for-service system which is not directly related to the cost of 
the drug ingredients of a prescription. 

This is one recommendation that has enjoyed and continues to enjoy 
increasing support among pharmacists in Canada. It has been suggested to us 
that a move like this has a particularly adverse effect on the lower-costing 
drugs by driving the price of them up. 


Mr. DENHOLM: Certainly the basic concept of the system, Mr. Chairman, is 
that the cost of providing the dispensing service as calculated by one means or 
another, whether by a provincial organization, as indicated in this survey, or by 
an individual practitioner, is spread directly across the prescription volume so 
that the same cost is apportioned to each prescription and subsequently the 
return to the pharmacist on the high priced drugs is less and the return to the 
pharmacist on the lower priced drugs is lower. So, in relation to the status quo, 
the low cost prescription comes up in price. Certainly in many instances—and I 
will call on Mr. Wilton and Mr. Lawton to respond to this further from their 
practical experience—where the patient is on a low cost chronic medication over 
a long period of time, and this might effect a hardship, I know that many 
pharmacists enter into consultation with the patient’s physician to ascertain 
whether or not he approves of the patient having a larger quantity in order to 
spread that cost out over a longer period of time, thereby not costing the patient 
any more. 


Mr. FORRESTALL: I am aware of this. 
Mr. DENHOLM: You are technically correct, the low cost ones are up and the 


high cost ones are down. The proportion is different and pharmacists are taking 
these measures to ease up on this for the benefit of the chronic patient. 


Mr. FORRESTALL: This is very interesting. Could I ask a supplementary 
question, if Mr. Lawton or Mr. Wilton would follow through. You say that 84 per 
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cent of your prescriptions are for $5 or under, and I am curious to know what 
percentage of that 84 per cent, from the cost of ingredients point of view, 
would be under $2? 

Mr. Lawton: Mr. Forrestall if I can refer to a small survey 
that I made in the first two weeks of January we examined, I think, 3200 
prescriptions and we examined them with regard to their price. We found that 
42.2 per cent were under $3, another 42.2 per cent were between $3 and $5, and 
I think 14 per cent were over $5 and 1.4 per cent were over $10. So, 42.2 per 
cent were under $3 and 42.2 per cent were between $3 and $5. 


Mr. FoRRESTALL: That is 42.2 per cent between $3 and $5. Is that right? 
Mr. LAwtTon: That is right. 


The CHAIRMAN: As a point of clarification, does that include the $2 prescrip- 
tion fee? Has that been charged on all those prescriptions? 


Mr. LAwtTon: Yes. 


The CHAIRMAN: In other words, the cost of the ingredients was actually 
under $1? 

Mr. Lawton: May I clarify this? In the survey that we did certain con- 
traceptive prescriptions were also included and there is a difference in the profit 
on this type of prescription as compared to the regular ones, so it throws the 
figures out a little bit. They were not all based on a $2 fee, sir. 

Mr. TURNBULL: Could we give you the national figures on this? 

Mr. FORRESTALL: Yes, you can. | 

Mr. TURNBULL: With the first brief we included a prescription study involv- 
ing 223,000 prescriptions. This was a survey made in November, 1964. It showed 
that 25 per cent of the prescriptions were dispensed at what had been established 
as the break-even cost figure at that time of $1.93. This survey had quite an 
extensive table. It also showed that 84.3 per cent of all prescriptions were dis- 
pensed at less than $5 and 1.4 per cent were over $10. The finer breakdown 
is in these tables. 


Mr. FORRESTALL: What I want to get from you—and it is a little clearer now 
but I am not quite prepared to accept it—is your assurance that this particular 
recommendation for which you are soliciting our support is, indeed, not going to 
drive up the cost of so great a proportion of the lower cost drugs that the person 
or family that has to come in and buy these drugs is going to have to pay more 
for the drugs than if some other equally equitable system were introduced. If I 
pay $25,000 for something I expect the salesman is going to get a higher commis- 
sion than if I pay 25 cents. Iam concerned about that principle of whether or not 
the safeguard is build into the average. 


Mr. Lawton: Mr. Forrestall, the fee is completely divorced from the price of 
the ingredients. However, let me point out that the casual prescription—the man 
who has to get a prescription filled for a cough once or twice a year—is not 
terribly affected by this if it is a low priced drug. If it is a chronic or a 
catastrophic type of illness over a long period of time the patient can arrange, in 
consultation with the physician, to buy larger quantities and he gets all this 
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extra medication for the same fee. I can give you some very good examples, I 
think, but possibly this is not the time to do it. 


Mr. MacLean (Queens): May I ask a supplementary question? Is there any 
relationship between this proposed $2 fee and the cost of dispensing a prescrip- 
tion, as listed in the third item from the bottom of table no. 2? 


Mr. TURNBULL: That is his basis of calculation, sir, yes. 
Mr. MAcLEAN (Queens): Well, what does this figure on the table represent? 
Mr. TURNBULL: This is table no. 2? 


Mr. MAcLEAN (Queens): Yes. I want to know if it represents the same thing. 
The cost now varies from $1.10 per prescription in Prince Edward Island to $1.44 
in Quebec— 

Mr. TURNBULL: You will appreciate, sir, this study is related to the many 
different types of prescription pricing that exists today in Canada. This is related, 
for example, using table 1, to the national averages where it shows $1.32 as the 
cost of dispensing a prescription, and it is in relation to the complete mix which 
established $3.32 as the average price of a prescription in Canada. It is not 
directly related to that $2 fee or the fee system. 


Mr. MAcLEAN (Queens): That is what I wanted to make clear. 


Mr. TURNBULL: That comes up in individual studies, such as the one which 
was conducted in British Columbia for a specific purpose. The British Columbia 
study, because it is reasonably up to date, was included in our brief, although it 
is specific to a province rather than at the national level. 


Mr. DENHOLM: Mr. Chairman, it should also be pointed out that while we 
seem to be using this figure of $2 as the professional fee in our discussion of this 
system, based on studies conducted in different areas this varies. In some areas it 
may be $2.10 and in others $1.85, but we are using the $2 figure as a basis of 
discussion. 


Mr. MacLEANn (Queens): Yes, but the point I am trying to make is that that 
$2 is not comparable. It is not the same figure as the $1.32 that appears in th 
cost of— 


Mr. DENHOLM: Right, sir. 


Mr. TURNBULL: And if perchance this were established by an individual 
pharmacy, such as Mr. Wilton’s or Mr. Lawton’s, présumably the $2 would also 
include a calculation of their required profit, which would be over and above the 
actual bare cost. 


Mr. FORRESTALL: I just have one final question which I will perhaps direct to 
all of you, and you can answer it very briefly with a yes or no. You can elaborate 
on it if you wish. It does not matter very much. Even if I have asked rhetorical 
questions, this one is not rhetorical. Do you think the cost of drugs in Canada is 
too high? 

Mr. DENHOLM: We indicate ‘“‘no” at page 20, sir. We do not believe there is 
evidence to indicate that drug costs are too high. We do agree, because of the 
increased utilization of drugs, that the total drug bill to Canadians has increased 
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but this is a measure of utilization rather than cost. No, sir, we do not believe 
that drug costs are too high. 


Mr. ForRESTALL: Do all of you, as individuals, believe that? 


Mr. TURNBULL: There is no evidence that drug costs are high in relation to 
the Canadian economy. 


Mr. ForRESTALL: I tend to agree with you. I do not think I pay too much for 
drugs. I certainly think there are areas, such as the chronically ill, and so on and 
so forth, where the cost of drugs is unbearable to certain individuals due to 
particular circumstances. I like to throw that in once in a while just to see what 
people say. We get some surprising answers. 


Mr. DENHOLM: Mr. Chairman, I think we agree wholeheartedly—as we have 
stated on many occasions—with Mr. Forrestall, and while we do not believe the 
cost of drugs is too high, we do agree that the burden of drug costs to certain 
categories of the population is virtually unbearable. 


The CHAIRMAN: Perhaps as Chairman I might be allowed to ask a very 
simple question, and one which we have talked about many times. I think you 
have already given us the answer to this once before, but we would like to have 
the assurance of the Canadian Pharmaceutical Association that if the federal 
sales tax is removed all the pharmacists are willing to pass this saving on to the 
consumer? 


Mr. DENHOLM: Mr. Chairman— 
The CHAIRMAN: Whatever the amount may be. 


Mr. DENHOLM: Certainly you have that assurance. This sales tax is levied at 
the manufacturing level and presumably the manufacturers would decrease their 
prices by an amount equivalent to the sales tax reduction, and as the retail 
pharmacist’s calculation of his charge to the consumer is based on his cost from 
the manufacturer, it would be passed on to the consumer, yes sir. 


Mr. MackasEy: May I ask a supplementary question? You say based on the 
cost from the manufacturer. Do you mean the cost including federal sales tax? 


Mr. DENHOLM: Yes, that is correct, sir. The invoice cost to the pharmacist 
includes the federal sales tax, whether it be 11 per cent or zero. 


The CHAIRMAN: Fine. Did you have a supplementary question Mr. Laidlaw? 


Mr. Lawiaw (Legal Counsel to the Committee): Yes, Mr. Chairman, arising 
out of Mr. Forrestall’s last question, if I may. I am very puzzled indeed about the 
last paragraph on page 7 of the brief, where it is stated: 

The suggestion that drug costs have increased ‘out of all proportion’ 
to prices of other commodities and services is completely erroneous, as 
illustrated by D.B.S. statistics which show that prices in general increased 
some 36.8 per cent between 1949 and 1964, while drugs increased by only 
20,2 per Cent, 

In their previous submission this association gave a list of the average prices 
of prescriptions to the consumer. In 1949 the average price was $1.38; in 
1965—as you have heard tonight—the average price was $3.32. If my arithmetic 
is correct, that is an increase in the average prescription price of 140 per cent. I 
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am not able to distinguish that argument from the argument which you advance 
on page 7 that the increase in the average general cost of living from 1949 to 
1965 was approximately 40 per cent. 

I would like some explanation in order to ascertain why there has been an 
increase of 140 per cent in drugs in that period of time. 


Mr. DENHOLM: Mr. Chairman, I think it should firstly be pointed out that 
the increase in the average prescription price is not directly related to an 
increase in drug costs because there is no relationship here to the number of 
prescriptions. Secondly, there is no relation to the quantity or the type of 
medication. 

This particular paragraph in our submission, as it was in section 1, was a 
direct referral back to our original submission, and I would like to ask Mr. 
Turnbull to give you the statistics on which this statement is made. 


Mr. TURNBULL: The statistics quoted on page 7 are those that were quoted 
on page 17 of our first brief. They are the statistics produced by DBS, where one 
office preparad one set of statistics on two subjects. The added prescription price 
bears no relationship whatsoever to this. As Mr. Denholm pointed out, there are 
so many things that affect the prescription price: the quantity of the prescrip- 
tion; the ingredients of the prescription; whether it is of a chronic nature or not; 
or, if you wish to refer to the type of medication, if it is symptomatic as opposed 
to specific. There are many, many variables that enter into what is termed “the 
average prescription price’. 

Mr. LamLaw: This is true, Mr. Turnbull, but it is extremely important, it 
seems to me, that the consumer in 1965 is presumably paying 140 per cent more 
for his prescriptions than he did in 1949. 


Mr. TURNBULL: He is not if he received the same prescription in 1966 as he 
received in 1949. I cannot equate the two sets of figures, but presumably in the 
eyes of DBS his 1949 prescription would, if he were to present the identical 
prescription today, cost him an increase of 20.7 per cent. 


Mr. LarpLaw: Do you know how many drugs were used by DBS in ascer- 
taining this percentage of 20.7? 


Mr. TURNBULL: I am familiar with the fact that the drugs used in the 
sampling by DBS today are not the drugs that were used in 1949, yes, but they 
are in similar categories. I presume that an office such as DBS has equated some 
weighting, and what have you, to its production of this figure. 

Mr. LaIpLAw: Then this figure of 20.7 per cent is not necessarily a correct 
figure? 

Mr, TURNBULL: I would not argue with DBS, sir. I would like to. This is why 
we make the very positive recommendation that there is a great need for the 
various statistics-gathering agencies to get together and come up with some type 
of co-operative undertaking whereby the sets of figures have some relationship 
to one another. 

Mr. LaipLaw: May I ask one more question, Mr. Chairman? 


The CHAIRMAN: Yes. 
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Mr. LamLaAw: This question also arises from a statement that I believe you 
made, Mr. Turnbull. I do not want to put words into your mouth, but it arose 
earlier when Mr. Mackasey was talking about the term of patents. Your sugges- 
tion was that three years would be sufficient, in your view, for the term. I think, 
however, you added words like these: unless a new drug was produced in this 
country and manufactured here, in which case that drug manufacturer or 
inventor would get the required 17 year term. 


Mr. TURNBULL: No, I am sorry, Mr. Laidlaw, I did not make a statement 
which was in any way similar to that. I said that unless, due to the nature of the 
drug and the particular problems related to its manufacture and distribution in 
Canada, it were such as to cause that three year period to be changed. 


Mr. LAIDLAw: Then you have different terms in view for patent protection, 
depending on the nature of the drug or where it is made. You do not make this 
three year term apply right across the board, whether the invention takes place 
in Canada or in a foreign country? 


Mr. TURNBULL: We make the very definite statement here that we do believe 
the inventor should indeed receive patent protection, or is entitled to patent 
protection. At the same time, we believe that such patent protection should take 
the Canadian scene into account, and this is why we have suggested the period of 
such protection need not exceed three years, or some other suitable period of 
time which is made necessary by the particular nature of the drug, or unless it 
be produced in Canadian-based manufacturing facilities. In other words, the 
three year period—and we have indicated we will attempt to produce our studies 
on this—is thought to be reasonable in the light of the changing nature of drug 
therapy today. It is a period in which a foreign invention should be produced in 
Canada—at least production begun—and if, indeed, it is not, then other steps 
should be taken. In the light of particular problems in relation to a particular 
invention or drug, this period of time may have to be changed, but the in- 
dividuals responsible for the legislation would determine this. 


Mr. LawLaw: If I may particularize, Mr. Turnbull, because I think this is an 
important point, if the drug was invented in Canada and produced in Canada, 
are you inclined to favour the view that the patent term should be, say, 17 years 
and not three, as opposed to an invention made outside the country? 


Mr. TURNBULL: I presume that if a Canadian invention is properly acknowl- 
edged in other countries—perhaps this is not answering your question—then we 
should extend the same privileges to another country. I do not know whether 17 
years is a fit and proper period; it does seem an unnecessarily long period for an 
innovator to recap the financial outlay on his invention. I would be inclined to 
say that if it is a wholly Canadian invention the patent protection of a Canadian 
citizen could be considered for a longer period, yes. 


Mr. Lariaw: Thank you, Mr. Turnbull. 
Mr. YANAKIS: May I ask a supplementary question? 
The CHAIRMAN: Yes, Mr. Yanakis. 


Mr. Yanaxis: Concerning this patent legislation, can you tell me, Mr. 
Turnbull, how long the prednisone tablet has been on the market? 


Mr. TURNBULL: No, sir, I am not familiar with this. 
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Mr. YANAKIS: Can anyone of you gentlemen tell us? 
Mr. TURNBULL: It goes back to 1948 or 1949. 

Mr. MackKasey: From 1948 or 1949. 

An hon. MEMBER: Would it be in this book here? 


Mr. TURNBULL: No. In the light of my own personal experience in pharmacy 
it is 1948 or 1949. 


Mr. YaAwakis: I understand that the Frosst manufacturing distributors and 
the Schering manufacturers are members of your association? 


Mr. TURNBULL: No, sir; the Canadian Pharmaceutical Association is an 
organization representing the pharmacists of Canada, the profession of Canada. 
Individual pharmacists may be employed by companies, but we have no compa- 
ny membership whatsoever in the association. 


Mr. YANAKIS: Is it possible that one of these two industries is producing the 
prednisone tablet on the patent rights? 


Mr. TURNBULL: I do not have that knowledge. 


Mr. YANAKIS: I was discussing the matter with a local pharmacist the other 
day and he showed me a prescription by a doctor for such a tablet, and the 
prescription read Schering prednisone tablet, 5 milligram. The patient could not 
buy this prescription because it was too expensive. Schering is retailing this 5 
milligram prednisone tablet at 100 tablets for $22.70. Frosst has the same 100 
tablets for $4.20; so you can just imagnie the difference. If they are producing on 
the patent rights, I think it is an abuse of these rights to allow them to run so 
long if they take so much advantage of it. 


Mr. TURNBULL: We can only assume, sir—and I do not know that I am 
qualified to comment on this—that the people who are marketing prednisone in 
Canada are doing so legally, and that if they are not there is litigation either 
underway or contemplated, or something, to, shall we say, prevent it. In com- 
menting on the prices, we can only also presume that the prices charged by the 
individual manufacturer have, in the eyes of that individual manufacturer, some 
sound basis. While they may vary—as you have indicated—from $4.20 a hundred 
to $22.70 a hundred, there is some reasonable and logical answer in the eyes of 
the individual company. 


Mr. Yanakts: I could not believe that. Could the pharmacists open the price 
index and show me the prices that are suggested by the company? 


Mr. TURNBULL: Yes, I have them here. 


The CHAIRMAN: As far as the pharmacists are concerned, if it was written 
for the Schering product they would have no alternative but to dispense it, 
whether it cost $22 or $4. If it was written in the generic form, then they could 
dispense either one, according to their own discretion. 


Mr. TURNBULL: If he was fully confident in his own mind he would assume 
his professional responsibility to dispense the product which he felt would meet 
the needs of that patient, if it was not specified by the physician, and presuma- 
bly, in keeping with his knowledge of the patient’s financial resources, would act 
accordingly. 
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Mr. Yanaxkts: Yes, according to his opinion. He could not give the patient 
the other brand name if the doctor specifies the Schering tablet. 


Mr. DeNHOLM: No, if the prescription is outlined as you have described it, 
sir, the pharmacist has no option but to supply that. 


The CHAIRMAN: Except in the province of Alberta. In all the other provinces 
this is correct. In the province of Alberta he would have been able to do this. In 
the rest of the provinces the law says that he must prescribe it as it is written. 


Mr. TURNBULL: The pharmacist must assume that the physician has some 
reason for selecting the product of a particular company when he prescribes that 
particular company’s product, and it would be determined on many factors, 
based on his personal experience with the treatment of an ambulatory patient as 
to the type of response, and that type of thing, that he is actually looking for. 


Mr. MackKASEy: I have a supplementary question, Mr. Chairman. I think, Mr. 
Turnbull, somewhere in your brief you state quite categorically that no two 
drugs are identical. 


Mr. TURNBULL: Not necessarily; no two drugs— 


Mr. MackasEy: Therefore the Frosst and the Schering tablet may not 
necessarily be identical as far as the prescribing doctor is concerned. 


Mr. TURNBULL: This is one reason why a physician may select one company’s 
product as opposed to another; he has gained expericnce with that, and he does 
not know the type of therapeutic response to expect— 


Mr. MackasEy: Was the druggist 100 per cent correct in informing Mr. 
Yanakis that there were identical products? 

Mr. TuRNBULL: Not knowing the actual terminology used by the pharmacist, 
he may have informed the hon. gentleman that quantitatively they both con- 
tained 5 milligrams of prednisone. 

Mr. O’KEEFE: How can you be so sure that that is right when you ascribed to 
him improper prescribing practices? 

Mr. TURNBULL: I am sorry, sir— 


Mr. O’KEEFE: How can you be so sure the doctor is right when in your brief 
you ascribe to the doctor improper prescribing habits? 


Mr. DENHOLM: Mr. O’Keefe, I would not want that read into our brief. 
Mr. O’KEEFE: It is in Appendix No. 3. 


Mr. DENHOLM: It is indicated there that there are certain studies, relative to 
certain drugs, which would indicate that prescribing habits have contributed to 
the building up of drug resistance in some bacteria. This is similar to the 
resistance built up in an insect against DDT and that type of thing. 

The certainty of the physician’s prescription must be relied upon by the 
pharmacist except in the presence of evidence to the contrary, in which case he 
would undoubtedly contact the physician and discuss it with him. 


Mr. O’KEEFE: Thank you. 


Mr. MacLean (Queens): I have a supplementary question. It is quite 
possible that a doctor who had been called on by a detail man from the drug 
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manufacturer would not be aware of the other drugs. Are there cases where 
under certain circumstances, a druggist might telephone the doctor to ask if it 
would be all right to substitute another drug? 


Mr. TURNBULL: Most definitely, yes, sir. 


Mr. DENHOLM: This happens on many occasions, Mr. Chairman, particularly 
in those areas where he has occasion to confer frequently with the physician. It 
happens probably more in smaller communities, or smaller areas, than in urban 
areas, that he renders this type of consultative assistance which we refer to in 
other areas in the brief. 


Mr. Mackasry: I have been doing a little mental arithmetic on table 4 of 
your survey in the blue pages, entitled “297 Identical Canadian Pharmacies’’. 
First of all, is there anywhere in the brief where you break down the difference 
between the total sales from prescriptions and the total sales of the drug store in 
general. 


Mr. DENHOLM: Yes; just under “Total Income”, sir, you will see “Ratio of 
Rx Receipts to Total Receipts,” about seven or eight items down. 


Mr. MacKAsgy: Yes, I see it. 


Mr. DENHOLM: This figure across the board gives the percentage to be 
applied to the total sales figure at the top, as being the— 


Mr. MackAsgy: Being a stupid Irishman I did it the long way. I think the 
figures will come out the same. 

I took the average cost of prescriptions in British Columbia, since you are 
familiar with British Columbia, of $3.18, and I multiplied it by the figure just 
below it, the average number of prescriptions, which I rounded out at 13,000, 
and came out with a dollar value of $41,340, which is nearly 20 per cent, which 
would be $41,000. I then took the 13,000 for prescriptions and multiplied it by 
the $1.75, which is the system you are recommending, and I came up with the 
sum total of $22,750. 

Mr. DENHOLM: I am sorry; I did not hear you. 

Mr. MAcKASEy: I multiplied it by $1.75. 

Mr. DENHOLM: That should be $2.00. 

Mr. Mackasey: Two dollars would be worse. Let us leave it at $1.75 for the 
moment. 

Mr. DENHOLM: The $1.75 being what? 

Mr, Mackasey: The dispensing cost. 

Mr. DENHOLM: The dispensing cost in 1964, not the prescription fee—not the 
recommended fee. 

Mr. Macxkasey: Are you recommending now that it be material plus $2.00? 


Mr. DENHOLM: The B.C. Association has recommended, for 1966, cost plus 
$2.10. 


Mr. Mackasery: Could we round it off at $2.00, for the moment? 
Mr. DENHOLM: Yes. 


Mr. Mackasgy: Then the 13,000 prescriptions which were filled in 1965, if it 
had been done on that basis, would bring in, from the dispensing fee alone, 
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$26,000. I then went back to the $41,000 worth of sales and I took the figure of 
68.1 per cent, which is the cost of goods sold, which, I suspect, from the evidence 
we have received is rather high if we are just dealing with prescriptions but we 
will allow that—an average of $28,000 for material. If you add the $28,000 to the 
$26,000 you have $54,000 income from that area; yet according to your 1965 
figures you received only $41,000. 

My point is that if you followed this system it would increase your sales 
from $41,000 to $54,000, for the same 13,000 prescriptions. 

Mr. DENHOLM: I am having a little difficulty following your figures, Mr. 
Mackasey. 

I think, in part, sir, it should be pointed out that in the year 1965 some 65 
per cent of the pharmacies in British Columbia were already on a cost plus 
professional fee system, so that these figures incorporate the majority of phar- 
macies in the province already on this new system. In fairness, sir, I will say that 
I have no idea whatsoever what proportion of these 76 reporting pharmacies are 
included in that figure. 


Mr. MackasEy: I am not being critical. Let us start over again with table 4 
for British Columbia and with the heading “Average Number of Prescription”, 
13,000. 


Mr. DENHOLM: Roughly 13,000; that is right. 


Mr. MacxaseEy: According to your proposed plan, in filling these 13,000 
prescription there would be a charge of $2.00 each plus material. Is that right? 


Mr. DENHOLM: That is right. 

Mr. MAcKASEY: That makes a total of $26,000 for the dispensing fee. Now I 
would like you to add the material to this amount. What does the material cost? I 
can only go back to the same table, which shows that 20 per cent of the sales of 
$205,000, or $41,000, came from prescriptions. Am I right there? The ratio of 
prescriptions receipts is 20 per cent, or one-fifth, of $205,000 which is $41,000. On 
the next line, “Cost of Goods Sold”, the relationship between the sales and the 
cost of the material is 68 per cent. Sixty eight per cent of $41,000 is $28,000, 
which is what it cost the druggist last year. 

Mr. DENHOLM: Could we go back to this 68 per cent figure? 

Mr. MACKASEY: Yes. 

Me. DENHOLM: I did not follow this. 

Mr. MacxkaSEy: On the second line, 68.1 per cent, “Cost of Goods Sold”. Is 
that right? 

Mr. DENHOLM: Yes. 

Mr. MackasEy: That is the material going into the $41,000 worth of sales. 
That works out to $28,111. 

Mr. WItTon: No; the sales are $205,000. 

Mr. MacxaseEy: No. The $205,000 could include sales of chocolate bars. Of 
the $205,000 last year— 

Mr. DENHOLM: This $41,000 you relate to 20 per cent of the prescription 


sales? 
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Mr. MackaseEy: Down at the bottom of the table you have 20 per cent of the 
$205,000 which comes from prescription sales, which is $41,000. Somewhere in 
that table you also point out that there were 13,000 prescriptions filled. What I 
am saying is that under your proposed plan the 13,000 prescriptions will bring 
you in $26,000 in dispensing fees; to that I add $28,000, which is for the material 
used last year in filling $41,000 worth of sales; I then come up with a total of 
$50,861 which is the figure you would have derived last year from filling 
prescriptions on this particular basis, rather than the old basis which gave you 
$41,000. 


Mr. TURNBULL: Mr. Mackasey, if I may refer to the original brief and some 
of our discussions at that time, it is acknowledged that on the over all average, 
and from the survey conducted, approximately 50 per cent of today’s average 
prescription price is the cost of ingredients; and, indeed, I note that in this study, 
where there were 39,700 prescriptions from British Columbia studied, the aver- 
age cost of ingredients is shown at $1.65. Therefore, in that particular study the 
average price of a prescription was $3.29, which, as you can see, does work out to 
just a little bit over 50 per cent. Therefore, in using the tables, where you have 
taken the $2.00 fee as an example, we have average receipts of $41,450. If you 
divide this in half and, for the sake of convenience, make this read, shall we say, 
$20,500, we then come up with a gross of $46,500 spread over 13,000 prescrip- 
tions, as opposed to the survey figure of $41,450. 


Mr. MACKASEY: We will stop right there, because I have used 68.1 and you 
are using 50, and yours could be just as accurate as mine. 


Mr. TURNBULL: The 68 per cent, of course, relates to the over all operation of 
the pharmacy, including those items which you mentioned as being more the 
general merchandise in the operation, such as cigarettes, which are— 


Mr. MaAcKasEy: What you are telling me is that the ratio between prescrip- 
tion sales and the material is about 50 per cent? 


Mr. TURNBULL: This is directly related to prescriptions only but when we 
relate this to the pharmaceutical dollar the other figures which come from table 
27, and which are quoted on page 12 of today’s brief, definitely show that in 
relation to the pharmaceutical dollar—that is, over-the-counter sale of phar- 
maceutical preparations—it is closer to 60.5 per cent, or 603 cents on the phar- 
maceutical dollar. 


Mr. MAacKASEy: It is not very important, except that earlier, when the 
PMAC were here some witness made a strong point that the relationship 
between the sales dollar, and the manufacture was two-thirds to one-third, 
which made the manufacturer’s role in the over all pricing a little abnormal, 
and perhaps just a little unfair to them; because the relationship is not one-third 
to two-thirds, but 50-50. 


Mr. TURNBULL: This is true; but you must keep in mind, sir, of course, that 
at that time the allotment of the dollar removed the sales tax and removed the 
effect of distribution through the wholesaler, taking it down to the bare price 
of the manufacturer’s invoice before the application of sales tax. 


Mr. Mackasey: Mr. Turnbull, could we turn to pages 17 and 18? This is a 
very strong point with me. There is a statement there that. I agree with so whole 
heartedly that I congratulate you for putting it in here. 
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I do think that it is time that in Canada we introduced the equivalent of the 
new Hart Bill which unless there are unusual circumstances prevents doctors 
having a share in a drug store. One of the crying shames in the general Montreal 
area is doctors directing patients to particular drug stores in which they have a 
financial interest. Collectively or otherwise there are excellent doctors, such as 
our Chairman, but there are a few “‘bandits” in the group and I think that under 
normal circumstances, unless in a small, rather isolated, community a doctor 
should have no financial interest in a drug store. I think this is what you have 
emphasized here. 


Mr. DENHOLM: I am sure—and I would hope you would correct me if I am 
wrong, Mr. Chairman—that organized medicine subscribes to the view that has 
just been expressed, sir. Certainly it is a view to which we subscribe. Further, it 
is a situation which we hope that any agency involved in the establishment of a 
system of medical care insurance, whether government sponsored or otherwise, 
would effectively correct by making it impossible for persons other than those 
properly qualified to own and operate a drug store. 


Mr. MAcKASEY: The only reason for my constantly interrupting is not 
because I am impatient, but the Chairman is. If he had two watches, one for my 
questions and one for the answers, I think I would get a better “‘shake’’. 


Mr. DENHOLM: You should not ask such difficult questions. 


Mr. MAcKASEY: You put this in your brief because you are concerned. Let us 
get back to retail pharmacies. I was under the mistaken impression that you had 
to be a qualified pharmacist to own a drug store. 


Mr. DENHOLM: Mr. Chairman, this varies from province to province. In some 
provinces there is legislation which currently requires that any pharmacy estab- 
lished must be owned in majority by a licensed pharmaceutical chemist. Even in 
those provinces where this exists, however, it is relatively new—and I say 
relatively new in terms of 15 to 20 years—and there are grandfather clauses 
which still permit the operation of pharmacies by non-pharmacists. 


Mr. MacKAsEy: Would you please elaborate on this: 


We believe it not in the best public interest that individuals who are 
non-pharmacists, mainly concerned with the profit-making operation of 
merchandising establishments, should, through ownership or substantial, 
direct financial involvement in any way be in a position to directly or 
indirectly influence the calibre of pharmaceutical service being rendered 
in the community. 


Mr. DENHOLM: Yes, we believe that the pharmacists of Canada, by nature of 
their training, both academically and practical, are deeply imbued with their 
responsibilities to provide a safe and comprehensive pharmaceutical service, 
with the secondary consideration being economic—an important consideration 
but a secondary one. We believe that in the operation of an entity, be it a 
pharmacy or a corporation of any type, which is under non-pharmaceutical 
control the emphasis may be reversed: primarily economic and, secondly, profes- 
sional. 


Mr. O’KEEFE: I have a supplementary? Under the free enterprise system, 


how can you stop a doctor or indeed anyone else from owning a drug store 
provided the doctor or another person employs a qualified pharmacist? 
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Mr. DENHOLM: I do not think, in partial answer to the first part of the 
question, that there is any legislation which precludes a physician from doing 
this. 


Mr. O’KEEFE: I thought that was the sense of your suggestion. 


Mr. DENHOLM: I am saying currently there is no legislation doing so. There 
is legislation in some of the provinces in which non-pharmacists or non-doctors 
are excluded, but to my knowledge there is none in which doctors are specifically 
included. 


Mr. O’KEEFE: Rightly or wrongly, I got the impression. 
Mr. MacKASEy: That is my suggestion. 


The CHAIRMAN: I am sure the medical association’s code of ethics is not 
consistent with a doctor owning any part of a drugstore, any more than he 
should probably hold stock in any drug company, for obvious reasons. 


Mr. Mackasey: I would like to refer to some of the articles in Life and Time 
magazines. Could our Clerk be empowered to get a copy of the new Hart Bill; 
perhaps the steering committee could include it in its recommendations? Could I 
make a motion that we at least secure a copy of the bill? 


The CHAIRMAN: I am sure that we can get a copy of the bill. I would think 
that pharmacy licensing is a prerogative of the province; this is probably 
something that would be handled under provincial rather than federal statute. 


Mr. Macxasry: I would still like to see a copy for the sake of curiosity. 
The CHAIRMAN: We will get some copies. 


Mr. MAcKAsEy: You have set out at the bottom of page 18 “Variations in 
retail pharmacy prices”, which I can assure you are considerable; I do not blame 
you for trying to protect these variations. However, what concerns me is the 
insinuation that the druggist will substitute the strength of an ingredient. You 
say: 

...the manner in which they were presented to enable a personal inter- 
pretation by the pharmacist, the strength of their ingredients... 


What bearing has that on price? 


Mr. DENHOLM: I do not think that is a consideration at all sir. From 
personal experience in British Columbia, we receive many comments from 
members of the public that they had a prescription filled in X pharmacy and had 
it filled again in Y pharmacy, and there was a discrepancy in price. We invaria- 
bly check these out to see if the complaint has any validity and very frequently, 
indeed in a majority of cases, the information that the person complaining has is 
inaccurate as to either the identify of the drug itself or its strength—and this is 
what we are referring to, a half grain tablet versus a 1/4 grain tablet or its 
quantity. It is impossible for us to comment on specific examples of price 
discrepancies unless we could take the prescriptions and examine them as to 
strength, quantity, identity and so on. 


Mr. Mackasey: Is it not normal that there would be variation in prices? 


Mr. DENHOLM: Yes sir. The cost of operation of individual pharmacies vary 
and, as a matter of fact, Mr. Chairman, it might be noted that on some occasions 
the profession or some pharmacists have been criticized in a locality because the 
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prices are all the same in that locality. There are hints of collusion and so on. 
Then of course if the prescription is taken around and the prices are all different 
they are criticized. It seems to me, with respect sir, it is a case of being damned 
if you do and being damned if you do not. 


Mr. TURNBULL: Mr. Chairman, may I quote an example of the problem here. 
One of the studies which was published in a prominent newspaper of December 
24, stated that one particular chain of pharmacies sells generic penicillin G for 
$2.20 for 12 tablets, but the brand name compocillin Vee-K is $5.35 for 16 tablets 
of less strength. There is absolutely no comparison between the two products. 
Compocillin Vee-K is an extremely different product than penicillin G. 


Mr. MacxasEy: This is an area I do not want to get into, Mr. Turnbull, 
because I personally am aware of many such instances, one of which is fool- 
proof and which I placed with Miss Savard many weeks ago in the form of a 
letter. The only reason that I want to get into this subject is because when it is 
sometimes incompletely quoted in the paper it creates the wrong impression of a 
very noble profession and I would rather drop it. You did mention before, Mr. 
Turnbull, that your pricing habits, were such as to generally double the cost 
from the manufacturer, in other words, the relationship between material and 
retail was about 50 per cent. 


Mr. TURNBULL: It is not the general practice no, but that is the way it works 


out. 
Mr. MAcKAsEY: You do not have to apologize for it; it is just a statement of 


a relationship. 

Mr. TURNBULL: That is correct. 

Mr. MackasEy: When the mini budget came in and Mr. Sharp raised the tax 
1 per cent, I recall the next day the Chambers of Commerce and just about every 
pressure group in Canada predicted that the 1 per cent would have an effect of 2 
to 3 per cent on the general cost of living because of the pyramiding effect. 

Mr. TURNBULL: That is right. 

Mr. Mackasey: Am I not logical in concluding, therefore, that the federal 
sales tax of 12 per cent on your invoice before you marked the price up had a 
pyramiding effect? 

Mr. TURNBULL: In some respect, but as we pointed out in the first brief, the 
pyramid effect is less in relation to a prescription because of— 


Mr. Mackasey: The dispensing fee. 

Mr. TURNBULL: —the dispensing fee. If every pharmacist in Canada was on 
a dispensing-fee basis, it is assumed that the percentage relationship would be 
very, very small. We calculate that the over-all effect, in the presence of the 
professional-fee-basis of pricing, would be something like 5 per cent. In other 
words, if the average $3.32 prescription were totally on a dispensing-fee-basis, it 
would be around $3. 

Mr. Mackasey: It would vary with the pricing methods depending on 
whether you follow the one that you are recommending or the old traditional 
one. Are you aware of this morning’s headline in the Globe and Mail? 


Mr. TURNBULL: Yes, sir. 
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Mr. Mackasey: ‘Montreal M.D. links kidney disease with the abuse of 
headache tablets.’ These particular tablets are available from a druggist with- 
out a prescription. 


Mr. TURNBULL: This is correct, but special precautionary statements are 
required on the label. I do not want to take anything away from the gentleman 
in question, but this is sort of catching up with some information on studies that 
came from Australia a few years ago which were given very serious considera- 
tion by the Food and Drug Directorate, as a result of which certain special 
labeling requirements are necessary on products containing phenacetin. 


Mr. Mackasry: Do you think then that these things should be put ona 
prescription basis? 


Mr. TURNBULL: No. I am expressing an opinion of the profession when I say 
that except where there is very real evidence of danger due to the way in which 
the Canadian public is using this particular drug, it need not be on a prescrip- 
tion-only sale, but should be under definite supervision of the pharmacist when 
it is— 

Mr. MackaseEy: But how could you provide that supervision if a stranger 
walks in—someone who is obviously on a “kick”—and buys a quantity of a 
particular drug. What can you do about it? 


Mr. TURNBULL: I do not believe that this analgesic is normally an ingredient 
of those items which you suggest might be taken for a kick. 


Mr. Mackasery: Let me read this and then you tell me what they are taking 
it for. One fellow takes 40 a day. 


The CHAIRMAN: For a headache. 


Mr. MackAasey: He may take it for a headache, but it is killing him by giving 
him a kidney disease. I am just trying to protect the poor man with a headache. 


Mr. TURNBULL: This is an exception I believe, Mr. Mackasey. 


Mr. Mackasey: Do you think that this Dr. Gault, who is the Director of the 
Department of Medical Chemistry at the Queen Mary Veterans Hospital is 
talking about one isolated case? He describes 18 cases of kidney disease, which 
he directly attributes to this particular medicine or pain killer. 


Mr. DENHOLM: He was talking about 18 cases, as I remember the article but 
in respect to 40 a day he is talking only about one. Quite frankly, if we are to 
legislate a control of the degree of prescription sale only on every drug which 
may be abused by someone, then virtually every drug on the market would be a 
prescription item, including aspirin which is the biggest cause of accidental 
poisoning in Canada. 

Mr. MackaseEy: By your own argument then why cannot people walk in and 
buy anything else? The drugs that are on prescription or on a particular list are 
there to protect the people. Here is an example given by a Montreal doctor; he 
does not say one person took as many as 40 a day, he says here: “The mean daily 
intake stood at 10 tablets a day, but some had taken as many as 40 a day.” 


Mr. TURNBULL: I do not believe that this is a significant figure in connection 
with the Canadian population. However, I feel very confident that if indeed this 
medical evidence is sufficiently strong, the Canadian Drug Advisory Committee 
which works with the Food and Drug Directorate will be reviewing it. 
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Mr. MAackKASEy: The point behind it all, Mr. Turnbull, as you know, is that I 
see a resemblance here to a normal drug that is efficacious, considered safe, and 
has been on the market for many, many years, and if used in moderation it will 
harm no one. But after many years, because of adequate research, we find this 
drug does cause harmful effects. I am thinking of a prescription drug that has 
been on the market for years under the classification of a new drug and then 
taken off and is considered to be an old drug. Suddenly some side effect is found 
because of better means of research, and the Hilliard Report recommends that 
such a drug be reclassified as a new drug. Do you approve of the Hilliard Report 
in its entirety? 

Mr. TURNBULL: It is some time since we exposed ourselves to the various 


recommendations, but as I recall at that time, we wholeheartedly favoured the 
recommendations of Dr. Hilliard. 


Mr. MACKASEY: We have a very learned judge last week who made the same 
wise observation. Thank you, Mr. Chairman. 


The CHAIRMAN: That was a very round about way to get at that question, 
Mr. Mackasey. Dr. Chapman of the Food and Drug Directorate will be before the 
Committee on Thursday and Friday, February 2, and Dr. Hilliard himself will be 
before the Committee. I am sure they will both be pleased to go into that further. 


Did you have a question, Mr. Blakely? 


Mr. BLAKELY: Mr. Chairman, in the interest of time, I will put only a couple 
of questions. On page 14 you state that on average each pharmacist prescribes 
since 1965, 25 prescriptions per day. You described this as being “a not incon- 
siderable average number’’. Now, I had calculated the average— 


The CHAIRMAN: Would you mind continuing that sentence, Mr. Blakely? 


Mr. BLAKELY: No, not at all, if it is important. I did not think it was im- 
portant to the question I was asking ‘“—when combined with numerous related 
but intangible tasks”’. 


The CHAIRMAN: Thank you. 


Mr. BLAKELY: I calculated the average in a slightly different way, and I 
estimate it at 3.3 prescriptions per hour. Now, to me, this does seem to be a very 
low average rate. 

I wonder if you would care to elaborate on why you believe it to be not 
inconsiderable. 


Mr. DENHOLM: Well, Mr. Chairman, we might hark back to the discussion 
earlier this afternoon or evening—I am not sure which—wherein we indicated 
that the actual dispensing function was only a part of the pharmacist’s function 
in providing a complete pharmaceutical service to the public. When viewed in 
this light we consider this figure to be a not inconsiderable average, when 
combined with numerous related and intangible tasks. 

Now, in addition to the other functions that I am speaking of, and will go on 
further with in a moment, there are all the functions involved in the filling of a 
prescription that are not set forth here, and that perhaps are not well known. 
There are the functions of record-keeping, and these are becoming more and 
more considerable as there are more dangerous drugs on the market, and as the 
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federal requirements for record-keeping become more and more numerous. All 
these types of functions add to the time and therefore detract from the number 
of prescriptions that a pharmacist can fill in an hour. 

In the provision of a complete pharmaceutical service, over and above 
altogether the dispensing function, the pharmacist has, as set forth by the Royal 
Commission on Health Services in their volume 1 at page 649, some 10 profes- 
sional responsibilities which are, and can only be, provided by a trained pharma- 
cist, and which again detract from the number of prescriptions he can fill, and, in 
fact, the amount of specific time he can devote to the technical or dispensing 
functions. The Royal Commission on health services outlines these professional 
responsibilities of pharmacists over and above dispensing as follows: 

Maintaining adequate supplies of drugs, even those in little demand. 
Standing subject to call 24 hours a day. Acting as a source of information 
to the physician regarding the efficacy or contra-indications of drugs— 

and this is an area which is occupying an increasing amount of a pharmacist’s 
time. 

Acting as a reminder to the customer with regard to the proper 
method of using the prescribed drug. Acting as a check on possible errors 
in the physician’s prescription. Maintaining a close check on repeat pre- 
scriptions. Assuming legal responsibility for dispensing certain drugs— 

and these are drugs referred to as over-the-counter drugs, which are limited to 
sale in pharmacies to provide an element of protection to the public. 

Making the pharmacy premises available as a place of first aid. 
Stocking vaccines for public health programmes. Giving customers advice 
on the relative merits of non-prescription products for treatment of 
self-diagnosed minor ailments. 

I think, given time, we could add another dozen items to this list, but we are 
taking the list of a third party who, shall we say, could be considered an 
authority. 

Many of these professional functions are time-consuming, and they are 
professional functions. It is, in our view, sir, respectfully, not proper to relate the 
number of prescriptions directly to the hours of the day. 

Evidence has been placed before this Committee that some pharmacists can 
fill a hundred prescriptions a day. This is true sir, if the pharmacist stands 
behind a dispensing counter and takes each prescription and sells it, period; he 
does not receive it; he does not do the checking on it; he does not phone the 
doctor if it needs to be verified, or if there is any question about it; he does not 
do all the entering involved in it; and he does not receive the stock that is going 
to be used to fill the prescription. If he does not perform any of these profes- 
sional functions he could fill a hundred a day. But if he is providing the full 
pharmaceutical service, which we consider to be the responsibility of the phar- 
macist, 25 a day is a not inconsiderable average number, sir. 


Mr. BLAKELY: Average number. 

Mr. DENHOLM: Average number; in peak periods, of course, he would fill at 
a rate of 50 or 60 a day. He has peak periods in the pharmacy during doctors’ 
office hours. 

Does this answer your question, sir? 
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Mr. BLAKELY: I am somewhat reluctant to return to this $1.75 average 
dispensing cost, since there has been rather frequent reference to it today, but in 
the calculation of this you have indicated that a very large portion of this cost is 
represented by salaries. Am I right in assuming that these are professional 
salaries? 


Mr. DENHOLM: That is right, sir; it does not include lay salaries at all. 


Mr. BLAKELY: Would you know what proportion of professional salaries is 
taken into account? Is it 100 per cent, or is it a fraction of it? 


Mr. DENHOLM: Yes; 100 per cent of the professional salary is taken into 
account; and this is open to question from the point of view that the pharmacist 
is not spending 100 per cent of his time in providing this service. It is a 
requirement of law that the pharmacist be there all the time and that he be 
responsible for all these functions; and this is a part justification for it. On the 
other hand, there has been no consideration given to the percentage of lay 
salaries involved in receiving the drugs, packing them, storing them, and so on, 
which are also parts of this function. It was the opinion of the management 
consultant who did this survey that the two matters equated themselves. 


Mr. BLAKELY: In the cost-plus-professional-fee method of pricing precisely 
what do you mean by “‘cost’’? 


Mr. DENHOLM: What do we mean by “cost”? 
Mr. BLAKELY: Yes. 


Mr. DENHOLM: We mean what the drug costs the pharmacist—the invoice 
cost to the pharmacist. Now, this will vary from area to area. In certain 
contractual agreements, such as welfare programmes, they have to define it as 
something fixed, but in normal practice it may well vary from pharmacy to 
pharmacy. 


Mr. BLAKELY: But it is intended to be the invoice cost. 
Mr. DENHOLM: It is intended to be the landed cost to the pharmacist. 


Mr. BLAKELY: Is this communicated to pharmacists generally, and is it 
understood? 


Mr. DENHOLM: No; you see, we are in an area here in which we have become 
involved with considerations relative to the Combines Investigation Act. In 
discussing the cost of the ingredient—the tangible piece of material—we are 
involved in commerce, and, therefore, it is, or would be, illegal for any 
organization to suggest to a pharmacist how he should designate the cost. Mr. 
Henry of the Combines Investigation Branch has indicated this to us quite 
clearly, although placing no limitation on our discussion, with members, of a 
professional fee for services rendered, or on contractual agreements with gov- 
ernment agencies, and this sort of thing. 


Mr. BLAKELY: I have one last quick question: Do you think that there are too 
many pharmacies per capita of population? 


Mr. DENHOLM: I think, sir, that Ican give you a qualified answer to that, and 
I think perhaps we might each give an answer. 

In some areas of Canada, principally the major urban areas, it is my view 
that there are more pharmacies per capita than are necessary to provide phar- 
maceutical service to the population. 
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Over the whole country, however, if you tried to strike an average and to 
say that there are too many pharmacies in the country, you would have to 
predicate such a statement on the assumption that in hundreds, if not thousands, 
of small communities in this country there would be no pharmacies at all. 
Therefore, on the whole, sir, no; but in certain urban areas, yes. This is a sort of 
two-way answer to your question, sir. 

Would you like to add anything to it, gentlemen? 


Mr. TURNBULL: Well, statistics would indicate that the population ratio per 
pharmacy today is greater than it was a few years ago, because of many 
circumstances that could be mentioned. It ranges in Canada from a low of, let us 
say, 3,000 per pharmacy to a high of 6,700. The latter is a very high figure, but it 
is in a province where the population is quite wide-spread and in very small 
communities. The average across Canada is one pharmacy for 3,888 of the 
population, and presumably this includes Indians, Eskimos and everybody. 

There is every evidence that Canadians have no desire for some regulation 
that says that they may, or may not, have the privilege of getting into an 
undertaking in which they can determine, in their own time, when they are 
going to be forced out of business. 

Mr. LawTon: Mr. Chairman I would just like to add that a recent study by 
the United States Department of Commerce indicated that the ratio of stores to 
population in the United States was just about half what it was in 1930, and 
normally the same situation prevails across the border. So that drug stores, per 
capital of the population, are certainly decreasing in number. 

Mr. DENHOLM: I can certainly tell you that in British Columbia, Mr. 
Chairman, the number of retail pharmacies has remained static for two years, in 
each of which there has been a population increase in excess of 7 per cent. 
Therefore, the ratio is changing. 

Mr. TURNBULL: In addition to being a retail pharmacist, Mr. Wilton is on the 
council of the licencing body in Ontario, and possibily he, from his own personal 
point of view, at least, could give an indication to the Committee whether he 
would feel it desirable to place controls on the way in which pharmacies are 
established in various locations. 


Mr. WILTon: I have no comment, Mr. Turnbull. 

There is no doubt that there is a crowding of pharmacies in some city areas, 
and that in smaller communities where there should be a pharmacy, often there 
is not one. 

I cannot give you the exact figure on the ratio of druggists to population. It 
is in the area of 3,700 population to each pharmacy; and it is something like 2,500 
to each pharmacist, I believe. This is much larger than it was 10 or 15 years ago. 
We are losing the fight for pharmacists. If there is a condition of overcrowding it 
is correcting itself. 

The CHAIRMAN: In the urban areas that are over-crowded, or where we 
suppose that they are over-crowded, are they tending to die out in the core of 
the city and moving out to the suburban areas? 

Mr. WILTON: Yes. 


Mr. DENHOLM: Certainly this is the indication in Vancouver. One of the 
larger chain organizations, for example, in Vancouver has closed all its down- 
town operations and moved into the suburbs entirely. 
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Mr. MAckaseEy: Mr. Chairman I have one more question, or two, if I may be 
permitted? 


The CHAIRMAN: Mr. MacLean is first. 


Mr. MacLean (Queens): Iam not quite clear on one thing. I hesitate to come 
back to this, but I think it was contended that the proposal of a flat-rate, 
professional fee of, say $2.00 for each prescription would not on the average, 
raise the cost of prescriptions. Am I right in that? 


Mr. DENHOLM: Across the board; that is correct. 


Mr. MacLean (Queens): In the blue table it shows that the average cost of 
dispensing a prescription in 1965 was $1.32. If these contentions are all true it 
would mean that the dispensing fee would have to include something which is 
not included in the cost of dispensing a prescription, as listed here? 


Mr. TURNBULL: May I ask what table you are referring to? 
Mr. MAcLEAN (Queens): It is the blue table. I think it is Table No. 1. 
Mr. TURNBULL: Table No. 1? 


Mr. MacLEAn (Queens): It states that the cost of dispensing the prescription 
in 1965 was $1.32. I take it that is an average? 


Mr. TURNBULL: As we indicated a little earlier, this is a figure established 
from the great mix of prescriptions and the various methods of price-determina- 
tion today, which include, in some instances, a straight commercial transaction 
percentage type of pricing which includes breakdown calculations; in others, 
plus a small professional fee; and some are on the cost plus fee for service 
system. It ranges, from pharmacy to pharmacy across Canada, within a $1.50 to 
$2.25, depending on local conditions as they may themselves determine—as Mr. 
Lawton may have determined a dispensing fee on which he has now settled, and 
as Mr. Wilton, who is on the same system, has a fee that he has established 
for his particular pharmacy. 

The indication that it would not affect the average prescription price relates 
to today, not necessarily to tomorrow. It is based on the fact that if the ingredient 
costs, the quantity prescribed and all of these other factors in the individual, 
average prescription remain the same as today then the price of the prescription 
would remain the same. But if the ingredient costs move up or go down then the 
average prescription price is going to move up or down, because that one fee, 
which has been established on the basis of the same type of service for the aame 
amount of work, relates to the five cent ingredient as it does to the $10 
ingredient. 


Mr. MAcLEAN (Queens): Let us put it in another way. For 1965, if the $2 
professional fee had been in effect then, would the cost of the prescriptions 
represented here be the same? 


Mr. TURNBULL: In 1965, if the cost of the ingredient was $1.32 the average 
price would be $3.32. But you cannot relate these figures to the average cost and 
the fee system. We do not know what the cost of the ingredient was in these 
other than the other studies which would indicate the 50 per cent mix, and that 
was two years ago. At $3.32 it would be $1.66. It would be $3.66 instead of $3.32, 
all things being equal. 
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Mr. MacLean (Queens): Let us turn to Table 2. I am looking at the list 
which happens to be for Quebec. The average price per prescription is $3.35 and 
the cost of dispensing a prescription is $1.44. That $1.44, I take it, is part of the 
$3:357 

Mr. TURNBULL: Yes, sir. 


Mr. MAcLEAN (Queens): The remainder would be the cost of the drugs to 
the pharmacist and to institutions such as hospitals. 


Mr. TURNBULL: Who adds his return, sir. The profit would have to be added 
to that $1.44. This is bare cost. 


Mr. MacLean (Queens): This is bare cost? Oh, I see. 
Mr. TURNBULL: Bare cost of dispensing procedures. 


Mr. MAcLEAN (Queens): So that his profit, on the average, if this were a 
typical case, would be 56 cents? Would his professional fee of $2.00 cover $1.44 
plus his profit? What I am trying to understand is the relationship between the 
figures. 


Mr. DENHOLM: It is very difficult to create a relationship between the figures, 
for the reason that Mr. Turnbull has pointed out. If these figures were based on 
what Mr. Mackasey has referred to as ‘the old system” and we were then trying 
to compare it to the new system, we would perhaps create a relationship. But 
there is a percentage of the old and a percentage of the new—the percentage not 
known—which muddies the water in trying to create a relationship between 
these figures at this time. 


Mr. TURNBULL: Sir, based on the fact that we have established statistically 
that the ingredient cost is 50 per cent of that $3.35 prescription—let us say, $1.68 
or $1.673—-and taking $1.44 as the cost of dispensing, my figure would be Roba. 
There would then be a profit of 23 cents on the $3.35 prescription. In other 
words, it would be around seven and a half to eight per cent net profit before 
taxes. 


Mr. Mackasey: I would like to refer to Table No. 27 of the survey. This is a 
question arising out of curiosity and because of some preconceptions that I had. 
This is such a very elaborate and well-prepared diagnosis—if I may use that 
word—of cost that I am rather suprised that you have not been able to come up 
with a cost strictly related to the pharmaceutical end of the drug store. I think I 
asked that question last June. 


Mr. TURNBULL: Mr. Mackasey, we feel that these last two which we quote in 


our brief, in which we present a breakdown of the pharmaceutical dollar, are 
quite factual. 


Mr. Mackasey: In Table No. 27 you compare independent druggists, chain 
drug stores and so on. I am intrigued about two things. One is the fact that the 
cost of material in the chain pharmacy should be bigher than the others. For 
instance, in the medical building it is only 56.9. Is that because in the medical 
building it is primarily pharmaceuticals? 

Mr. TURNBULL: Yes, pharmaceuticals; whereas, presumably, in the shopping 
plaza, because of the varying— 
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Mr. MAcKASEy: There are so many ingredients here that it makes it very 
difficult for the Committee really to get the information it seeks. I think you will 
agree with that? 


Mr. TURNBULL: I think that if the Committee were to take either a medical 
building pharmacy, or any of the pharmacies which have prescription receipts of 
over 40 per cent, it would be fairly factual. 


Mr. MAcKASEy: Why do the chain drug stores have such a low net profit of 
2.7 aS compared to the medical buildings, which have 6.4 per cent, and the 
independent that has 6.1 per cent. 


Mr. TURNBULL: Presumably they have a higher percentage of sundry sales 
upon which the mark-up may or may not be as high. 
Perhaps Mr. Lawton might be in a better position to answer this in detail. 


Mr. LAwtTon: Are you talking about the gross profit or the net profit? I am 
sorry, I missed the first part of the question. 


Mr. MackaseEy: Perhaps I could elaborate. I have been left with the impres- 
sion, from previous meetings, that many of the large chain drug stores in the 
Montreal area are, in effect, also wholesalers who control retail chains and sell 
the product to other independent drug stores. At least this is what the wholesal- 
ers told us, if I recall correctly. 


At first glance, when I looked at this, it puzzled me why the cost of their 
goods should be higher than that of the normal outlet. 
Mr. WILTON: Their sale of cigarettes alone would make that difference. 


Mr. MAcKASEyY: I have come to the conclusion that these figures are really 
meaningless because you have all the ingredients here as well as the drugs and 
pharmaceuticals. 


Mr. Witton: As Mr. Turnbull said the 21 pharmacies in medical buildings 
and the 89 pharmacies with prescription receipts of over 40 per cent are a truer 
indication. 

Mr. DENHOLM: These more closely approach your problem than do any of 
the others. 

Mr. MackaseEy: There is no use my pursuing the point. I was merely puzzled 
why the chain drug stores had only 2.7 per cent profit when the 89 pharmacies 
had 7.7 per cent. 

Mr. MacLean (Queens): This is a profit on sales, is it not? 

Mr. MacKASEY: They have more volume; this is quite true. 

Mr. MacLean (Queens): And that turnover on sundries such as cigarettes— 

Mr. TURNBULL: The survey shows, for example, that their dollar profit in 
total income is almost the same as that of the independent. 

As a matter of fact, it is quite interesting to note that the total income figure 
right across those five columns is approximately the same. They all range in the 
18, 19 level. 

Mr. Macxkasey: And the margin of turnover is practically the same, too, 
which is another fallacy gone overboard. 
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Mr. Lawton: Mr. Chairman, may I make a comment here? You will notice 
that in the gross margin it varies from, say, 35 per cent in the independents to 32 
per cent in the chain pharmacies. I think it is obvious that the gross profit is 
lower in the chain pharmacies because they are, typically, larger stores and do a 
fair amount of discounting. Unfortunately, these figures muddy up the purpose 
of this whole meeting because they involve everything. The chain pharmacies 
are larger stores, but they are involved in discounting, and their proportion of 
total prescription receipts is not as great as that of the independents. This is 
quite a normal situation in these two categories. 


Mr. Mackasry: The figures are really meaningless because they involve the 
sale of silk stockings and everything else. 


Mr. Lawton: That is correct. They are ideal for the operation of a retail 
pharmacy, but not for the purpose of this meeting. 


Mr. DENHOLM: With the exception of the figures in the last two columns. 


The CHAIRMAN: re there any other questions? If not, I would like to thank 
the Canadian Pharmaceutical Association for coming before us for a second time 
and for bringing the additional witnesses. 


The meeting is adjourned. 
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APPENDIX “A” 
THE CANADIAN PHARMACEUTICAL ASSOCIATION INC. 
PRESENTATION ON JANUARY 23, 1967 


* * * 


We are pleased to again present the Canadian Pharmaceutical Association 
before the House of Commons’ Special Committee on Drug Costs and Prices. In 
so doing, it is our aim to complement our written presentation prepared for the 
Special Committee’s meeting of June 14, 1966 and the discussions of that date 
and of July 5, 1966 as recorded in the Minutes of the Committee’s Proceedings 
and Evidence, Numbers 3 and 7, respectively. 

Our delegation, today, to the Committee is composed of Mr. D. A. Denholm, 
B.S.P. of Vancouver, President of the Canadian Pharmaceutical Association; 
Mr. J. K. Lawton, Ph.C., Halifax, a retail pharmacist and owner of a small drug 
chain; Mr. R. E. Wilton, Phm.B., London, Ontario, a retail pharmacist and owner 
of two retail pharmacies; Mr. D. M. Cameron, B.Sc. Pharm., of Edmonton, 
Registrar of the Alberta Pharmaceutical Association; and Mr. J. C. Turnbull, 
B.S.P., of Toronto, the Executive Director of the Association. 


Members of the Committee will wish to direct their discussion of specific 
matters to one or more of these gentlemen, as such may pertain to their 
individual, particular endeavours. On questions which are of a general nature, 
the Executive Director requests permission to call upon them to assist although 
they may not be directly related to their personal role in pharmaceutical affairs 
and the manner in which drug distribution is undertaken in Canada. 

The Association wishes to commend the Chairman and the Committee 
members for the diligent manner in which they have sought out information 
which will enable them to suitably report to the Parliament of Canada. Admit- 
tedly, Canadian pharmacists have been disturbed by the amount of extraneous 
material that has appeared from time to time in the hearings and which has, as a 
result, often appeared in the public press. However, we recognize that only in 
this way can an adequate understanding be obtained of the particular problems 
confronting those charged with the responsibility of ensuring that the wide- 
spread communities of Canada are provided with a comprehensive phar- 
maceutical service which is second to none and at fair prices. 


* * * 


This supplementary presentation by the Canadian Pharmaceutical Asso- 
ciation includes a recapitulation of the Association’s Brief dated June 14, 1966, 
an updating of its statistics, additional information pertinent to the Committee’s 
study, observations related to statements arising from the appearance of other 
witnesses before the Committee, and recommendations by which the cost of 
providing drug services to Canadians may be advantageously influenced and by 
which the calibre and availability of drug therapy may be maintained at its 
present high level or, indeed, improved. 


The C.PH.A. Brief dated June 14, 1966 
1.0 The Canadian Pharmaceutical Association’s presentation dated June 14, 
1966 was discussed on that date by the Committee, and subsequently on July 5, 
1966. To recapitulate, among its several points were: 
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1.1 The retail drug business—The demanding attributes of modern phar- 
maceuticals and legislation pertaining thereto make commercial endeavours 
relative to them markedly different from other business enterprises. Retail phar- 
macy is customarily seen as a:‘composite of professional and commercial under- 
takings, with the latter frequently subsidizing the financial ability of the phar- 
macist to make a complete pharmaceutical service (involving both prescriptions 
and related health items) available in the community. 

1.2 Retailing and drug prices—In 1964, revenue from the dispensing of 
prescriptions represented 27.4 per cent ($36,375) of the ‘average’ pharmacy’s 
$131,039 in gross sales. The retail pharmacy realized a net profit before taxes of 
4.8 per cent that year. 

1.2.1 In 1964, too, Canadians spent $8.87 for 2.68 prescriptions obtained from 
retail pharmacies at an average price of $3.31. 

1.3 Pharmacy manpower utilization may be considered poor when viewed 
only in relation to the narrow confines of the single act of filling prescriptions, 
but when placed in proper perspective and related to the standby supervision 
and the multitude of other activities which the pharmacist must assume in 
keeping with his professional, legislative and moral responsibilities, the profes- 
sional staffing of pharmacies during an average 60-odd hours week cannot be 
criticized. 

1.4 Prescribed drugs: Prices and Expenses—Drugs represent only the com- 
modity portion of a comprehensive, professionally-oriented pharmaceutical ser- 
vice to the citizen for whom prescribed medication is being supplied or who 
seeks medicine for purposes of auto-therapy. A prescription is not an ordinary 
item of commerce or trade. It is not a merchandising commodity. 

1.4.1 While it is generally acknowledged that 50 per cent of a prescription’s 
price is represented by the tangible ingredients procured from a manufacturer/ 
distributor, the prescription-only service cannot be divorced from the business 
economics of the total operation of a retail pharmacy. During 1964, retail 
pharmacists dispensed prescriptions valued at $171 million. Over 84 per cent 
were dispensed at less than $5.00 each, while those priced at over $10.00 each 
represented only 1.4 per cent of the $51.6 million total. 

1.4.2 Statistics from pharmacies which orient their endeavours to pharma- 
cy-related undertakings only, (say, those realizing over 40 per cent prescription 
revenue), indicate a breakdown of the consumer’s 1964 pharmaceutical dollar to 
be: 62¢ paid by the pharmacist to the manufacturer/distributor; 334 paid by 
the pharmacist for local services (salaries, rent, etc.); and 43¢ retained by the 
pharmacist as profit before taxes and capital replacements. 

1.5 Federal Sales Tax, included in the amount paid to a manufacturer/ 
distributor, constitutes some 9¢ of the consumer’s “pharmaceutical dollar’. It 
can be calculated to represent 8.3¢ of the consumer’s “prescription dollar” and, 
hence, in 1964, placed a $14 million burden on the il] and diseased of Canada who 
obtained prescription services from community retail pharmacies. 

1.6 Subsidization of prescription services through the retail sale of non-drug 
items is illustrated in the statistics. Further, the retail pharmacist, and in turn, 
the private patient subsidizes the manner and the price at which drugs are 
provided to others—(1) The retail pharmacist purchases at top-dollar prices 
under the multiple pricing policies which place the same drug preparations at 
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exceedingly low prices in hospitals and similar institutions and government 
agencies. (2) Institutions benefit further by having purchases exempt from sales 
tax. (3) Welfare prescriptions granted substantial discounts by the pharmacist 
are indirectly subsidized by the price paid by the private patient. (4) Standby, 
full inventory, emergency service is expected of the pharmacist even though full 
utilization of his services may be adversely influenced by the diverting of 
popular drugs to distribution via dispensing physicians and/or the centralized 
dispensing to government beneficiaries (that is, veterans, armed forces, Indian 
hospitals); etc. 


1.7 Dollar effect of legislation—The restrictive Regulations, all written and 
administered in the public interest, both federally and provincially, which per- 
tain to Pharmacy and the distribution of drugs place a very costly, hidden, 
financial burden on the pharmacist. He must follow strict procedures in the 
purchase, storage, security, recording and dispensing of drugs. These have a very 
definite dollar effect on drug distribution. Regrettably, and quite improperly, too 
many of these Regulations do not pertain to the other professions who may 
legally handle drugs. 


1.8 Drug formulary systems as used in many institutions to meet their 
localized day-to-day needs and situations, are not considered feasible for ap- 
plication at the community, private practice level where it is so necessary that all 
prescribers have available those drug preparations which they may individually 
and personally select for use in keeping with their personalized experience and 
expectation of the therapeutic response in individual patients who are other than 
under constant professional scrutiny. 


1.9 Manufacturing pharmacy is a vital part of modern pharmaceutical en- 
deavour. The Association strongly believes that everything possible must be 
done to ensure that Canadians benefit from worldwide therapeutic advances 
while encouraging the development of a strong, comprehensive pharmaceutical 
industry, including all aspects of production and research, within our boundaries. 


1.9.1 Patent legislation should protect the innovator while providing for the 
enhancement of an active, self-sustaining and ever-growing industry in Canada. 
We believe Canada should recognize worldwide patents, but we also suggest that 
the period of such protection need not exceed three years, or some other suitable 
period of time made necessary by the particular nature of the drug, unless it be 
produced in Canadian-based manufacturing facilities. In modern days, patent 
rights on drugs extended for 17 years is deemed unnecessarily long. The right to 
license other producers and the compulsory licensing provisions of the Patent 
Act are worthy of continuance to facilitate legal production in Canada. 

1.9.2 Quality is not something which can be “legislated into” a drug product. 
Quality control, properly exercised, is an expensive undertaking which should 
not be compromised. Adherence to the Food and Drugs Act will ensure that a 
manufacturer produces a drug preparation according to standards established in 
the public interest. The Association does not share the belief of some witnesses 
that the Food and Drug Directorate should be a certifying body which tests each 
and every batch of a drug preparation and, indeed, such would be financially 
impractical and physically impossible. Where a reputable Industry exists, it 
should not be necessary. 

1.9.3 In view of the administrative controls possible under the Food and 
Drugs Act, the Association does not believe that a separate Standard, 74-GP-lhb, 
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establishing a list of manufacturers ‘qualified’ to sell to the Government is 
necessary. Indirectly, the latter influences an increase in the price of drugs and it 
may well create situations which, in the future, will work contrary to the 
interest of the private medical and pharmaceutical practitioner and those whom 
they serve. 

1.10 Brands and generic names—The profession of Pharmacy does not 
disagree with those who advocate that physicians might best prescribe drugs by 
their generic names, but in so stating, it emphasizes that in every instance, the 
pharmacist must be in a position which enables him to assume, with assurance, 
the responsibility of selecting the proper medication to be dispensed, be it brand 
named or non-branded. Possibly less than one-third of all prescriptions could be 
written in generic terminology. Drug preparations having the same generic name 
with or without an added brand name, are not necessarily therapeutic equiva- 
lents. 


111 Drug information—The Association publishes a Compendium of 
Pharmaceuticals and Specialties, written in a manner which factually summa- 
rizes all essential, basic information about all drug preparations on the Canadian 
market. Use of this book permits access to information on which a practitioner 
may base his selection of a drug preparation best suited to the therapy to be 
followed in relation to the diagnosis of an individual patient’s specific illness 
condition. 

1.12 Prescription dollars in perspective—The Association reiterates its firm 
belief that the Canadian scene and way of life, its standard of living, its general 
economic structure, its geography, its wage and employment structure, its popu- 
lation characteristics and the effect of all these on the economics peculiar to the 
availability of drugs in Canada must be acknowledged in any debate and 
decisions relative to drug costs and prices. Canada does differ from other 
countries. 

1.12.1 The suggestion that drug costs have increased ‘out of all proportion’ 
to prices of other commodities and services is completely erroneous, as illustrated 
by D.B.S. statistics which show that prices in general increased some 36.8% 
between 1949 and 1964, while drugs increased by only 20.7%. Other D.B.S. sta- 
tistics show that Canadians spend less than 1¢ of their consumer dollar on drugs. 


Additional information and statistics 

2.0 The Canadian Pharmaceutical Association, representative of the profes- 
sion and its members in all fields of endeavour in Canada, is pleased to note that 
the Committee has gained a deep awareness of the problems of drug distribution 
through the specific information it has received from various individuals, compa- 
nies, agencies and organizations. 

2.0.1 It is regretted that the Committee did not retain the services of a 
knowledgeable pharmacist who, in a private consulting capacity, might have 
assisted with its interpretation and assessment of the fund of material presented 
at its hearings. 

2.1 The pharmaceutical manufacturing industry, its organizations and its 
individuals, have presented facts and figures to the Committee. The C.Ph.A as a 
professional association has a specific interest in industrial endeavours as such 
relate to the position of individual pharmacists therein and as such may exert an 
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influence upon the general practice of Pharmacy. From it, the basic tools of the 
profession are available and hence, the profession cannot divorce its interests 
from matters of specific concern to industrial enterprise. As stated previously, it 
is our strong belief that the best interests of Canada are served by the strength- 
ening of a viable drug industry within our boundaries. 


2.2 Drug wholesalers provide pharmacists with their essential services by 
maintaining quantities of drug preparations in every major centre of our vast 
nation. While it could be claimed that this ‘middle man’ procedure results in 
added costs, Pharmacy does not believe this to be of significance and, indeed, in 
no other way could complete stocks be conveniently and readily available from 
one large and nearby source to the many consumer outlets. 


2.3 Hospital Pharmacy is discussed in a Brief presented by the Canadian 
Society of Hospital Pharmacists on November 29, 1966. Because many items 
classified as components of drug therapy in hospitals are not common to the drug 
therapy of ambulatory patients, it is difficult to tabulate comparative statistics 
pertaining to patient usage. However, the importance of professional responsibil- 
ity being exerted in the control and handling of modern pharmaceuticals is 
comparable both within and outside of institutional practice. This role is summa- 
rized in the Canadian Council of Hospital Accreditation Guide No. 5 which, in 
part, states: 


“Because of the increase in complexity, specificity and potency of 
medications now available... the need for appropriate professional phar- 
macist service in every hospital has become more urgent.” 

and further that, ; 

“In addition to its traditional role in drug manufacturing and dis- 
pensing, the pharmacist has a collaborative role to play with the medical 
staff in a number of ways including the provision of a drug information 
service, facilitating the reporting of adverse drug reactions, and reviewing 
prescriptions for prevention of drug incompatability.” 

2.4 Academic training, offered in eight degree-granting universities ‘in 
Canada, enables the pharmacist to assume the role discussed above. The cur- 
riculum provides specialized training while educating the student in the broader 
phases of professional life by providing, in its four years: (1) an extensive 
background in the basic sciences; (2) advanced study of newer developments; 
(3) an emphasis on pharmacology to assist in evaluating claims and the judging 
of the efficacy and safety of new or competing medicines; (4) specialization in 
particular fields of interest; and (5) a rounded general education. Other state- 
ments to the contrary, the profession does not believe that anything less would 
provide adequate preparation for assumption of the full safeguarding and con- 
sultant responsibilities which are to be expected of the pharmacist. 

2.5 Pharmacist manpower and utilization is the subject of a study in depth 
to be undertaken by a Commission on Pharmaceutical Services sponsored by our 
C.Ph.A., in keeping with a recommendation received from the Canadian Con- 
ference of Pharmaceutical Faculties. This Commission, which will include au- 
thorities on occupational studies, one of whom may be its chairman, will initiate 
its two-year task in the immediate future leading to a report on (1) the 
occupational role of the pharmacist, (2) structural and manpower needs of the 
profession; (3) student recruitment, selection and academic performance vs 
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professional performance; and (4) translation of concept and fact into practical 
reality. 

2.6 Retail pharmacists are most familiar to the public with whom they are 
in daily contact and hence, it is deemed essential that this Committee comprising 
the Federal representatives of the public have a full awareness of the position of 
the community pharmacy and matters encountered by it in its distribution of 
drugs and the provision of pharmaceutical services. 

2.7 The retail drug business—The ‘average’ pharmacy’s sales dollar (or, if 
you wish, the “total drugstore dollar’) is apportioned according to the 1965 
figures compiled in Table No. 1 of the Association’s 24th Annual Survey of Retail 
Pharmacy Operations (attached hereto as an Appendix), in rounded figures: 


653¢—paid to the manufacturer/distributor 
183¢—paid for salaries to locally resident employees 
2$¢—paid for rent to local landlords 
23¢—for advertising in local media 
—for delivery service by local citizens 
—for repairs by local tradesmen 
13¢—for heat, power, telephone, taxes to local utilities and government 
¢—for insurance purchased from local agents 
13¢—for depreciation, interest and bad debts 
2¢ —for miscellaneous expenses of an internal and local nature 
53¢—profit before income tax, capital replacement, etc. 
This ‘agerage’ pharmacy, open to the public for 67 hours per week derived 28.7% 
of its gross income from prescriptions. 

2.7.1. On the other hand, pharmacies in which prescription receipts repre- 
sented over 40% of total receipts (and hence, more closely approximate a 
“strictly professional pharmacy practice’) provide a statistical breakdown of 
the 1965 “pharmaceutical dollar” (Table 27 of the Survey) which is presented 
on the next page of this Brief. 


Other 
Medical Bldgs. Locations 
Paid to the manufacturer/distributor ...... 57¢ 603¢ 
Paid for salaries to local employees ...... 23¢ 203¢ 
Paid for rent to local landlords .......... 43 22¢ 
For advertising in local media 
For delivery service by local citizens ........ ‘ 3h¢ 23 
For repairs by local tradesmen 
Nortlocalalities: an A aXCS 6 ein ocx, 1¢ 1d¢ 
For insurance purchased from local agents .. 4 4 
For depreciation, interest and bad debts .... 2¢ 2¢ 
For local miscellaneous expenses .......... 234¢ 2¢ 
Profit before taxes, capital replacement .... 64 72 
$1.00 $1.00 


While the gross sales of the above two categories of pharmacies were about equal 
($113,000), those in medical buildings derived 61.7 per cent of their revenue 
from prescriptions and those in other locations, 52.7 per cent. 
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2.7.2 These three sets of statistics show net profits to be 5.6 cents, 6.4 cents 
and 7.7 cents, respectively, before deductions for income taxes and amounts set 
aside for capital replacement, etc. 

2.8 Prescribed drugs: Prices and Expenses—Among the numerous studies is 
that completed in 1966 by a management accountant and consultant in order to 
establish a cost-plus-professional fee system of charging for prescription services 
rendered to welfare recipients under the contract negotiated with British Co- 
lumbia’s Department of Welfare. This study (copies of which can be provided) 
which takes into account direct and indirect costs of pharmacy operations in 
various community locations concluded that: 


The average “dispensing cost” per prescription was $1.75. 
NON-WELFARE PRESCRIPTIONS 


Average ingredientcost<4 . «nmr Aimieiee- $ 1.45 
Dispensiitn COStHG a: nae -Cekie gece 2 Aat IAD 
Total Costee.e «fpeniweuk . oP-pesmme $ 3.20 
Mwverage PrescripbionyPViCGy sas 4tyo2 Gasiee 3.22 
PISOit wc c MRR Es Silo eectetore premise sane «ps S wn 


The net overall profit per prescription is very low. 
WELFARE PRESCRIPTIONS 


Av eLaASe, METECICNTLCOS tats, latices 16:2 is, 2ha ee Se er 
DESpeHnsinmsCOSt pices scx. fey ei Scieit phy atte x Se Mees | 

NGG LCOS Uwe tides Be bs Aces Tike wie he. $ 3.47 
Average Welfare Prescription Price .... 2.86 [Note (1)] 


(oss) per prescription’ S94 .00. 2 (or 46h) 


It is apparent from the figures that the average-prescription dispensed to 
Welfare recipients is dispensed at a LOSS. 
Note (1)—The $2.86 average Welfare prescription price was calculated from the 
statistics quoted in the Department of Social Welfare, Province of B.C., annual 
report for fiscal year ended March 31, 1964. The figures were: 


Dollar value of prescriptions ............ $1,966,536 .00 
——_—_—————— = $2.86 av. 
Number, ofyprescriptions: .\ytkaein. et tbe ie me 689,038 


The Survey itself revealed that the average selling price per Welfare pre- 
scription was $2.85. 

2.8.1 From the C.Ph.A.’s 24th Annual Survey, statistics reveal the 1965 
average price per prescription to be $3.32 (just one cent above the 1964 figure), 
per capita expenditure on prescriptions to be $10.22 ($8.88 in 1964), with a per 
capita usage rate of 3.07 prescriptions (up substantially from 2.68 in 1964) for 
prescriptions valued at $200 million. 
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2.8.2 It indicates, too, that on the average, each retail pharmacy dispensed 
11,904 prescriptions that year. This works down to 25 prescriptions dispensed by 
each pharmacist per day of.a 300-day year—a not inconsiderable average 
number when combined with numerous related, but intangible tasks. 

2.8.3 Claims that, in terms of straight monetary exchange, drug prices in 
Canada are higher than in the United States are not borne out at the level of 
retail pharmacy prescriptions where we find that the average price in the U.S.A., 
determined by annual surveys published by the Lilly Digest, is consistently 
higher than the Canadian average: 


Year WS) Canadian 
LOGS eo sere eee Se ee $ 3.48 S Soe 
LOGIT ES coats DAR as 3.41 Bod « 
DOGG APA. RARE Ve ee ed 3.39 B 20 
POO te ee See Spee 5 Se MAP 3.16 
LOOT ae Se OG eee G05 3.14 
POO. Oe ths oN ee ees Ce 3.19 3.06 
TI See ares Coe Sree ee ee 3.09 2.98 
[AEE 5 PR dS eA ae Be ca 2.96 Pal ie 
LO) ey ete Cahn, Gores om ee # vag O95) 26T 
EO a) heya bike = Fe ee eee arene 7 aie ys 2.49 
DODO inlet ae tee He Oe ee 2.46 2720 


2.8.4 One U.S.A. authority (Dr. J. Backman, Research Professor in Eco- 
nomics, New York University, as reported in “Drug Topics”, December 26, 1966) 
states that, “If drug prices had risen as much as all consumer prices since 1940, 
consumers would have to pay $2.9 billion more than they do today.” We have not 
attempted to calculate a projection of Canadian experience. 

2.9 Stability of prices is indicated by a spot check of randomly selected 
preparations marketed in Canada. Starting from the December, 1966 edition of 
the “Price Book of Drug Store Merchandise”, (a catalogue compiled from manu- 
facturers’ price lists), the 50th item on every page was traced back to May, 1953. 
Of the 99 pharmaceuticals traced, 29 have been available since May, 1953 or 
longer; 51 since November, 1958; 69 since June, 1963; and 86 since June, 1965. 

— 47 showed on change in price 

— 37 showed gradually increased prices 

— in years of Sales Tax increases 
— non-prescription products predominate the list 
— 16 showed gradually decreased prices 


2.9.1. Intrigued by the results of this check, a trace was then made of 17 
pharmaceuticals on which the Brief of the Pharmaceutical Manufacturers Asso- 
ciation of Canada of June, 1966, presented a series of worldwide calculations 
and comparisons. Here, we found that since their first introduction or since May, 
1953, prices of four have remained unchanged, nine have decreased, and of the 
four which increased, two are in the non-prescription category. 


Amplification of certain statements 


3.0 Multiple pricing policies—The Association states its concern relative to 
misinterpretations of its long-standing and oft-repeated statement pertaining to 


Jan. 23, 1967 DRUG COSTS AND PRICES 1939 


the inequalities of Industry’s pricing practices (including ‘deals’) which cause the 
retail pharmacist to purchase drug preparations at prices often far exceeding 
those available to other purchasers. To clarify any misunderstandings, we again 
quote from the Association’s Brief presented October 16, 1961 to the Restrictive 
Trade Practices Commission Inquiry into the Manufacture, Sale and Distribution 
of Drugs in Canada (pages 30 and 31): 

“The distribution and pricing situations outlined in the Director’s 
Statement (the ‘Green Book’) are not new to the Canadian Phar- 
maceutical Association. The problem of multiple levels of pricing and price 
discount policies as such relate to the various purchasing levels, namely, 
governments, government institutions, hospitals and retail pharmacists, 
is recognized as being of vital interest to the Canadian consumer who must 
be assured of a high level of consumer distribution of pharmaceuticals by 
pharmacists in the widespread communities of this nation. It was 
recognized by the C.Ph.A. many years ago that eventually the problem 
known to them would become subject to public criticism and would 
possibly be voiced with a great deal of misunderstanding. 


The situation has not changed over the years to cause any alteration 
in a statement of policy made known to manufacturers early in 1955, and 
which has been reaffirmed by pronouncements up to, and including the 
present time—‘the Canadian Pharmaceutical Association is of the opinion 
that the principle of equal price for equal quantity and equal quality, 
provided that there is a reasonable and equitable relationship between 
quantity price levels, is the only principle which should guide pricing 
policies in the distribution of drugs to all purchasing levels.’ This state- 
ment is made in the firm belief that a policy of fair and equitable pricing 
should be, and can be established to the satisfaction of manufacturers, 
government buyers, hospitals, retail pharmacists and, of great importance, 
to the satisfaction of the consuming public. In consideration of quality, 
quantity and packaging, a policy of one fair price to all buyers should be 
available. 

Actual prices do not enter into the statement quoted above. Prices 
and pricing methods relate to the specific operation of the individual 
company and/or its distributors. Presumably, each has the ability to 
determine for itself the financial return it requires to provide for its 
expenditures and to give remuneration for its efforts in accordance with 
the product(s) it makes available. “Each firm undoubtedly has estab- 
lished price-calculation policies in keeping with its known risks, its future 
aspirations and its marketing integrity.” 

and later, on page 51, that, all things being equal and provided that sales to retail 
pharmacy are indeed bearing a disproportionate share of the manufacturer’s 
fixed overhead, 

“A single price policy with the only differences being due to econo- 
mies realized through volume of purchase would result in an institutional 
price which would be somewhat higher and the price to retail pharmacies 
would be substantially lower.” 

3.0.1. Be it direct or indirect, the retail pharmacist is, in fact, faced with 
competition from all individuals, institutions and agencies who make drugs 
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available, with or without attendant safeguarding procedures, to the ambulatory 
patient. Hence, Pharmacy’s belief, expressed in a resolution of the Association’s 
annual meeting of 1966, that. the legality of the different prices to different 
purchasers who are competitors is open to question. 

3.1 Ownership of retail pharmacies rests, in the majority of cases, with 
individual pharmacists, However, in this era of mass merchandising, the small 
independent finds himself at a competitive disadvantage in many ways, and as a 
consequence, there appears to be taking place a greater concentration of owner- 
ship into fewer and fewer hands. Many forces operating from outside rather than 
from inside the profession’s societies exert an influence on the professional 
operations of a pharmacy. We believe it not in the best public interest that 
individuals who are non-pharmacists, mainly concerned with the profit-taking 
operation of merchandising establishments, should, through ownership or sub- 
stantial direct financial involvement, in any way be in a position to directly or 
indirectly influence the calibre of pharmaceutical service being rendered in the 
community. 

3.1.1 Except where local needs dictate, the principle of the joint practice of 
Medicine and Pharmacy is, in the opinion of both professions, considered to be 
not in the best interest of the patient. The new Hart Bill of the United States 
Congress, now before a Senate Sub-Committee, prohibits a physician from 
owning, either directly or indirectly, an interest in a pharmacy and also prohibits 
physicians, generally, from dispensing drugs and devices. 

3.2 Sales Tax—Very few, if any, who have appeared before the Committee 
could reach agreement as to the dollars and cents effect of the application of the 
Federal Sales Tax to the sale of drugs. All agree that this is a highly improper 
tax levy on illness. In a recent reply (December 30, 1966) to our correspondence 
which commented on the ‘Mini Budget’, the Minister of Finance again stated that 
abolition awaits the recommendation of the Special Committee, and he promised 
that, “...your (our Association) requests that drugs be relieved of the addi- 
tional one percentage point in the rate of sales tax will be given careful 
consideration before the Excise Tax Act amendment comes up for debate in the 
House of Commons...” We respectfully urge the members of this Special 
Committee to support our request. 

3.3 Variations in retail pharmacy prices—It is logical to expect price varia- 
tions in keeping with the value which the individual pharmacist finds it neces- 
sary to place upon the services rendered by his pharmacy. Extreme differences, 
however, are another matter, but we cannot comment upon those stated to the 
Committee and/or in press stories without having actual knowledge of the 
prescriptions themselves, the manner in which they were presented to enable a 
personal interpretation by the pharmacist, the strength of their ingredients, their 
quantities, and etc. We can only presume that normally accepted “market test” 
study and reporting procedures were not followed. 

3.4 Counting and pouring—It is recognized that a busy pharmacy can 
handle a great number of prescriptions per day by utilizing its pharmacists on a 
production line basis, seemingly just counting or pouring. Such procedures are 
very much less than those which provide for a compresensive pharmaceutical 
service involving a multitude of professionally-oriented activities which are a 
vital part of pharmacy practice and which come within the definition of “cost of 
dispensing a prescription”. Every procedure is important if, in some way, it 
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safeguards the health interest of the patient and contributes to the success of a 
physician’s prescribed course of drug treatment. A very few seemingly routine 
“counting” or “pouring” prescriptions are reviewed and discussed in an article 
appended to this Brief. It speaks for itself (see Appendix A). 

3.5 Drug information and ready access to it, particularly relative to each 
and every preparation available to meet all therapeutic requirements, is essen- 
tial. To this end, the Association publishes its Compendium of Pharmaceuticals 
and Specialties. The completely rewritten Third Edition, now on the presses, will 
soon go out to every pharmacy, physician and hospital in Canada under a 
distribution program in which we are pleased to have the participation of several 
manufacturing companies. (See Appendix B) While this C.P.S. III which pre- 
sents edited, unbiased information in expanded monograph form does not em- 
body all the features we may wish, it is without comparison in Canada. (See 
Appendix C) These features will be incorporated in the next edition. 
Recommendations and observations 

4.0 Although the Canadian Pharmaceutical Association does not believe that 
the Committee has been presented with evidence to permit it to concur with the 
statement in its terms of reference which are to the effect that “drug costs are 
too high”, it is of the opinion that certain steps can be taken without delay which 
will directly influence an immediate lowering of the price at which drugs are 
manufactured, distributed and sold and/or which will indirectly exert a stabiliz- 
ing effect on the many components of cost and, hence, continue to maintain 
expenditures for pharmaceutical services as an extremely small part of the 
consumer dollar. To this end, we respectfully request favourable consideration 
our submissions: 

4.1 (1) We recommend that the Excise Tax Act and/or other pertinent 
legislation be amended to provide for the abolition of the application of Federal 
Sales Tax to medicinal preparations and therapeutic appliances. 

— all things being equal, consequent retail pricing adjustments ranging 
from 5 per cent to 10 per cent can be anticipated to save the consumer 
millions of ‘drug dollars’. 

(2) We recommend that the Income Tax Act be amended to provide per- 
sonal income tax relief on the total of personal expenditures for prescribed 
pharmaceutical services provided by pharmacists and all other professionally 
rendered health care services by the removal of its present “3 per cent of net 
income”’ clause. 

— This would provide community-wide assistance to individuals, par- 
ticularly those of borderline financial means or the ‘medical indigent’ 
who must seek health care services in any one year and, indirectly, 
temper the price at which they were provided. 

(3) We recommend that every possible action be undertaken to influence 
and promote the establishment of recognisable procedures whereby the prices at 
which the community retail pharmacist purchases his drugs bear a fair and 
equitable relationship to those which are offered to other individuals in the 
health professions, to hospitals and related health services institutions and to 
governments and their agencies. 

— Directly, this will bring about a lowering of the cost of ingredients of the 

retail prescription, while the converse effect on institutional purchas- 
ing prices may be of lesser significance due to their bulk quantity 
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requirements. Any action taken must remove, too, the competitive 
inequalities at the Industry level by those who may have a “non- 
retail pharmacy” policy and/or whose contribution to the health care 
scene is solely a limited marketing function. 

(4) We recommend that, through its report and the public influence of its 
members, the Committee support the advancement of public drug insurance 
and/or prepayment plans which are service programs sponsored by pharmacists 
and financially guaranteed by all levels of pharmaceutical endeavour. 

— In themselves, such programs will not influence prices but will have the 
indirect benefit of spreading private costs and eliminating burden- 
some financial outlays by those faced with chronic or catastrophic 
illness situations. 


(5) We recommend that our governments give immediate attention to 
granting tangible financial assistance to individuals within defined illness catego- 
ries to enable them to obtain first class pharmaceutical services from local, 
private pharmacies— 


— While Canadians spend a mere $10 on prescriptions, there are those of 
limited means or who require vast amounts of medication over ex- 
tended periods of time for whom the price of prescription services is 
burdensome or high. Until the time when such can be given attention 
through voluntary insurance programs such as that proposed under 
Pharmacare Limited or Green Shield’s prepayment plan, we believe 
that Canadians rightfully expect their tax dollars to brought into play 
to ensure that those in need of help can obtain services, as free 
citizens, from their choices of health practitioners. 

(6) We recommend that the Compendium of Pharmaceuticals and Spe- 
cialties be endorsed as a valuable, comprehensive information tool worthy of 
both professional and governmental support through editorial involvement and 
financial assistance, particularly as such may permit enhancement of its related 
information capabilities. 

— Indirectly, “C.P.S.” may influence drug costs by providing practitioners 
with convenient access to information on which to base their choice of 
drug preparations. Too, it offers the avenue through which economies 
can be realized in the dissemination of information to thus assist 
Industry in reducing expenditures which are labelled as “advertising 
and promotional’’. 

(7) We recommend the development of better and more consistent methods 
of gathering, recording and publishing statistics related to the manufacture, 
distribution and sale of drugs and in relation to the provision of pharmaceutical 
services. 

— Costly, time-consuming ‘paper work’ procedures will adversely affect 
the costs and prices of drugs and must be cautioned against in 
statistics-gathering procedures. Co-ordination of the efforts of the 
profession, the industry and governments will bring economies and 
produce less confusion in public interpretation of published facts. 

(8) We recommend support of Pharmacy’s moves toward establishing an 

equitable professional fee-for-service system which is not directly related to the 
cost of the drug ingredients of a prescription. 
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— Directly, the system lowers the consumer cost of expensive preparations. 
Indirectly, it enables the consumer to obtain prescribed drugs at 
prices in keeping with the comprehensiveness of service he desires or 
which seems to meet his individual needs. 


— The “prescription dollar” is unique in the fields of commerce and profes- 
sional endeavours in that it includes a multitude of safeguarding 
activities based on professional and legislative requirements, each of 
relatively minor financial significance when viewed alone, but which 
form a significant portion of the cost of dispensing a prescription. 

— The “pharmaceutical dollar” is broader in scope than the “prescription 
dollar” which it includes, and while it more loosely embraces profes- 
sional skills and procedures, it does encompass the application of 
professional judgment exercised in the public good in the distribution 
of drugs and health supplies, be they prescribed or offered for sale in 
a manner not unlike that pertaining to other commodities of com- 
merce. 

(9) We recommend that every committee, commission, agency or other body 
charged with the responsibility of investigating and/or reviewing matters 
pertaining to, or related to drugs and/or pharmaceutical services, be such 
responsibilities of a policy or administrative nature, be required to avail 
itself of the consultant services of one or more pharmacists knowledgeable in the 
subject who shall be retained either full or part time for such purpose. 

— We recognize the great value, in their particular fields, of those whom 
the Committee has retained to assist it. Expertness in drug matters 
and the specialized knowledge of Pharmacy, privately applied, would 
provide for at-the-time searching out of facts and the clarification of 
inadequately presented statements and observations. The public of 
Canada is entitled to nothing less than the application of specific 
expertness through which it can expect a reduction of extremely 
expensive hours being devoted, over the years, to deliberations relat- 
ed to the same subject matter. 


* * * 


The Canadian Pharmaceutical Association has welcomed this further oppor- 
tunity of working with the House of Commons’ Special Committee on Drug Costs 
and Prices. You are assured that, in keeping with our responsibilities to the 
pharmacists and the public, we deem it a particular privilege and obligation to 
grasp every opportunity to extend our assistance, within the limits of our 
capabilities to you and to all representatives of the citizens of Canada. 
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ANNEX “A” 
.to C.Ph.A. Brief 
“PILL COUNTING—FACT OR FALLACY?” 
G. N. Rotenberg, B.Sc.Phm., 


Associate Editor, Compendium of Pharmaceuticals and Specialties 

One of the qualities of pharmaceutical service which differentiates it from 
other transactions is that, in addition to the furnishing of a tangible commodity, 
there is, of necessity, a demand for a totality of knowledge which administers to 
and safeguards the health interest of the patient. Accordingly, the dispensing of 
so-called prefabricated drug preparations cannot be classified as a mechanical 
function. Not infrequently, the success of a physician’s prescribed course of 
treatment hinges upon the pharmacist’s ability to overcome dispensing or thera- 
peutic problems. Let us look at but a few examples of seemingly routine 
“counting or pouring” prescriptions and see just how the pharmacist is involved, 
or may become involved. 

1. Rx Tablets Digitoxin 0.2 mg. 

Dispense 100. 

Sig. 1 tablet three times a day. 
Brief Description: A product containing a guycoside of digitalis used in the 
treatment of cardiac insufficiency. 

The physician has prescribed an initial digitalizing dose to build up the drug 
concentration in the patient’s system to obtain the desired therapeutic effect but 
has failed to indicate the necessary reduction to a daily maintenance dosage of 1 
tablet after 2 or 3 days. A continued dosage of 3 tablets daily would result in 
severe digitalis poisoning. 

2. Rx  Emetrol 240 ml. 

Sig. 15.0 ml. in water q. 2 h. u.d. 
Brief Description: A phosphorated carbohyrate solution containing balanced 
amounts of levulose and dextrose in coacting association with orthophosphoric 
acid stabilized at a physiologically adjusted hydrogen-ion concentration used 
as an anti-emetic preparation. 

Any dilution with water of this chemically-stabilized preparation complete- 
ly destroys the hydrogen-ion concentration, thus rendering the product totally 
useless in the control of vomiting. 

3. Rx Tetracycline Pediatric Drops 10 ml. 

Sig. 10 drops q. 8 h. for earache until completed. 
Brief Description: Tetracycline is a broad-spectrum antibiotic used in the treat- 
ment of infectious diseases due to a wide variety of susceptible organisms. 

The pharmacist’s role in clearly defining and explaining the physician’s 
written directions is most graphically illustrated in the above example. The 
antibiotic is intended for oral use and if labelled strictly according to the 
physician’s directions, the label will read “10 drops every 8 hours for earache”. 
Insofar as the parent is concerned, the infant is suffering from earache and the 
pharmacist (as does happen) would well receive the complaint from the parent 
that the infant’s ear will not hold ten drops! Similar ‘tragicomical’ reports of 
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patients taking suppositories orally or using them without removing the foil 
wrapper are not uncommon. 

4. Rx Tabs. Parnate 10 mg. b.i.d. 

Tabs Elavil DIS. 5 tele: 
Mitte: One month’s supply 
Brief Description: Parnate (Tranylcypromine)—Monoamine oxidase (MAO) 
inhibitor 
Elavil (Amitryptyline HCl)—-antidepressant 

The above example represents a very serious therapeutic incompatability. 
The concomitant usage of the two prescribed drugs could very easily lead to a 
severe hypertensive crisis. It should be noted that even the ingestion of common 
foodstuffs such as cheese, certain meat and yeast extracts, beer, alcohol, and 
Chianti wine may initiate severe paroxysmal hypertension and _ head- 
ache in patients undergoing therapy with MAO inhibitors. Therefore, the 
pharmacist is not only in an excellent position to detect the initial therapeutic 
incompatability but also in his role as an adviser on drugs, may counsel patients 
to avoid the above-mentioned foodstuffs in the event that the physician has 
neglected to bring these essential facts to their attention. In addition, since 
certain proprietary cold, hay fever or reducing preparations do not require a 
prescription, and are also contraindicated with the use of MAO inhibitors, 
the pharmacist realizing this, could also prevent this mishap from occurring. 

5. Rx Triple Sulpha tabs. 0.5 Gm. 

Dispense vili 

Sig. i a.m. and hs. for bladder infection. 
Brief Description: An agent used in the treatment of infections due to sulfon- 
amide-susceptible organisms. 

Historically, the pharmacist has always advised the physician of any serious 
or toxic overdosage and has discharged this responsibility exceedingly well. 
However, underdosages to constitute an equally dangerous situation to the 
patient. Triple Sulpha tablets prescribed for too short a time and in extremely 
low dosage in a urinary tract infection, could lead to no response or a rapid 
relapse. 

Similarly, if the amount and frequency of an anticholinergic medication is 
not adequate, the peptic ulcer patient runs the risk of a perforated ulcer. It is 
recognized that improper prescribing habits have greatly contributed to the 
emergence of drug-resistant bacteria. It is interesting to note that in a survey 
reported in the Journal of the American Pharmaceutical Association, 19.3% of 
all prescriptions surveyed revealed the presence of apparent underdosage, and 
0.8% an apparent overdosage! Improper prescribing could well prolong the 
course of an illness, cause undue expense and even produce serious harm to the 
patient if undetected by the dispensing pharmacist. 


6. Rx Tabs. Penicillin G 400,000 I.U. 
Dispense xii 
Sig. 1 tablet three times a day. 
Brief Description: An agent used in the treatment of infections due to penicillin- 
susceptible organisms. 
The success of an antibiotic regimen is, for the most part, dependent on the 
method in which the drugs are used. Unbuffered Penicillin G tablets are not very 
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stable in the presence of stomach acid and should therefore be administered on an 
empty stomach in order to effect an appreciable absorption of the drug. Simi- 
larly, the absorption of the antibiotic tetracycline is markedly retarded by the 
simultaneous administration of milk, antacids and other divalent compounds. 
Conversely, certain drugs (e.g., phenylbutazone, salicylates, etc.) should be 
administered with food in order to obviate any drug-induced gastric distress. 
Here again, the intrinsic value of the pharmacist’s service augments the physi- 
cian’s prescribed course of medication. 


Coupled with the increased complexity of pharmacodynamic activity of our 
modern medicinal agents is the equally diverse physical behaviour exhibited by 
many compounds. In fact, a recent 8l-page document compiled by the Arm- 
strong Cork Company reveals that 565 drug monographs listed in the Phar- 
macopoeia of the United States XVI, National Formulary XI, and the American 
Drug Index 1964, require storage in light-resistant containers. When we consider 
that these drugs, (i.e., sulphas, phenothiazine, tranquilizers, barbiturates, vita- 
mins, etc.), are components of literally thousands of specialty preparations, the 
need to protect many prescriptions against photo-chemical reaction in the proper 
container should govern the extent of dispensing of materials “from one bottle 
into (any) other’. Many drugs are also affected by such factors as temperature, 
moisture, and, indeed, it is mandatory that life-saving drugs such as nitroglycer- 
in be dispensed only in amber, tightly sealed, glass containers, with a screw cap 
closure and liner and with extensive information relative to the use of this drug 
being supplied by the pharmacist. 

There has been no attempt made to discuss the outstanding pharmaceutical 
services provided by many Canadian community and hospital pharmacists who, 
after consultation with their medical colleagues, have developed special ophthal- 
mic and dermatalogical preparations which are not otherwise commercially 
available to meet exactly the specifications desired by the physician. Experience 
leads us to indicate that the “limited service’ pharmacist whose interests appear 
to pertain solely to ‘high volume-low price’ endeavours invariably will not 
process orders for compounded medication or accept those prescriptions requir- 
ing extemporaneous compounding or involving unusual paper work. 

It is readily apparent that comprehensive pharmaceutical service and prac- 
tice go far beyond the mechanics of counting and pouring” medicinals. The 
pharmacist’s extensive training, his sense of personal obligation to keep pace 
with progress in pharmaceutical science, his professional knowledge and skill, 
and his sense of public responsibility, all contribute to providing the peace of 
mind which must be expected in obtaining pharmaceutical services. This service 
does not really cost, it pays. 
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ANNEX “B” 
to C.Ph.A. Brief 


CANADA’S ONLY COMPREHENSIVE REFERENCE 
COMPENDIUM OF PHARMACEUTICALS AND SPECIALTIES 


THIRD EDITION (1967) 
A publication of the Canadian Pharmaceutical Association 


NOW BEING READIED FOR FREE DISTRIBUTION 
TO RETAIL PHARMACIES, PHYSICIANS, HOSPITALS 


Under special distribution arrangements with Provincial and National Associations and through the courtesey 
of those ‘participating companies’ who have listed their choice of products in C.P.S. Il] Therapeutic Section 
(The Pink Pages) under a participation program openly available to all manufacturers /distributors of prescription 
drug preparations in Canada, one free copy will be mailed to each retail pharmacy, physician and hospital. 


ABBOTT LEDERLE ROERIG 
ANCA LILLY ROUSSEL 
ASTRA LINSON SANDOZ 
AYERST MALLINCKRODT SCHERING 
BOEHRINGER PAUL MANEY SEARLE 
BRISTOL McNEIL SK &F 
BURROUGHS WELLCOME MEAD JOHNSON SQUIBB 
CALMIC MERCK, SHARP & DOHME SYNTEX 

CIBA NOVOPHARM TEXAS 
EMPIRE ORTHO WARNER-CHILCOTT 
FROSST PARKE, DAVIS WESTWOOD 
GEIGY PFIZER WHITE 
GLAXO-ALLENBURYS PITMAN-MOORE WILL 
HOECHST RIKER WINTHROP 
HOFFMANN-LAROCHE ROBINS WYETH 


Completely rewritten under the editorial guidance of Dean F. N. Hughes of the Faculty of Pharmacy, University 
of Toronto, C.P.S. [1] monographs, in greatly expanded format, factually describe the character and the apeutic 
application of all Canadian brands and non-proprietaries in convenient, alphabetical sequence coupled with 
new cross-indices and reference pages of information essential to busy members of the health professions. 


Copies may be purchased. (Special prices courtesy of Participating Manufacturers and C.Ph.A. subsidization). 


Production quantities must be closely scheduled. The Canadian Pharmaceutical Association can only guarantee 
delivery of orders received NOW in the pre-publication period. Payment should accompany all orders, please, 
at par Toronto. 
REGULAR PRICE: $10.00 per copy—I0 copies or more, less 10%, f.o.b. Toronto 
BOOKSTORES: $10.00 per copy less usual 20%, f.o.b. Toronto 
SPECIAL PRICES: (1) $5.00 per copy to Pharmacists; Physicians; Dentists; Hospitals; Participating Companies 
(Canada) —10 copies or more, less 10%, f.o.b. Toronto 
(2) $4.00 per copy to C.Ph.A. Members (personal copies only); Students in Pharmacy, 
Medicine and Dentistry 


To: G.P.S= 111, JOLT: <a aPaeRee SY CMR ARSOR OAD itp MRR cla 
C.Ph.A. Publishing Department, (Print Name and Address) 
i7 > CollesenStreetisun nckeet wrcaowes sR rte AE ante, Sie Bite oats fe ae 
Rorontcore baOntariosmepmemia meres Be I occ cos atin ns odnice caine 


I/We qualify for special price, as offered, 
ASK OUERW NOMBTA SUA TO SPETSONAINCLASSIMCATIOI eee: ov cncas/MeneeeONe vod Mieconcepsess Geet vanes ecsnce ucenemrens sone 


Please supply............ copies C.P.S. III at §............ per copy hs 2 Ue a 
Signature wetees nce ne oot cre 
DE CCR io s.0s.00 NSLS OUTER RC a GAA MER Ro da ea 
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ANNEX “C” 


COMPENDIUM OF PHARMACEUTICALS AND SPECIALTIES 
Third Edition 


—a reprint of an example page— 


ADROYD Rx P.D. & Co. 


Oxymetholone 
TABLETS: 2.5 and 5 mg. 
Indications: As an anabolic agent especially in post surgical, 
post infectious, and convalescent patients. 

Administration: Orally, before or with meals for 7-21 days, 
up to a maximum of 90 days. Adults—5-10 mg. daily or 
as high as 30 mg. if indicated. For pediatric short-term 
anabolic stimulation: infants and children up to 6 years, 
1.25-5 mg. daily; older children, 5-10 mg. As a stimulus in 
refractory underweight or malnutritional states, therapy may 
be continued for periods up to 90 days with suggested daily 
dosage for children up to the age of 6 years of 1.25-2.5 mg.; 
for children from 6 years to puberty, 2.5-5 mg., for adoles- 
cents, 5-10 mg. 

Contraindications: Should not be used to stimulate growth in 
short, but otherwise normal and healthy, children. Prostatic 
carcinoma and other androgen-dependent neoplasms. 
Pregnant women or those of childbearing age. 

Side Actions: Nausea, edema and fluid retention may occur. 
Mild androgenic effects may be noted in children. Sus- 
ceptible females may develop signs of virilization, increased 
libido, acne, hirsutism and alteration of menstrual cycles. 
Altered hepatic function may occur in large doses. 
Precautions: Use with caution in presence of cardiac disease, 
nephritis, nephrosis and hepatic damage. Observe for 
possible masculinization, altered liver function and alteration 
of epiphyseal development. 

Supplied: 2.5 mg., 50; 5 mg., 30. 


Anabolic Steroid 


A.E.A. Pharmavite 


Dextromethorphan Compound Antitussive 
SYRUP: Each 5 cc. contains: Dextromethorphan HBr 5 mg., 
Methapyrilene Fumarate 5 mg., Ammonium Chloride 100 mg., 
Sodium Citrate 45 mg., in a patatable syrup base. 
Indications: Cough control. 

Side Actions: Nausea, drowsiness and dizziness may occur. 
Precautions: Ambulant patients operating heavy machinery 
or driving automobiles should be cautioned as to the possibility 
of drowsiness occurring. 

Supplied: 4 and 8 fl. oz. 


AEROBILINE Lippens 
Dehydrocholic Acid Compound 
Laxative—Choleretic 


CAPSULES: Each capsule contains: Benzoxyline 60 mg,., 
Dehydrocholic Acid 100 mg., Benzyl Succinate 60 mg., Pepsin 
65 mg., Sodium Citrate 60 mg. and Powdered Extract of 
Rhubarb 20 mg. 

Indications: Relief of gas, to stimulate the flow of bile and 
relieve occasional constipation. 

Administrotion: 1 capsule with tepid water, 20 minutes after 
meals and at bedtime. 

Contraindications: Biliary tract obstruction and acute hepatitis. 
Precautions: More than 4 capsules daily increases laxative 
action. 


Supplied: 60 and 500. 


AERODRIN B. W. & Co. 


SOLUTION, SPRAY: Antibiotic nasal decongestant, pH 5.5, 
containing in each cc.: Polymyxin B Sulfate 5M units, Neomycin 
Sulfate 5 mg. (equivalent to 3.5 mg. Neomycin base), 
Methoxamine HCI 5 mg. 

Indications: For engorgement and/or infection of nose, naso- 
pharynx or sinuses, e.g, acute rhinitis, chronic rhinitis, sinusitis, 
allergic rhinitis. 


Nasal Decongestant 


AERO 


Administration: Adults, 3 or 4 drops or sprays in each nostril 
4 or 5 times a day, or as required. 

Children 1-3 drops or sprays. 

Supplied: Nasal Solution: 4 fl. oz. with dropper. 

Nasal Spray: } fl. oz. plastic spray bottle. 


AEROHALOR Abbott 


Powder Inhaler Inhalation Therapy 
INHALER: A plastic powder inhaler to hold the Abbott Sifter 
Cartridges. For use with Norisodrine Sulfate for Oral In- 
halation and Penicillin G Potassium for inhalation. Complete 
directions are included. 

Precautions: The device is designed for use by a single patient 
only; any attempt at sterilization followed by re-use by 
another patient is not recommended. 

Supplied: Individual boxes, complete with mouthpiece and 
nasal attachment. 


AEROLONE COMPOUND Lilly 
Cyclopentamine-lsoprenaline Compound 
Bronchodilator 


INHALANT: Each 100 ce. contains: Cyclopentamine HC! 0.5 
Gm., lsoprenaline HCl 0.25 Gm., in a vehicle of Propylene 
Glycol and Distilled Water. 

Indications: Treatment of asthma, status asthmaticus and 
emphysema. i 

Administration: A special nebulizer is required, one capable 
of producing mist of particles of 1 micron or less in diameter. 
Place a small amount (1-2 cc. in the nebulizer). Aim the 
mouthpiece through the mouth at the pharynx. Inhale deeply 
and squeeze hand bulb. Usually, 6-12 inhalations will bring 
adequate relief. Mild cases may require only 1 inhalation 
per day; severe cases possibly every 15 minutes. 
Precautions: Use with caution in presence of hyperthyroidism, 
acute coronary disease, cardiac asthma, limited cardiac 
reserve or hypersensitivity to sympathomimetic amines. 
Supplied: 1 fl. oz. 


AEROSPORIN' B. W. & Co. 


Polymyxin B Sulfate Antibiotic 
OTIC SOLUTION: Contains 0.1% Polymyxin B Sulfate (1OM 
units in 1 cc.) in acidified Propylene Glycol, sterile. 

STERILE POWDER Rx: Vials containing 500M units equivalent 
to 50 mg. Polymyxin Standard. 

TABLETS Rx: Scored, containing 500M units equivalent to 
50 mg. Polymyxin Standard. 

Indications: Infections due to gram-negative organisms, 

Otic Solution: for ear infections, especially when due to Ps. 
aeruginosa; Powder: systemic infections due to Ps. aeruginosa 
and some other gram-negative organisms; Tablets: bacillary 
dysentery, especially chronic due to Shigella and other 
gram-negative bacteria; pre-operative sterilization of in- 
testinal tract (with other antibiotics). 

Administration: Otic Solution: By instillation or by 


..»- Modern drugs merit modern precautionary 
usage. Report suspected adverse drug reactions 
to the Food and Drug Directorate. 
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SPECIAL COMMITTEE ON DRUG COSTS AND PRICES 
Chairman: Mr. Harry C. Harley 
Vice-Chairman: Mr. Patrick T. Asselin (Richmond-Wolfe) 


and 
Mr. Brand, Mr. Howe (Wellington- Mr. O’Keefe, 
Mr. Clancy, Huron), Mr. Orlikow, 
Mr. Coté (Dorchester), Mr. Hymmen, Mrs. Rideout, 
Mr. Enns, Mr. Isabelle, Mr. Roxburgh, 
Mr. Forrestall, Mr. Johnston, Mr. Rynard, 
Mr. Goyer, Mr. MacDonald (Prince), Mr. Tardif, 
Mr. Howe (Hamilton Mr. Mackasey, Mr. Whelan, 
South), Mr. MacLean (Queens), Mr. Yanakis—24. 


(Quorum 10) 


Gabrielle Savard, 
Clerk of the Committee. 


MINUTES OF PROCEEDINGS 


THURSDAY, January 26, 1967. 
(41) 


The Special Committee on Drug Costs and Prices met this day at 11.10 
o’clock a.m. The Chairman, Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout, Messrs. Brand, Forrestall, Harley, Howe 
(Hamilton South), Howe (Wellington-Huron), Hymmen, Isabelle, Mackasey, 
MacLean (Queens), Rynard, Yanakis—(12). 


In attendance: From the Food and Drug Directorate, Department of Na- 
tional Health and Welfare: Dr. R. A. Chapman, Director-General, Food and 
Drugs; Mr. M. G. Allmark, Assistant Director-General, Drugs; Dr. A. C. Hard- 
man, Director, Bureau of Scientific Advisory Services; Mr. A. Hollett, Director, 
Bureau of Operations; Dr. L. Levi, Chief, Pharmaceutical Chemistry Division. 


Also in attendance; Mr. A. M. Laidlaw, Q.C., of Ottawa, Legal Counsel for 
the Committee. 


The Chairman presented the Third Report of the Subcommittee on Agenda 
and Procedure as follows: 


“The Subcommittee recommends: 


1. That the submission received a few days ago from: The Canadian 
Drug Manufacturers on the subject matter of Sales Tax on Phar- 
maceuticals be received and made part of the Committee’s record, but that 
the Chairman, Mr. Leslie L. Dan be not required to appear again before 
the Committee. 

2. That Mr. Orlikow’s Motion be tabled until the Committee has seen 
the comprehensive report Mr. Blakely, Accountant for the Committee, is 
preparing at the present time.” 


On motion of Mrs. Rideout, seconded by Mr. Isabelle, the Third Report of 
the Subcommittee was adopted. (See Appendix A) 


Agreed, That copies of the submission mentioned in paragraph (1) be 
distributed to the members. 


On motion of Mr. Howe (Hamilton South) seconded by Mr. Forrestall, 

Resolved,—That reasonable living and travelling expenses be paid to Mr. J. 
K. Lawton, Ph. C., of Halifax, who was called to appear on Monday, January 23, 
1967, and to Dr. Irwin M. Hilliard, M. D., F.R.C.P. (c), of Toronto, who has been 
called to appear on Friday, February 3, 1967. 


Mr. Brand, being unavoidably absent at last Monday’s meeting when the 
Canadian Pharmaceutical Association, Inc. presented a supplementary brief, 
registered strong objections to certain statements contained in the brief which, 
in his opinion, were grossly inaccurate. He referred particularly to some of the 
comments about the prescribing of physicians. 
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Dr. Chapman was called. He introduced the other members of the Direc- 
torate and made introductory remarks. Dr. Chapman tabled the following docu- 
ments, a copy of which was distributed to the members: 

1. Summary of Data on Drugs including 
-(a) A Comparative Survey of Quality of Brand Name and Generic Drugs, 
Domestic and Imported, 1965; 
(b) Table, of Drugs Analyzed for the Department of Veterans Affairs, 
“1965 and TO. 
(c) Drug Recalls Involving Food and Drug Directorate, June 1965 to 
January 19673: 
(d) Convictions Registered Against Drug Manufacturers, 1963 to 1966; 
(e) Instances of a Significant Hazard to Health Involving Pharmaceutical 
' Products, 1959 to 1966. 
2. Some observations on Drug Control in Europe. 
3. An Examination of Trifluoperazine Tablets marketed in Canada. 
4. Copy of correspondence relating to the question of the “new drug” 
status of Trifluoperazine, and to the recommendations of the Hilliard 
Committee in this regard. 


Agreed—That the above information be printed as part of the proceedings. 
(See Appendices B, C, D, and E) 

Dr. Chapman read a prepared statement which was also distributed to the 
members, and was questioned thereon. He was assisted by Dr. Levi and Dr. 
Hardman. 


At 1.30 p.m., the Committee adjourned until 7.00 o’clock this evening. 


EVENING SITTING 
(42) 


The Special Committee on Drug Costs and Prices reconvened at 7.15 p.m. 
The Chairman, Mr. Harry C. Harley, presided. 

Members present: ‘Messrs. Brand, Forrestall, Harley, Howe (Hamilton 
South), Howe (Wellington-Huron), Hymmen, Isabelle, Mackasey, MacLean 
(Queens), O’Keefe, Yanakis—(11). 


In attendance: Same as at the morning sitting. 
Mr. Hollett supplied answers to questions asked at the morning sitting. 


Agreed—That the following correspondence be printed as appendices to this 
day’s proceedings: . 

1. Letter dated Seems 9, 1967, to Mr. Laidlaw, Legal Counsel for the 
Committee, from Mr,, Guy Beauchemin, Executive Vice-President of the Phar- 
maceutical Manufacturers Association of Canada, supplying information request- 
ed previously; (See Appendix F) 

2. Letter dated January 12, 1967, from Mr. R. G. McClenahan, Barrister, to 
the Chairman of the Committee, re: Submission to Micro Chemicals Limited, 
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Gryphon Laboratories Limited and Paul Maney Laboratories Canada Limited; 
(See Appendix G) 

3. Letter dated January 10, 1967, to the Chairman of the Committee from 
Mr. C. A. Nowotny, Assistant Secretary of Hoffman-LaRoche Limited. (See 
Appendix H). 

Dr. Chapman was questioned at length. He was assisted by Mr. Allmark, Dr. 
Levi, and Mr. Hollett. 


On behalf of the Committee the Chairman thanked the officials of the Food 
and Drug Directorate. 


At 10.00 o’clock p.m. the Committee adjourned to the call of the Chair. 


TUESDAY, January 31, 1967. 
(43) 


The Special Committee on Drug Costs and Prices met this day at 1.15 o’clock 
p.m. The Chairman, Mr. Harry C. Harley, presided. 


Members present: Messrs. Forrestall, Harley, Hymmen, Isabelle, Mackasey, 
MacLean (Queens), Orlikow. 


In attendance: From the Food and Drug Directorate, Department of Na- 
tional Health and Welfare: Dr. R. A. Chapman, Director-General, Food and 
Drugs; Mr. M. G. Allmark, Assistant Director-General, Drugs; Dr. Jeffrey Bi- 
shop, Chief, Medicine and Pharmacology Division; Dr. L. Levi, Chief, Phar- 
maceutical Chemistry Division; Mr. K. M. Render, Chief, Field Programme 
Division. 

Also in attendance: Mr. A. M. Laidlaw, Q.C., of Ottawa, Legal Counsel for 
the Committee. 


The Committee resumed the examination of the officials of the Food and 
Drug Directorate. 

Dr. Chapman was called. He read an opening statement about the Recalls, 
Convictions and Health Hazards. 

He answered questions about Appendix IV, Convictions Registered against 
Drug Manufacturers, and commented on Appendix V, Instances of a Significant 
Hazard to Health involving Pharmaceutical Products. 

Dr. Levi answered questions on disintegration and dissolution tests. 

Dr. Chapman was further questioned. 

The Chairman thanked the officials of the Food and Drug Directorate on 
behalf of the Committee and at 2.20 o’clock p.m. the Committee adjourned until 
9.30 a.m. Friday, February 3. 

Gabrielle Savard, 
Clerk of the Committee. 
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EVIDENCE 
(Recorded by Electronic Apparatus) 


THURSDAY, January 26, 1967. 


The CHAIRMAN: Ladies and gentlemen, we have a quorum. 

There are some matters of an administrative nature which we would like to 
dispose of first. 

Dr. R. A. Chapman, the Director-General of the Food and Drug Directorate, 
is here to present to this meeting a great deal of evidence and documentation 
that the Committee has asked for in one form or another. 

First of all, the Steering Committee on Agenda and Procedure has the 
honour to present its Third Report. We held a meeting on Thursday, Janu- 
ary 19. 

Your subcommittee recommends: 


That the submission received a few days ago from the Canadian Drug 
Manufacturers on the subject matter of sales tax and pharmaceuticals be 
received and made part of the Committee’s record, but that the chairman, 
Mr. Leslie L. Dan, be not required to appear again before the Committee. 


This is a submission by Mr. Dan’s group, suggesting an alternative method 
of dealing with the federal sales tax. What it is actually is for the government to 
retain the federal sales tax but to keep the money separate and to use it for 
setting up a drug institute. 


I will see that each member gets a copy. It will become part of today’s 
record. 


Secondly, we have Mr. Orlikow’s motion that asks for detailed financial 
statements from drug companies to be tabled until the Committee has seen the 
comprehensive report of Mr. Blakely, the accountant for the Committee, which 
was being prepared at that time and which is now completed. I would suggest 
that we continue to table Mr. Orlikow’s motion. 


When members of the Committee have a chance to read Mr. Blakely’s 
report, which I now have in my possession I think they will find that Mr. 
Orlikow’s motion is not necessary to the work of the Committee. He sought a 
detailed financial statement from many drug companies. I think Mr. Blakely, 
in a general way, has been able to give us the same information that Mr. 
Orlikow’s motion would have done. 


May we have a motion for the adoption of the Steering Committee’s report? 
Mrs. RIDEOUT: I so move. 

Mr. ISABELLE: I second the motion. 

The CHAIRMAN: All in agreement? Opposed? 

Some hon. MEMBERS: Agreed. 
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The CHAIRMAN: The next item is the recommendation by Mr. Forrestall 
that the Committee ask Mr. Lawton from Halifax to appear with the Canadian 
Pharmaceutical Association; and it was also recommended by Mrs. Rideout and 
Dr. Raynard that Dr. Hilliard be called. As the Committee has asked both of 
these people to appear as individuals I think that the Committee should pay 
their reasonable travelling and living expenses. Is that a reasonable sug- 
gestion? 

Dr. Howe (Hamilton South): I so move. 

Mr. Mackasry: Was he here the other evening? 


The CHAIRMAN: It was Mr. Lawton who was here the other evening, Dr. 
Hilliard will be appearing before the committee on Friday, February 3. Are 
there any opposed? 

Some hon. Mempsers: Agreed. 


The CHAIRMAN: Ladies and gentlemen, we will now move on to the business 
part of today’s meeting. 

We have with us today Dr. Chapman, the Director-General of the Food and 
Drug Directorate, Department of National Health and Welfare. 


Mr. BRanpD: Mr. Chairman, before we continue I would like to make a very 
brief statement in view of the fact that I was unable to be here on Monday 
night because of matters beyond my control. Because of the airlines and the 
weather and what have you I was stuck in “Toronto the Good.” 


An hon. MEMBER: Hear, hear. 


Mr. Brann: I put that comment in parentheses. Since I did not have an 
opportunity to comment at that time on the supplementary brief of the Canadian 
Pharmaceutical Association I would like to place on the record the strongest 
possible objection to some of the statements made therein. I regret very much 
that I did not have an opportunity to challenge the obvious inaccuracies and 
deliberate falsehoods which are present in this brief. I would like to place this on 
the record now, particularly in view of some of the comments about the pre- 
scribing of physicians and because no attempt made by this group to show that 
they were other than with the angels in their comments. Some of the explan- 
atory comments on the type of prescribing done by physicians are absolutely 
inaccurate and I trust that they knew they were so. 


The CHAIRMAN: Are you referring to Appendix 3? 


Mr. BRAND: Yes; 3, Appendix I believe. This is grossly inaccurate, and I do 
not think I can let this pass without making these comments. 


I have no intention of commenting at all on some of the other inaccuracies in 
the brief, including the net profits of the pharmacists, which vary in their brief 
from 4.8 to 5 per cent to 7 per cent to .06 per cent, and each of them declared as 
being the profit of a pharmacy; but I did want to register that objection most 
strongly. I would, indeed, welcome the opportunity at some future time to bring 
these gentlemen back and to question them on where they got these figures and 
why they included them in this report. Thank you. 


The CHAIRMAN: All right. 
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Dr. Chapman, I know, and as I mentioned, has brought a great deal 
of data and information that has been discussed on one way or another before 
the Committee. 

If there is some question about the best way to proceed with this material, 
Dr. Chapman also has'a statement, and perhaps the best thing to do would be for 
him to tell the Committee what material he has brought with him and we can 
distribute it as we go along and allow questioning on it. 

Dr. Chapman, would you care to make a few remarks before we stand? 


Dr. R. A. CHAPMAN (Director-General, Food and Drug Directorate, De- 
partment of National Health and Welfare): Yes; thank you very much, Mr. 
Chairman. I may say that my colleagues and I are very pleased indeed to be 
with you this morning. ; 

If I can introduce the other members of the directorate, I have with me Mr. 
M. G. Allmark, Assistant Director-General, Drugs; Dr. L. Levi, Chief of our 
Pharmaceutical Chemistry Division; Mr. A. Hollett, Director of our Bureau of 
Operations; and Dr. A. C. Hardman who is Director of our Bureau of Scientific 
Advisory Services. I am sure that these gentlemen, will be in a position to fill in 
the details that I may not be able to supply. After having read through the 
various briefs and the proceedings of your meetings I have prepared a relatively 
short statement. I felt that this might be helpful to you because I believe I have 
covered the most important areas that have been discussed, as they relate to the 
activities of the Food and Drug Directorate. 

In addition to the statements I have a summary of data on drugs which we 
had available in the Food and Drug Directorate and which I felt might be of 
interest to the Committee. For example, we carried out a comparative survey of 
the quality of brand name and generic drugs, both domestic and imported, for 
1965. We have a table of the drugs analyzed for the Department of Veterans 
Affairs for 1965, and a portion of 1966: drug recalls involving the Food and Drug 
Directorate, June 1965 to 1967; convictions registered against manufacturers, 
1963 to 1966; and instances of significant hazards to health involving phar- 
maceutical products. In this latter case we have gone back to 1959 up to the 
present. I should be pleased to table that material if the Committee wishes. 


An hon. MEMBER: I move that it be tabled, Mr. Chairman. 
Mr. Mackasey: Mr. Chairman, is that all the material Dr. Chapman has? 
The CHAIRMAN: No. 


Mr. CHAPMAN:No; I have additional material. 

At one stage in our deliberations a request was made, I believe, by Mr. 
Mackasey, for the tabling of a report on some observations on drug control in 
Europe. I pointed out at that time that this was a document which had been 
presented in confidence to the Canadian Drug Advisory Committee. The words 
“in confidence” did not indicate that it was a highly confidential document but 
that it was not intended for publication. At this point I would certainly wish to 
apologize if I in any way cast any reflection on the integrity of any member of 
this Committee. That was certainly not my intention. 

I have asked the authors of that report to go through the document and to 
remove any statements which might prove of embarrassment to individuals, or 
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to the Directorate, or, as a matter of fact, to the agencies in the countries they 
visited. The authors did this and then presented it to me. I have read through 
this second draft and I believe it contains all the substance of the original report. 
I should be pleased to table that document if the Committee so wishes. 


Mr. MAcKASEyY: As a point of information, what you are saying then, Dr. 
Chapman, is that the only difference in the two drafts is the deletion of the 
names of particular individuals who helped you in your study, which names 
would add nothing to our knowledge. You have left them out to avoid embar- 
rassment or betraying their confidence? 


Mr. CHAPMAN: That is correct. There have been some editorial changes 
made, too. 


Mr. MAcKASEy: But they do not change the content? 
Mr. CHAPMAN: No. 


Mr. MAcKASEY: I would hope, Mr. Chairman, that we could have that 
particular document in our hands as soon as possible because it could be very 
relevant, if not to this meeting, to the next. 


The CHAIRMAN: All of these documents will be given to you this morning. 


Mr. Mackasey: Mr. Chairman, again, because this could be a very fruitful 
discussion with Dr. Chapman, is it our intention to limit Dr. Chapman’s appear- 
ance to just this morning? 


The CHAIRMAN: No; I am sure that if the Committee so wishes Dr. Chap- 
man would be pleased to come back again. I am sure there will be many 
questions. 


Mr. MAcKASEY: Could we have Dr. Chapman back again today? 


The CHAIRMAN: If that is possible and if we can find the facility. 


You mean you would like to have a little time to peruse some of the 
documents and then come back this afternoon? 


Mr. MAcKASEy: Yes; particularly on this one document, so far as I am 
concerned. 


The CHAIRMAN: We will wait and see how the meeting progresses this 
morning. Dr. Chapman? 


Mr. CHAPMAN: There has been a good deal of discussion with regard to the 
analysis of trifluoperazine tablets marketed in Canada. Our Pharmaceutical 
Chemistry Division has carried out an exhaustive study of these various prod- 
ucts, and we have a complete report which I would like to table. 


Mr. Howe (Hamilton South): Mr. Chairman, does this particular document 
contain comparatives of S.K.F. and Paul Maney’s specifically, because I have a 
series of questions I wish to ask you on this. These could conceivably be avoided, 
or cut down, if this document contains these comparisons. 


The CHAIRMAN: Yes, I think it has. What I suggest is that perhaps we should 
let Dr. Chapman go through his own information and we can come back and deal 
with the documents one at a time. 
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Mr. Howe (Hamilton South): Mr. Chairman, I asked only because it was 
current at this particular moment, and to get clear what is in the documents. I 
am in favour of our— 


The CHAIRMAN: Would you care to tell Dr. Howe? 


Mr. Howe (Hamilton South): I am not asking for specific figures, Dr. 
Chapman. I just want that information. 


Mr. CHAPMAN: The scope of the investigation includes the products of four 
companies. Smith Kline and French, Stelazine; Mowatt & Moore, Clinazine; Paul 
Maney Laboratories, Triflurin; and Jules R. Gilbert, Triperazine. 


Mr. Howe (Hamilton South): Thank you, Dr. Chapman. 


Mr. CHAPMAN: We also have photocopies of correspondence which Mr. 
Robert F. Dailey of Smith Kline and French, in a letter to the Chairman, 
suggested he would be pleased to have tabled, relating to the question of the new 
drug status of trifluoperazine and particularly Stelazine. We will of course, be 
pleased to table this correspondence if the Committee so desires. 

I feel, however, that in order to give a complete picture we should also table 
additional correspondence including a letter from Dr. W. W. Wigle, President of 
PMAC to the Minister in June 1966; a second letter by Dr. Wigle also to the 
Minister; a letter from Frederick R. Hume, Q.C. to Robert E. Curran, Q.C., July 
12, 1966; a letter of D. S. Thorson, Assistant Deputy Minister, Department of 
Justice, to Mr. R. E. Curran, Q.C. in September 1966; a letter of Mr. R. E. 
Curran, Q.C. to Frederick R. Hume, Q.C. on October 20, 1966; and then, finally, 
the letter from Mr. Hume to Mr. Curran in October 1966. It would seem to me 
that this would then give the complete picture with regard to the situation 
relating to the new drug status of trifluoperazine and the recommendations of 
the Hilliard committee in this regard. 


Mr. Howe (Hamilton South): Can you identify Mr. Curran for me? 


Mr. CHAPMAN: Mr. Curran is legal counsel for the Department of National 
Health and Welfare. 


The CHAIRMAN: Thank you, Dr. Chapman. 


Ladies and gentlemen, this is the documentation that Dr. Chapman has 
brought with him. I think it is very obvious that this should become part of 
today’s record of proceedings. Is it agreed? 


Some hon. MEMBERS: Agreed. 


The CHAIRMAN: Does the Committee wish to receive this documentation one 
item at a time and go through them, or just to have general questioning. 


Mr. Howe (Hamilton South): May I make a suggestion? With this unex- 
pected amount of documentation it is going to be very difficult for the members 
of the Committee to question intelligently, at a glance, within committee. I am 
sure that a large number of the questions I have are going to be answered by 
these documents. Are we not, therefore, going to be repeating ourselves by 
asking questions the answers to which may be contained in this documenta- 
tion? Perhaps we should have time to peruse and consider these documents 
before we continue with questioning at this time? 
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Mr. Mackasey: Mr. Chairman, in support of Dr. Howe’s remarks, I would 
very much like to have an opportunity to scrutinize the documents closely. 
However, in order that we can carry on this meeting and make use of the time 
between this meeting and another later in the day, perhaps Dr. Chapman, who is 
no doubt very familiar with the documents, could tell us what questions are 
fairly well answered in the documents. That might prevent our asking questions 
that normally we might not ask. I think we could trust Dr. Chapman’s judgment 
on whether the information is best obtained from the documents or from his 
explanation. But I do agree with Dr. Howe. 


The CHAIRMAN: I think perhaps the best course at the moment would be for 
Dr. Chapman to read the statement he has, to have general questioning and 
then perhaps recess and come back after lunch, if that is possible. By that time 
Committee members— 


Mr. Howe (Hamilton South): I think that is too soon, Mr. Chairman. Could 
we not meet later than that? We have the House sitting at 2.30 this afternoon. 
Even leaving it till after that still does not give us the opportunity to do justice 
to this amount of documentation. I think it should be later on this afternoon or 
evening so that we have time to do justice to this. 

I hardly think that Dr. Chapman can be expected to know everything that 
is in this documentation, because I am sure he did not prepare it all, and that 
some of it was prepared for him. 


The CHAIRMAN: In all fairness to Dr. Chapman, I also think that Mr. 
Mackasey’s suggestion, that he would be able to say whether the answers are in 
the documents, is expecting too much of Dr. Chapman. 


Mr. CHAPMAN: I think, Mr. Chairman, that if I read the statement, or go 
through it and indicate the highlights, as you wish, this would indicate the areas 
that I try to cover, and I could, at the appropriate stage, indicate the information 
that is in the additional documents. 


Mr. MACKASEY: That is fine. 


Dr. Howe: I think this should constitute our morning meeting and that we 
should have time before we ask,— 


The CHAIRMAN: When we have finished that aspect of it we can decide 
when we will meet later. 


Mr. CHAPMAN: Dr. Harley would you like to distribute these documents that 
are now available? 


The CHAIRMAN: All right. 
Mr. Howe: Do these contain the other documents that you were speaking of. 


Mr. CHAPMAN: With the exception of the correspondence. I did not know, of 
course, whether or not the Committee would wish to have this correspondence 
tabled. I have just one set of the correspondence that I would propose to table, 
and I would be pleased to speak to that. 


Mr. Howe: Does this contain all these specific figures that you were speaking 
of, or are they in a separate appendix? 


The CHAIRMAN: I suggest that we distribute all the documents that we have 
at this point. 
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Mr. CHAPMAN: The documents will consist of my statement: the report on 
some observations on drug control in Europe, by Mr. Allmark, Dr. Levi and Mr. 
Ferrier; a summary of the data on drugs available in the Food and Drug 
Directorate; and, finally, the report on the examination of trifluoperazine tablets 
marketed in Canada. 


Mr. MackaSsey: Mr. Chairman, in view of the fact that, very properly, these 
documents are being distributed to the press—and I emphasize that they should 
be—would I be out of order if I suggested that the same courtesy be extended 
to Judge Thorson and other people who will follow these deliberations, such as 
PMAC who, I think, are represented here by Dr. Wigle? 

There is nothing secret about it. The press are getting it, as they should and 
the members have it. Am I wrong in making this suggestion? 


The CHAIRMAN: I am not sure what is the feeling of the members of the 
Committee. It is a question of the copies that are available. 


Mr. CHAPMAN: I think we have about 35 copies of each of these documents. 


Mr. Mackasey: Mr. Chairman, there are present representatives of the 
group that perhaps are unfairly labelled as generic firms—and I say “unfairly” 
because they are part of an industry—and there is also present the president of 
the PMAC. Perhaps we could limit the distribution to these two. 


The CHAIRMAN: Has anyone any objection to Mr. Mackasey’s suggestion, as 
far as the distribution will allow? 

If everyone has all the documents Dr. Chapman can go through his state- 
ment and give us the highlights without actually quoting the figures, and 
perhaps it would be possible for the Committee members to follow it. 


Mr. CHAPMAN: Thank you, Mr. Chairman. 


I propose to confine my remarks to a few essential points which I believe 
would be of interest to you and which I hope may clarify some of the concepts 
relating to the Food and Drugs Act which may have become slightly distorted 
during your hearings. 

As my Minister, the Honorable Allan J. MacEachen, pointed out in his 
opening remarks on June 7, the basic federal legislation governing the produc- 
tion and distribution of drugs in Canada is the Food and Drugs Act. The purpose 
of this legislation is to protect the Canadian consumer from hazards to health 
and fraud in the sale of foods, drugs, cosmetics and medical devices. It is based 
on the authority of the federal government to legislate on criminal matters. It is 
essentially a prohibitive Act. It does not instruct or request pharmaceutical 
manufacturers or distributors to perform certain duties or functions. It does 
require that such manufacturers and distributors ensure that the provisions of 
the Act and Regulations are not violated in the sale of their products. Further- 
more, the Act does not provide authority to regulate, in any way, the price of 
drugs. 


Now, having said that, there is no doubt the requirements of the Food and 
Drugs Act and Regulations contribute to the cost of drugs. At the same time, I 
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consider these requirements essential in order to reduce the hazards involved in 
the use of drugs to the lowest practicable level. I am sure that reputable 
manufacturers of pharmaceutical products consider it necessary to meet these 
requirements as a minimum to ensure the quality, efficacy and safety of their 
products. However, I also consider that our regulations should be reviewed at 
regular intervals to ensure that no unnecessary obstacles are being placed in the 
way of the pharmaceutical industry and at the same time to strengthen any areas 
where additional hazards have become apparent. I shall refer to a number of 
such areas later in this statement. 


Some of the most important and basic requirements of the Food and Drugs 
Act are to be found in Section 9 (1), with which I am sure you are all familiar. 
It reads: 

9. (1) No person shall label, package, treat, process, sell or advertise 
any drug in a manner that is false, misleading or deceptive or is likely to 
create an erroneous impression regarding its character, value, quantity, 
composition, merit or safety. 


You will note that there is no requirement that a drug must be “safe”. There 
is a requirement that no person shall sell a drug in a manner that is likely to 
create an erroneous impression in regard to its safety and other specified 
characteristics. The provision of positive assurance to the physician, pharmacist 
and consumer that all drugs on the market are always of high quality, safe and 
effective for the purpose recommended, would indeed be an ideal situation. But 
the number of pharmaceutical products on sale in Canada makes the attainment 
of this ideal situation completely impracticable. It is estimated that there are 
between 25,000 and 30,000 different drug preparations in a wide variety of 
dosage forms on the Canadian market, produced by approximately 500 phar- 
maceutical manufacturers. No information is available on the number of lots or 
batches of each drug produced each year by each of these firms. It is clearly 
evident, however, that it would require many times the present resources of the 
Directorate to conduct limited tests on each lot of drugs to confirm compliance 
with label claims alone. Therefore, under our present legislation which does not 
limit the number of pharmaceutical products which may be placed on the 
market, the responsibility for the quality, efficacy and safety of a drug must rest 
with the manufacturer. 


With this introduction, I would like to outline the action we have taken or 
propose to take to ensure that manufacturers are fully meeting these respon- 
sibilities: 


1. Establishment, Food and Drug Directorate 


During the past two years we have significantly improved our capacity to 
maintian an adequate surveillance of drugs on the market as well as to evaluate 
new drugs. We have also developed a plan to increase our resources over the 
next ten years. The establishment of the Directorate for 1964, 1966, and project- 
ed figures for 1970 and 1975, are shown in Table I. 
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I will not read the table. The table follows: 


TABLE I 
Establishment, Food and Drug Directorate, 1964-1975 
Year 

1964 1966 1970% 1975° 
Senior Management ........... 10 10 10 10 
Research Laboratories .. 000)... 148 182 302 430 

Bureau of Scientific Advisory 
Sepvices 24. Od Srchiatveoh % 132 76 oi: 189 
Bureate of! Operations, .. 6.4.2.6. 3D 401 736 835 
INAECOLIC) DIVISION ss ccsysusleseeiesses clea Bz 63 76 85 
Comers IDO Wet este ee 10 11 20 25 
Administrative Services ........ sgh 76 a9 Gf, 159 
i061 uy ran gee gs a 604 820 1,392 i335 


© Projected figures. 
® Division of Medicine only. 


A five and ten year plan for the operation and expansion of the Food and 
Drug Directorate to cover current responsibilities, for the period 1965 to 1975 as 
outlined in Table I, was approved in principle by the Treasury Board in August, 
1965. However, the Board requested that this expansion be extended over a 
period of twelve years. Thus, the projected expansion will be extended to 1977. 

This is the reason, of course for the error in the years that I made in my first 
draft. 

The Bureau of Scientific Advisory Services, which has as a major responsi- 
bility the review of preclinical and new drug submissions, was established in 
July, 1965. Therefore, the figure opposite this unit for 1964 includes only the 
Division of Medicine, and you will note that that are 13 positions. A building 
programme to provide the necessary facilities in Ottawa for this expansion is in 
the initial planning stage. 


2. Regulatory Actions 

During 1965, the Directorate carried out the following actions in relation to 
pharmaceutical products. I wish to emphasize that these data relate only to drugs 
and do not include our work on foods, cosmetics or medical devices. Furthermore 
the list is incomplete. 

(a) 16 prosecutions were conducted in which convictions were registered 
with fines totalling $1,865; 

(b) 77 seizures of drugs with a value of $14,822 were initiated; 

(c) 76 seizures of drugs with a value of $21,542 were disposed of; 

(d) voluntary disposal of 86 lots of drugs with a value of $238,673 was 
supervised; 

(e) 2,733 samples were examined in our laboratory for quality control 
aspects, e.g. identity, potency, weight variation and disintegration 
time; 

(f) 3,677 labels, cartons, inserts and circulars were reviewed; 
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(g) 6,873 radio and television commercials were scrutinized; 

(h) 18,820 advertisements were reviewed; 

(i) 2,853 proprietary medicines were licensed; 

(j) 72 new drug submissions, 45 major supplemental submissions and 87 
preclinical submissions were cleared; 

(k) since February, 1965 approximately 5,000 reports of suspected ad- 
verse reactions to drugs have been evaluated. 

The necessary regulatory action was taken in those instances where there 
was a violation of the requirements of the Act or Regulations. 

I should emphasize, however, that this was not necessarily prosecution 
action; but some action was taken. In many instances it required only that the 
matter be drawn to the attention of the particular manufacturer or distributor. 

I might add here that our budget for 1965-66 was approximately $5.5 
million. We consider that approximately 40 per cent of our resources are devoted 
to the control of drugs; and this works out to a per capita cost of approximately 
11 cents. In 1966-67, the budget was $6.7 million and the cost has gone up to 13 
cents per person. The Canadian public, in my opinion, are receiving a very good 
return on this investment. 


3. Drug Notification 

In line with the recommendation of this Committee in its Fifth Report, the 
Food and Drug Regu'ations were amended in May, 1966 to require the manufac- 
turers of drugs to provide the Directorate with information on all their products. 
These data include 

(a) the name and address of the manufacturer; 

(b) the name under which the drug is sold; 

(c) the use or purpose for which the drug is recommended; 

(d) a quantitative list of the medicinal ingredients contained in the drug 
by their proper names or, if they have no proper names, by their 
common names; and 

(e) the recommended dosage of the drug. 


Such information must also be provided under these same regulations within 
thirty days of the initial sale of a drug by a manufacturer. Information must also 
be provided when a manufacturer withdraws a drug from the market or changes 
its formulation or recommended dosage or use. These regulations which went 
into effect on October 1, 1966 also apply to any person who imports a drug into 
Canada. These data when fully collated should provide us with a complete 
picture of the drugs on the Canadian market at any time. 


4. Imported Drugs 
We believe that our regulations relating to imported drugs could be im- 
proved. At the present time under Section C.01.055, the Director-General “may 
require” information regarding the conditions of manufacture and certain testing 
to be carried out in Canada. We believe that it should be mandatory 
(a) to have available in Canada information and evidence that the condi- 
tions of manufacture prescribed in C.01.052 have been met and that, 
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(b) each lot or batch of drug in dosage form has been tested in Canada by 
an acceptable method to ensure identity, potency and purity for its 
recommended use, or evidence is available in Canada that the drug 
has been adequately tested in the country of origin. 


These proposals are a!so in accord with Recommendation 10 of the Report of 
the Hilliard Committee which reads as follows: 

Distributors receiving bulk, semi-finished or finished drug products 
from outside Canada must provide satisfactory evidence of testing of the 
imported drug with regard to identity, purity, and potency before mar- 
keting such drugs in Canada. 


5. Adequate Directions for Use 


At the present time, the Food and Drug Regulations require that the label of 
a drug carry ‘‘adequate directions for use.’’ However, this phrase has not been 
defined in the regulations. It is proposed to recommend that “‘adequate directions 
for use”’ be defined as follows: 
All information, including such cautions and warnings as may be neces- 
sary for the proper and recommended use of the drug and shall include: — 
(i) subject to Section 3 of the Act (this relates to schedule A diseases) 
indications for use; 
(ii) an indication of the route of administration; 
(iii) the recommended single and daily dose. 


This definition should provide more effective control over the information 
given on the labels of drugs or the package inserts. 


6. Definition of a New Drug 


This matter was considered by the Hilliard Committee which recommended 
(Recommendation 5): 


That the definition of a new drug be amended to include a drug not 
currently in new drug status if it is to be manufactured or produced by a 
method or process that is substantially different from the method or 
process currently being used in Canada; or if with prolonged use, new or 
more serious or more frequent side effects, develop. 


We consider that the first portion of this recommendation may already be 
covered under our present definition, i.e. a drug that has not been sold in Canada 
for a sufficient time and in sufficient quantity to establish its safety and effec- 
tiveness. However, it is proposed to clarify this point when the New Drug 
Regulations are amended in line with the recommendation of the Boyd Com- 
mittee. 


There was a question as to whether authority was provided in the Act to 
define as a new drug, a pharmaceutical product ‘if with prolonged use, new or 
more serious or more frequent side effects, develop.” This was referred to the 
Department of Justice who ruled that “the Governor in Council has no authority 
under the Food and Drugs Act to make a regulation to include in the definition of 
a new drug an old drug if previously unknown serious adverse reactions develop 
from its use.” Nevertheless officers of the Directorate believe that the intent of 
the Hilliard Committee in this regard can be achieved by requiring that regula- 

25520—2 


1996 DRUG COSTS AND PRICES Jan. 26,1967 


tions along the following lines be adopted—and we have this authority under 
section 24 of the Act, which states that the Governor in Council may make 
regulations relating to the condition of sale of a drug. 
(a) that no manufacturer shall sell a drug unless he has established and 
maintained records including adequately organized and indexed files 
containing full information respecting any 
(4) substitution of another substance for that drug or any mixing of 
another substance with that drug, 

(ii) error in the labelling of that drug or in the use of labels designed 
for that drug, 

(iii) bacteriological or any significant chemical or physical or other 
change or deterioration in any lot of that drug, 

(iv) failure of one or more distributed lots of that drug to meet the 
specifications established for that drug, 

(v) adverse reaction associated with the use of that drug, and 

(vi) unusual failure of that drug to produce its pharmacological ac- 
tivity. 


It is intended that the information contemplated under subparagraphs (i) to 
(iii) should be furnished immediately upon receipt by the manufacturer and 
within fifteen days for the information referred to in subparagraphs (iv) to (vi). 
These proposals are now under consideration by the Department of Justice. 

I should emphasize that point, because we are not absolutely certain that we 
have the authority to make these regulations. However, if it is found that we 
have, then we would recommend that regulations be adopted along these lines. 


7. Drug Sold by a Manufacturer for the First Time 

The Directorate also has under consideration a regulation requiring that a 
drug manufacturer who intends to market a drug for the first time in Canada 
which has previously been marketed by others and is in old drug status, must 
supply certain basic information including the manufacturing process, specifica- 
tions, methods of analysis and a quantitative list of all ingredients. At the 
present time a drug manufacturer may place a drug on the market without 
taking any such action except for the limited information required within thirty 
days under the Drug Notification Regulations. This proposal is also included in 
the draft amendments currently under review by the Department of Justice. 


In the Briefs submitted to the Committee, or during the questioning of 
witnesses, there have been numerous statements made which may have given a 
misleading impression of the authority and activities of the Directorate. It would 
not be possible for me to refer to all these points. In fact, it is probably 
unnecessary since the members of this Committee already have a very good 
background in this field and can, no doubt, assess the accuracy of these com- 
ments. 

However, a number of statements have been made which are definitely 
incorrect. I believe it would be wise to draw these to your attention: 


1. Minutes of Proceedings and Evidence, No. 5—Submission by Pharmaceutical 
Manufacturers Association of Canada, page 312, paragraph 11.9 

Crucial in this regard is the decision by the Food and Drug Direc- 

torate whether a particular product still has the status of a ‘New Drug.’ If 
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the product is still a ‘New Drug,’ then the licensee must meet the exten- 
sive scientific requirements of a new Drug Submission; if it is not, then 
the controls which the FDD can exercise are very limited. Because of this 
technical difference, a very potent drug, one which the originating manu- 
facturer is still subjecting to clinical tests because of significant side 
effects, would be treated as a comparatively innocuous substance. 


It is not correct to say that if a product is not considered to be a new drug 
“then the controls which the FDD can exercise are very limited” and that it 
“would be treated as a comparatively innocuous substance.” In fact, the full 
force of the Food and Drugs Act and Regulations, other than those regulations 
pertaining specifically to new drugs, would apply including authority to place 
the drug on Schedule H which would completely prohibit its sale. 

If less drastic action were required, and in most instances this would be the 
case, such action as placing the drug on Schedule G (controlled drugs) or 
Schedule F (prescription drugs) could be taken. Furthermore, all requirements 
of the Act and Regulations including those pertaining to manufacturing facilities 
and controls, labelling including any required warning statements, packaging 
and advertising, would be applicable. 


2. Minutes of Proceedings and Evidence, No. 12—Statement by Dr. H. L. Smith, 
Vice-President, Ayerst, McKenna and Harrison Limited, pages 855 and 856 
The point, I think, which, perhaps, a lot of people do not realize is 
that you can have a drug on the market today, say, in England, which is 
being freely marketed and used by the medical profession, which is not 
still on the market in Canada because we have to repeat just about all the 
pharmacology, all the toxicology, all the clinical investigations and gen- 
erally a lot more before we can market that here. Therefore, even though 
it is on the market in England today, it may be three to four years before 
we get it on the market in Canada; and we bear all of these costs. 


This statement is not correct. Reports of clincial and toxicological studies 
conducted outside Canada have always been accepted in new drug submissions. 
The extent and the quality of the work, rather than its country of origin, form 
the basis for judging its acceptance. 

It is true that a statement indicating that a drug is on the market in another 
country is not accepted as evidence of compliance with the regulations governing 
new drugs in Canada nor should it be—and I would like to emphasize that. It is 
also true that we encourage manufacturers to carry out some of their investiga- 
tional work in Canada, but they are not required to do so by any regulation 
under the Food and Drugs Act. 


3. Minutes of Proceedings and Evidence, No. 17—Brief Submitted by the Con- 
sumers Association of Canada, page 1173 
Twenty-three brands of phenylbutazone tablets were tested for po- 
tency, content uniformity, disintegration and dissolution characteristics. 
Five, or 21.7 per cent, failed to meet existing specification. Three others 
were classified by the researcher as unsatisfactory. One was faulty enough 
(the product delivered little phenylbutazone to the blood) to constitute an 
absolute hazard to health. 
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This statement was based on the results of a survey carried out under the 
supervision of Dr. M. Pernarowski, Associate Professor, Faculty of Pharmacy, 
University of British Columbia. Dr. Pernarowski was formerly head of the 
Pharmaceutical Chemistry Division of the Directorate. He is a well-qualified and 
highly competent pharmaceutical chemist. Since the report of this study has not 
as yet been published, I discussed this matter with Dr. Pernarowski to determine 
the background for his statement. 

He provided me with the following information: 

(i) two products assayed less than 95 per cent potency, 

(ji) one product did not meet the disintegration time of 60 minutes, 

(iii) two products did not meet the content uniformity requirements of the 
National Formulary, 

(iv) five products did not, in Dr. Pernarowski’s opinion, meet a dissolution 
test, and 

(v) three products did not, in his opinion, meet requirements for adequate 
availability. 


Dr. Pernarowski stated that he was looking at these products from the point 
of view of a control chemist in a reputable pharmaceutical firm and it was from 
this point of view that he considered them unsatisfactory. Since he is thoroughly 
familiar with the Food and Drug Regulations he agreed that we would probably 
only be in a position to take regulatory action against three of the products, i.e. 
the two that were low in potency and the one which did not meet the require- 
ments for disintegration. 


I, therefore, asked our Bureau of Operations to obtain samples from these 
three companies and Dr. Pernarowski gave me their names, to be examined in 
our Pharmaceutical Chemistry Division, Research Laboratories. The report 
which I received stated that the two products which were low in potency had not 
been on the market for more than a year. A sample from current production of 
the product which failed the disintegration test in Dr. Pernarowski’s study, 
—incidentally, the lot, from current production was not from the same lot 
which Dr. Pernarowski examined,—was found to meet specifications for potency 
(102.3 per cent) and disintegration time averaged 38 minutes. Our requirement 
is 60 minutes. 

In summary, I can only say that we were unable to confirm Dr. Pernarow- 
ski’s results and, therefore, cannot agree with his conclusions. 


4, Minutes of Proceedings and Evidence, No. 18—Brief Submitted by Dr. Alan S. 
Davidson, pages 1263 and 1264, paragraphs 4.9 and 5.0 


I do not think I need to read these two statements. 
(The above mentioned statements follow) 


4. Minutes of Proceedings and Evidence, No. 18—Brief Submitted by Dr. Alan 
S. Davidson, pages 1263 and 1264, paragraphs 4.9 and 5.0 


(a) Monase, para. 4.9, page 1263 
Dr. Davidson states that ‘““Monase was marketed by Upjohn of Canada as a 
new treatment for psychosomatic disorders—with no substantiating evidence 


other than four uncontrolled clinical reports ... and a host of unpublished 
testimonials.” Furthermore, he indicated that the drug’s chemical class was 
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misrepresented, the advertising contained ‘a misleading and spurious bibliogra- 
phy and it was marketed before adequate efficacy and safety testing had been 
carried out. 

Dr. Davidson, of course, did not have access to the New Drug Submission on 
Monase submitted by the Upjohn Company of Canada and, therefore, is in no 
position to make statements regarding the basis on which a Notice of Compliance 
was issued. The facts are as follows: 

The New Drug Submission on Monase indicated that a total of 1,037 patients 
were treated with this drug of whom 1704 were suffering from psychiatric 
disorders. Of these, 428 were given the dose clinically recommended and 276 
were given higher doses. The submission indicated that 604 psychiatric cases 
benefitted from Monase. A total of 65 qualified clinical investigators were in- 
volved in the studies on this drug. 

A Notice of Compliance for Monase was issued on December 16, 1960. The 
first advertisement that we were able to locate in the Canadian Medical As- 
sociation Journal appeared in the issue of September 2, 1961. We were unable to 
find any evidence that the drug’s chemical class was misrepresented. We were 
not able to substantiate Dr. Davidson’s statement that the advertising contained 
a misleading and spurious bibliography. 

Monase was withdrawn from the market by the Upjohn Company on March 
15, 1962. In a letter to the professions, Dr. E. L. Masson, Medical Director, 
stated that: 

In spite of extensive pre-marketing animal and clinical studies which 
indicated a wide margin of safety, an occasional patient ‘thas developed 
agranulocytosis in association with the administration of Monase. Because 
of this unforeseen and non-predictable occurrence, The Upjohn Company 
is withdrawing Monase from the market. 

It has not been possible to establish definitely that Monase was the 
causative agent, as other drugs were administered concurrently. These 
latter drugs included those which are known to cause blood dyscrasias. 
Nevertheless, in view of the doubt cast on the safety of Monase, we have 
chosen to take this action. 


The Food and Drug Directorate was kept fully informed of these develop- 
ments by the Upjohn Company and was in agreement with the withdrawal. 
(b) Parnate and Parstelin, para. 5, page 1263 


Dr. Davidson states that ‘“Parnate (SKF) was not only marketed (in 1961) 
as a unique antidepressant, but also as a combination drug (Parstelin) before 
efficacy and safety were clearly established....”’ Again, Dr. Davidson is in no 
position to make such a statement since he did not have access to the New Drug 
Submission on these drugs. The pharmacological and toxicological data contained 
in the Parnate New Drug Submission and in the Parstelin Submission were 
reviewed in the Food and Drug Directorate and were considered to be adequate. 
The clinical report submitted in the Parnate Submission provided data on over 
1,200 patients treated by 70 investigators. The Parstelin New Drug Submission 
included reports on 2,246 patients treated by 90 clinicians. In addition, 24 
psychiatrists submitted their preliminary results on 360 patients. A Notice of 
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Compliance was issued by the Food and Drug Directorate for Parstelin tablets on 
May 5, 1960 and for Parnate tablets on May 6, 1960. 

Parnate contains the mono-amine oxidase inhibitor, tranylcypromine, while 
Parstelin consisted of a combination of tranyleypromine and trifluoperazine. 


Early in 1964, adverse reactions from drugs containing mono-amine oxidase 
inhibitors, were considered sufficiently serious that a Special Committee was 
appointed by the Minister of National Health and Welfare to advise the Direc- 
torate on the distribution of mono-amine oxidase inhibitor drugs in Canada. 
Dr. K. J. R. Wightman, acted as Chairman of this Committee. The Committee’s 
report included the following recommendation: 


A mono-amine oxidase inhibitor should not be marketed in formula- 
tions containing other drugs. This is reeommended to obviate their use in 
trivial disorders, to avoid obscuring their value in various situations, and 
to prevent the introduction of complicating factors or unexpected reac- 
tions. Physicians wishing to combine them with other drugs will still be 
free to do so by prescribing them separately in dosage combinations which 
may be more appropriate to the individual patient and which can be 
given in various time relationships with them. 

On July 24, 1964, a letter was forwarded by the Directorate to all 
physicians in Canada attaching a copy of the report of the Special Com- 
mittee and indicating that the Committee had recommended that the 
Notice of Compliance for Parstelin be withdrawn. The letter stated that 
Smith Kline & French had already notified the Directorate that they 
would discontinue the distribution of Parstelin as of that date. I consider 
that both the company, Smith Kline & French, and the Department, acted 
in a responsible manner in this situation and proceeded immediately to 
implement the recommendations of the Special Committee. 

The important point is that Dr. Davidson did not have access to the new 
drug submissions. He did not have access to additional information that the 
companies have made available to us and, therefore, he was in no position to 
make the statements which he did. 

I think, Mr. Chairman, that that is all I wish to say at this time in regard 
to this statement. 


The CHAIRMAN: What I think we might do if it is satisfactory to you is to 
open the meeting for general questioning. If there is something in the general 
questioning that relates to these documents, perhaps you could just say “well, 
that is in the document” and we will discuss that later. 


Mr. CHAPMAN: Very good. 


Mrs. RipEouT: Dr. Chapman, I would like to compliment you and your staff 
on this excellent brief. I am sorry I did not have an opportunity to look at it 
before, but my questioning really is limited to the proceedings of this Committee 
and copies of minutes I read before I became a member of this Committee. I 
would be very interested to know if you could tell the Committee how far you 
have progressed with your plans for the registration of Canadian drug manufac- 
turers and their distributors, if this information is available. 


Mr. CHAPMAN: The drug notification regulations by drug manufacturers 
were promulgated on May 25, 1966. They became effective on October 1, 1966. 
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Mr. Mackasey: On a point of order, Dr. Chapman, maybe I am presuming 
your answer which is unfair. I think Mrs. Rideout’s question pertained to 
registration rather than drug notification. There is a difference, is there not? 


Mr. CuapMan: Yes, there is a difference. The recommendation of the Fifth 
Report of this Committee recommended registration. 

Mr. MacKAsEy: That is right. 

Mr. Cuapman: I am not a lawyer but this question has been raised on a 
number of occasions and, therefore, I can at least give my opinion to the 
members of this Committee. 

The authority of the Food and Drugs Act rests, of course, on section 91 of 
the B.N.A Act which relates to criminal law legislation and which is a federal 
responsibility. The criminal law basis for the Food and Drugs Act is its purpose 
in protecting the public from injury to health or from fraud in the manufacture 
and sale of foods, drugs, cosmetics and devices, and regulations under the act 
must, therefore, be related directly or indirectly to either of these objectives. 


There is a second possible basis on which the Food and Drugs Act could rest 
as a federal statute and this would be the heading in section 91 of the British 
North America Act “regulation of trade and commerce”. It is under this heading 
that a number of the agricultural statutes rest and these statutes apply only in 
respect of goods which are subject to the act when moving in interprovincial or 
international trade. 

Prior registration as a condition of sale or licensing of a pharmaceutical 
manufacturer it is considered by our legal counsel, might relate to. regulation of 
trade and commerce, and therefore, if we carried out a registration or licensing 
we might then lose authority over the control of the product sold within a 
province. 


Mrs. RipEouT: Would you say that drug notification could be covered? 
Mr. Cuapman: Yes. This was discussed, of course, at considerable length 


with the Department of Justice and the recommendation was that we should 
require drug notification— 

Mrs. Riweout: And have you? 

Mr. CHAPMAN: Yes. This is the legislation to which I refer. Drug notification, 
not as a condition of sale, but to provide certain information which would relate 
to our authority to protect the public from injury to health or from fraud in the 
manufacture and sale of drugs. 

Mrs. RipEouT: Have you had any difficulty in getting this information? 


Mr. CuHapman: No. I think it is fair to say that the response has been very 
good. I might just explain a little further. I have already indicated that as of 
October 1, 1966, every drug manufacturer should have notified us of all drugs 
which he has on the market and within 30 days any old drug which he proposes 
to put on the market for the first time. He must also notify us when he 
withdraws the drug from the market or changes the formulation of the drug or 
its recommended dosage or use. As of January 18, this year, we had 17,249 
forms submitted from 427 firms. 


Mrs. R1pEOuT: This represents a substantial number of firms, then? 
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Mr. CHAPMAN: Yes. We consider that there are approximately 500 firms. The 
latest tabulation that we have is 516 drug manufacturers, distributors or agen- 
cies. The information that we do not have is with regard to the number of 
pharmacists, for example, who might be putting up a product and selling it 
under their own name, but the volume of this type of product would be very 
small indeed. We consider that the 427 firms that have submitted certainly cover 
the vast majority of the drugs on the Canadian market. 


Mr. Macxasey: A supplementary question, Dr. Chapman; this, of course, 
includes firms, in other words, who manufacture drugs outside of what we call 
the prescription field, but do come under you? 


Mr. CHAPMAN: It does not cover manufactures of drugs that are registered 
under the Proprietary or Patent Medicine Act but many of those firms also sell 
drugs that are not so registered, and, therefore, they would have to notify us of 
the sale of these products that were not registered under the P. or P.M. Act. 


Mrs. RipEOouT: Dr. Chapman, just one brief question. If you are not able to 
get drug notification of all the firms, and I realize it is practically impossible, will 
this system work effectively? 


Mr. CHAPMAN: I would not wish to agree with that statement. We are going 
to get notification of all drug manufacturers and of all products. 


Mrs. RIDEOUT: You are going to get them all but you still have some who 
have not complied. Why would they not have complied if this is not unreasona- 
ble? Is it because they procrastinate? 


Mr. CHAPMAN: I think that only the firms themselves can answer that; but 
we propose at this stage, in fact, we have proceeded to issue to each regional 
office a list of the firms located within its regional boundaries which have 
submitted drug notification forms, and a delinquent firm will be contacted and 
the necessary action will be taken to insist that these firms provide us with the 
necessary information. I think we will get them all. 


Mrs. RIDEOUT: Good, I hope you do. Thank you, Dr. Chapman. 


Mr. Hower (Hamilton South): Mr. Chairman, I am trying to get some 
information here from some of the questions because some of them, from what I 
have read here so far, have been answered in your documents. However, my 
questions of interest are actually contained in a comparison of S.K.F.’s Stelazine 
and Maney’s Triflurin. I see by your documents that you have checked these 
extensively, which is part of what I was interested in. One of my questions is: 
Did you find as wide a variation in S.K.F.’s products or wider than you did in 
Maney’s? I see by one of the documents here that actually the variation was 
wider on S.K.F.’s than it was on Paul Maney’s drugs. This is Table 5. It shows the 
standard deviation of the individual tablets of Paul Maney’s range from 1.14—I 
presume that is per cent—to 1.62; whereas Smith, Kline and French’s ranged as 
high as 3.91. That answers that question fairly well. I want to ask you some 
questions in regard to this, if I may. One is—considering that the standard 
increase in dosage of trifluoperazine is about 100 per cent, would you say that the 
individual tablet deviations are hazardous or dangerous as found in Maney’s 
product triflurin? In other words, 100 per cent is borne out in the fact that 
Smith, Kline and French state that the usual starting dosage is 1 or 2 milligrams, 
a lor a 2 milligram tablet, b.i.d., that means, twice a day. Allowing 100 per cent 
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variation in the starting dose, would you say that Maney’s product is in any 
way dangerous in its variation from what they claim the potency to be? 


Mr. CHAPMAN: Certainly not. 


Mr. Howe (Hamilton South): If a manufacturer produces trifluoperazine 
tablets and has individual tablet variations to the extent that you have found in 
stelazine and triflurin, would you say that there is a dangerous or hazardous 
drug on the market, keeping those figures in mind? Neither of them is danger- 
ous. In other words, Paul Maney’s product, as labelled, is not dangerous or you 
would not have passed it. Is that not correct? 


Mr. CHAPMAN: That is correct. We consider that the variation in the Paul 
Maney, Mowatt and Moore, and Smith, Kline and French products would be 
entirely satisfactory. There was one lot of Jules R. Gilbert where we felt that the 
variation was too wide. 


Mr. Howe (Hamilton South): That was 11.22? 
Mr. CHAPMAN: Yes. This is not actually a violation of any specification. 


However, it does indicate poor manufacturing procedures, and we have already 
drawn this matter to the attention of Mr. Gilbert. 


Mr. Howe (Hamilton South): Then, by using your own words, you would 
say that the manufacturing procedure of Paul Maney was actually superior to 
that of Smith, Kline and French. You say that the high figure indicated a poor 
method of manufacture. Therefore, in reverse, the low figure could indicate a 
better method of manufacture. 

Mr. CHAPMAN: I would not state it in quite that way. I would say that these 
figures indicate that the manufacturing procedures of Paul Maney, Mowatt and 
Moore and Smith, Kline and French were all adequate. 


Mr. HoweE (Hamilton South): But you will admit that Paul Maney’s figures 
are a little bit lower in the table that you submitted, and therefore are a little bit 
better? 


Mr. CHAPMAN: There is less variation in their product; that is correct. 

Mr. MAcKASEY: May I ask a supplementary question, Dr. Howe? I think you 
are making a very good point, if there is variation. Would your point not have 
more effect if, instead of using Paul Maney and Smith and Kline and French, 
since we have mentioned names, you used the extremes? The extremes run from 
Paul Maney to Jules Gilbert, and not Paul Maney to Smith, Kline and French. 


Mr. HoweE (Hamilton South): I realize that, Mr. Mackasey, but I am trying 
to bring out a point here as far as SKF and Maney are concerned because of 
certain statements that were made by SKF with regard to Paul Maney’s product. 


Mr. MAcxKAaseEy: In other words, you are clarifying this personal feud be- 
tween them on this particular product. 


Mr. Howe (Hamilton South): Well, I am asking questions about it in the 
hope that it will lead to clarification. On this claim that Maney’s tablets have 16 
per cent less potency on the average, is there a 16 per cent difference in potency 
in the label claims of Maney’s triflurin against the label claims of Smith, Kline 
and French? 
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Mr. CHAPMAN: There has been a great deal of confusion engendered with 
regard to the labelling of these products. It stems largely from the fact that 
Smith, Kline and French were putting up this product and labelling the strength 
in terms of the base. Then the British pharmacopceia issued a monograph which 
was based on the dihydrochloride. I would like to ask Dr. Levi, if he would, to 
expand on this question. Would you care to repeat your question, Dr. Howe? 


Mr. HowE (Hamilton South): On this claim that Maney’s tablets have 16 
per cent less potency on the average, is there a 16 per cent difference in potency 
in the label claims of Maney’s trifiurin as against the label claims of Smith, 
Kline and French? 


Dr. Levi: I might just say at the outset that at the present time this would 
refer to current production lots. There is no difference between products put up 
by the four different manufacturers, that is to say, Triflurin, Clinazine, Stelazine 
and Triperazine. All of these products that are at present on the Canadian 
market are formulated in terms of the base. Label claims, if this is the question, 
are perhaps not as concisely conveyed as one would desire. All the products are 
labelled as trifluoperazine B.P. Now, the B.P. requires that trifluoperazine tablets 
contain trifluoperazine hydrochloride. Therefore, if you read the label 
“trifluoperazine B.P.” you would expect that this product should contain 
trifluoperazine hydrochloride, and the figure that you notice on the label would 
indicate that this is the amount of the hydrochloride that is present in the tablet. 
The label that is placed on these products for Stelazine and Clinazine are, 
perhaps, not clear on this point. 


Mr. Howe (Hamilton South): My next question actually is right on that 
line. Was it evident to your department how much trifluoperazine was in 
Maney’s product, both in terms of the base and in terms of the hydrochloride, 
looking at the label? 

Mr. LEvI: Yes. You have the data for each of these companies listed in Table 
1 for Stelazine, Table 2 for Clinazine, Table 3 for Triflurin and in Table 4 for 
Triperazine. 

Mr. Howe (Hamilton South): Did you realize that I asked you whether this 
was evident, looking at the label, in Maney’s product? 


Mr. Levi: In Maney’s product there is a clear statement of the presence of 
the base, and the equivalent amount of hydrochloride. 


Mr. HoweE (Hamilton South): So you could easily compare the labels of both 
SKF and Maney to find the relative potency for the product? 


Mr. Levi: Our analysis would indicate the potency of the product without 
looking at the label claims. 


Mr. Howe (Hamilton South): Yes; but I am asking you about the labels 
specifically. 


Mr. LeEvi: Just merely looking at the labels? 
Mr. Howe (Hamilton South): Yes. 


Mr. Levi: As I said before, SKF and Mowatt and Moore’s labels could lead to 
misinterpretation, in that they state “trifluoperazine B.P. tablets”, but express 
the figure that is noted on the label in terms of the base. 
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Mr. Howe (Hamilton South): So that Maney’s label was actually more 
clearly stated? 


Mr. Levi: I would agree with that. 


Mr. HoweE (Hamilton South): Would you say that anyone specializing in 
trifluoperazine could as easily interpret one label, as the other? 
Mr. Levi: As I said, I would think that both the label claims for Triperazine 


by Gilbert and for Triflurin by Paul Maney are clearer than the ones for 
Clinazine and Stelazine. 


Mr. Howe (Hamilton South): You are accepting this question blindly 
without having had an opportunity to look this up. 


Mr. Levi: I can read these labels for you if you like. I have them here. 


Mr. HoweE (Hamilton South): I was going to get labels; that would be a good 
idea. If you do not mind, I have some so I would have them for a later meeting 
this afternoon. 


The CHAIRMAN: These two labels are part of the record of the Committee. 


Mr. Howe (Hamilton South): I was absent during Smith, Kline and 
French’s presentation. This is not necessary, Mr. Chairman. 


The CHAIRMAN: It was not during the SKF presentation. It was the Maney 
presentation that produced the labelling, and it is part of the record. 


Mr. Howe (Hamilton South): My point here is that I was trying to bring 
forth that Paul Maney’s label actually is clearer and more precise as to what the 
tablets contain than is the label for the product of Smith, Kline and French as far 
as your department is concerned? 


Mr. Levi: I agree with that statement. 


Mr. Howe (Hamilton South): While anyone specializing in trifluoperazine 
could easily interpret both these labels, it appears that the experts at SKF could 
not do so, but your department was able to do so, as you have just stated. If not, 
this Committee has been supplied with false information deliberately 
by SKF, knowing full well the truth and that the press releases of the informa- 
tion which, incidentally, include the trade papers and magazine as well, was 
privileged. In other words, they released information to this committee that was 
not just quite true as far as the labelling of their products is concerned? 


Mr. CHAPMAN: Mr. Chairman, if I might just comment here, as a matter of 
fact, Smith, Kline and French have indicated to us that they propose to change 
their labels in a manner that would possibly make them clearer. I understand 
that they propose to remove the B.P. designation from the label, but the Direc- 
torate has been in discussion with the firm in regard to this matter. 


Mr. Howe (Hamilton South): Mr. Chairman, I am going to leave that. 
There is just one more question that I would like to ask and this is with regard 
to chlopromazine at the Essendale Mental Hospital. Did you receive a complaint 
from this hospital concerning clinical ineffectiveness of chlopromazine? 


The CHAIRMAN: I think this has already been referred to in the record of our 
proceedings, some time ago. 
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Mr. Mackasey: I forget which one came up with that particular problem. 


Mr. Howe (Hamilton South): May I ask this department, did you receive 
this complaint? 


Mr. CHAPMAN: I do not believe that we have received any official complaint, 
certainly not directly to Ottawa. There may have been contact with our regional 
office in Vancouver. We were aware that there has been a complaint from the 
Essendale Hospital. 


Mr. Howe (Hamilton South): Would it be possible to find out about this and 
what the department did, and what the hospital received as a report from your 
department, and so forth? Apparently there was a letter, too, that was sent from 
the department to Essendale, and it is the essence of this in which I am 
interested. 


Mr. CHAPMAN: I should be pleased to do that, Mr. Chairman. 

Mr. HowE (Hamilton South): Thank you. That concludes my questioning. 
Mr. Mackasey: Dr. Chapman, you are a medical doctor, I presume? 

Mr. CHAPMAN: No, I am not, sir. I am a chemist. 


Mr. Mackasey: I see; that is even better. I am only a layman and I am at a 
disadvantage in discussing trifluoperazine—in fact, I have a hard time even to 
pronounce it, certainly with the efficiency that Dr. Howe can, and I must 
apologize. But I ask this sincerely for information, based on Table 5 and the 
points that Dr. Howe made. I do not want Dr. Chapman, to appear as an 
apologist for any firm at this particular Committee, which is the reason I take a 
dim view of comparing two firms—Paul Maney and Smith, Kline and 
French—when Smith, Kline and French is certainly not the extreme on this 
table. 

What I am more interested in is the more important problem; in other 
words, the best product. What are the standard deviations permitted by the 
British pharmacopeia? 


Mr. CHAPMAN: I understand that there is no variation actually laid down for 
variations in trifluoperazine tablets, B.P., but I would like to ask Dr. Levi to 
speak to this point. He can give you the variations that have been established for 
certain other products. 


Mr. Levi: As we stated before, the active ingredient of trifluoperazine 
tablets should be trifluoperazine hydrochloride, and the B.P. merely requires 
that in accordance with the assay that is part of their monograph on trifluopera- 
zine tablets the content of trifluoperazine hydrochloride should lie between 92.5 
to 107.5 per cent. 


Mr. MackaseEy: May I speak directly to Dr. Levi? In other words, between 
92 and 107.5 per cent which is 8 per cent one way and 7 per cent the other, there 
is a wide range of 15 per cent. Do you feel that any product falling within this 
range meets the requirements of safety, potency and efficacy and, in other words, 
is not being misrepresented to the public or to the doctor prescribing it? 


Mr. Levi: All this test really tells you is that the potency in terms of the 
presence of the active ingredient lies between this limit. This is itself would not 
reflect on the safety or efficacy or potency of the product. 
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Mr. MackaseEy: These limits, Dr. Levi, must have been set up for a purpose; 
what was the purpose then in establishing these limits, the plus and minus 
variants? What was the basic purpose? 


Mr. Levi: The basic purpose is to ensure that the patient gets the proper 
dose of the material. 


Mr. Mackasey: Now, looking at table 5, and again as a layman analysing 
the results of Maney, Mowatt and Moore, Smith Kline and French and Jules 
Gilbert, which cover sixteen samplings— 


Mr. LEvI: Yes. 


Mr. Mackasry: —am I right in presuming that with the exception of one 
particular batch, that of Jules Gilbert, all the other batches fit within the 
definition you just gave, namely, that they present no hazard to the public; that 
they do contain the degree of potency which you think desirable? 


Mr. Levi: I agree with you, this is a very important point. I do not think it 
is fair to really draw any valid conclusions from the figures shown for Paul 
Maney, Smith Kline and French and Mowatt and Moore. They are all satisfac- 
tory with regard to pharmaceutical workmanship. 


Mr. MacKaseEy: And even for Mr. Gilbert, with one exception. 


Mr. Levi: Even for Mr. Gilbert with one exception. In other words, these 
tests, on which the content uniformity is based, imply that you utilize 20 tablets 
selected at random from a given lot and there may, certainly, be variations in the 
individual tablets making up this lot. So these are composite assays and you may 
have variations even wider than the 7 per cent permitted for individual tablets, 
but the same may average out at the end you see. 


Mr. Mackasey: Over the dosage that the patient usually gets? 


Mr. Levi: That is correct but individual variations are very important in 
that you can get an idea of the homogeneity of the batch, the thoroughness with 
which it has been prepared and mixed and the uniformity with which the tablets 
are being punched from the tablet machine. 


Mr. MacKkASEy: I see. Excuse me, but even in the case of Mr. Gilbert in the 
three batches he would not be too badly off from the standard you require. If you 
take his 11.22 deviation, all the others fit pretty well within the range. 


Mr. Levi: It could very well be within the range and if you compare these 
data, the standard deviations are all coming from the individual experimental 
data that are shown in this brief. Even here in this sample that had 11.22 per 
cent standard deviation, the B.P. assay is met. 


Mr. Mackasey: Just in conclusion on this point, Dr. Levi, of the 16 tests 
there is only one that falls outside the deviation. In other words, if we happened 
to be lucky or unlucky enough to have required any one of these products from 
these batches, we were fully protected by the Food and Drug Directorate? 
These products meet the standards you expect from firms? 


Mr. Levi: They do meet the standards but some do meet the standards 
better than others. 


Mr. MAcKASEY: Perfection would be no deviation? 
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Mr. Levi: Right. 


Mr. MAcKASEy: Yes, but of course we are all striving for perfection, are we 
not? Thank you, Dr. Levi. 


Mr. Howe (Wellington-Huron): I have a supplementary in connection with 
the consumers’ submission; you take objection to Dr. Pernarowski’s statement. I 
was just wondering, in this same connection, talking about batches, if the tests 
which your department made were on the same batch that Dr. Pernarowski’s 
were made on? 


Mr. CHAPMAN: No, they were not. 


Mr. Howe (Wellington-Huron): Well then, there would be some variation 
in batches? 


Mr. CHAPMAN: Oh, very definitely. I think, really, this is the reason for the 
discrepancy between the results which we obtained and those which Dr. Per- 
narowski obtained. I discussed this matter with him and he said that, of course, 
he now had to get the tablets wherever he could. He was no longer a member of 
the Food and Drug Directorate and, therefore, could not go to a firm and request 
an official sample. Therefore, he collected the tablets that were analysed, over a 
period of time and from whatever source he could obtain them. I am sure that 
this is the reason for the variation in the results between those which we 
obtained and those which Dr. Pernarowski obtained. 


Mr, HowE (Wellington-Huron): His conclusions were not so bad after all, 
were they? You object to his conclusions, apparently. You said you cannot agree 
with them, but on the same basis of different batches and different examinations 
and different components that may be found in different batches he was proba- 
bly right in his conclusion in the first instance? 


Mr. CHAPMAN: There are two points here. I do not know whether it is fair to 
take a tablet off a drug-store shelf when you do not know how long it has been 
sitting there and then analyse that tablet, find that it does not disintegrate 
properly and then blame the manufacturer for this situation. Now, certainly, the 
better firms keep checking up on their products and make sure they are not on 
the shelves for too long. 


Mr. Howe (Wellington-Huron): Of course, this occurs in the food business, 
too. A lot of firms like Canada Packers, for instance, put a date on their prod- 
ucts; something to indicate the date they were produced. Is this not true of 
all drugs? 


Mr. CHAPMAN: No; this is not true. There is not an expiry date required on 
all drugs. 

Mr. Howe (Wellington-Huron): You made the statement that this drug 
might have been on the shelf and its ingredients or components or qualifications 
changed owing to age. Now, should there not be some regulation to indicate the 
date on which every drug of this type was produced. 


Mr. CHAPMAN: Would any of my colleagues care to comment on that? This 
is a matter that we have considered from time to time. We do require an expiry 
date on certain products where this would appear to be necessary and essential, 
but not on all drugs. 
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Mr. Howe (Wellington-Huron): But, Dr. Chapman, you just indicated that 
this drug that Dr. Pernarowski might have taken from the shelf might have 
deteriorated because of age? 


Mr. CHAPMAN: Yes. 


Mr. Howe (Wellington-Huron): Would this not be a hazard to the health of 
people using drugs? Could it not become so and should there not be some 
regulation indicating that there should be a date put on all these products? 


Mr. CHAPMAN: Dr. Levi would you care to comment? 


Mr. Levi: I would agree that this would be a desirable situation. However, 
I would also emphasize that we do ask for stability data from manufacturers 
for all new drugs. We would not approve or clear any new drug submission 
without having adequate data presented to us testifying to the stability of 
the material in storage. Still I think the danger of decomposition does exist 
because we have no control over the manner in which a drugstore stores its 
products. They may be stored in the sunshine out in the window display or 
maybe handled in any other way. Tablets may be removed. They may not be 
closing their bottles completely and oxidation may take place. There are 
many factors involved in this question of stability. 


Mr. Howe (Hamilton South): Excuse my interruption, but there would not 
be many prescription item drugs put out in a window display, would there? 


Mr. Levi: Not prescription drugs, but all types of manufactured specialties 
and products. 


Mr. Howe (Wellington-Huron): Excuse me, Mr. Mackasey, this is on your 
time. 


Mr. MacKAseEy: I do not mind; it is on your time, so go right ahead. 


Mr. Howe (Wellington-Huron): I do not care about time as you do; it does 
not bother me. Mr. Chairman, in connection with this point, why cannot regula- 
tions be made to control this? You have inspectors going into stores; they take 
spot checks of all this type of drug and see how long it has been there. If it is 
not marketed, how do they know? 


Mr. CHAPMAN: The problem is that, first of all, before we could require that 
an expiry date be placed on all drugs we would have to indicate there was a 
hazard to health if such a procedure were not followed. I do not think we have at 
the present time sufficient evidence for this. We do require expiry dates in those 
cases where we do consider there is a hazard to health. But to require this across 
the board, I think, would be very difficult to justify. 

Now, in addition, this would require a tremendous amount of work, not only 
on our part but also on the part of the company, of course, to determine what 
should be the appropriate expiry date and it would require checking on our part 
to determine whether or not this was an appropriate expiry date. I would feel 
that there are other areas where we might better devote our time to protecting 
the consumer from the hazards to health from drugs. 


Mr. Howe (Wellington-Huron): Let us go back to this quotation in the 
Consumers Association of Canada brief; Dr. Pernarowski found that the others 
were classified, with research, as unsatisfactory; one was faulty enough te 
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constitute an absolute hazard to health. Did he have no right to make these 
statements? You say that he may have got his sample from an area different 
from where you got your samples. He says they constitute an absolute hazard to 
health. 


Mr. CHAPMAN: I can only say that the Committee should ask Dr. Per- 
narowski what he meant by that statement. I asked him and I did not get a 
satisfactory answer. As you know, phenylbutazone is used for arthritis and 
gout. 


Mr. Howe (Wellington-Huron): Thank you, Mr. Chairman. 
The CHAIRMAN: Have you finished, Mr. Mackasey? 
Mr. Mackasey: No, I have only started. 


Mr. ISABELLE: Mr. Chairman, I have just one question on this Pernarowski 
affair. This puzzles me a little bit. Who sponsored Dr. Pernarowski’s investiga- 
tion into 23 brands of phenylbutazone? 


Mr. CHAPMAN: I beg your pardon, sir? 


Mr. ISABELLE: Who sponsored him? Who asked him to make an investigation 
into these 23 brands? If the investigation dealt only with two or three brands, 
well, I would think it would be companies who asked him to these investigations. 
Is it part of his job, or what? 


Mr. CHAPMAN: Yes; I would say this would certainly be a part of the job of 
a member of a pharmaceutical faculty, to carry out such an investigation. It 
would be perfectly justified. 


Mr. BRAND: As a point of explanation, was it not done as a doctorate study 
by Mr. Searl? Was Dr. Pernarowski head of the department? It was both Searl 
and Pernarowski, was it not, as part of the fulfilment of the requirement for a 
doctorate degree? 

Mr. CHAPMAN: It was not a doctorate degree. 

Mr. BRAND: Well, some degree anyway. 


Mr. CHAPMAN: It was abstracted from a thesis submitted by R. O. Sear] to 
the Faculty of Pharmacy, University of British Columbia, Vancouver, B.C. in 
partial fulfilment of the Master of Science in Pharmacy Degree requirements. 

Mr. MAcKASEyY: This is my last point on labelling. Dr. Levi, obviously at the 


present moment in Canada, Smith Kline & French, Mowatt & Moore label their 
particular product based on the salt. Am I wrong? 


Mr. LEvI: It is based on the base. 


Mr. MAcKASEY: On the base rather, and there is a slightly different label in 
the case of Paul Maney. The Food and Drug Directorate so far have permitted 
both labels to appear. 

Mr. Levi: Yes. 

Mr. Mackasrey: Why do you not make the label uniform. It seems to me it 


would be simple enough to ask the various firms to conform to one uniform label 
which would avoid this confusion. Which label went on the market first? 


Mr. Levi: In sequence it would be Stelazine, Clinazine, Triflurine and 
Triperazine. 
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Mr. MACKASEY: Did they all come on the market at the same time? 
Mr. LEvI: This is the chronological sequence. 


Mr. MackasEy: How long was Stelazine on the market, labelled as it is, 
exclusively? ; 


Mr. CHAPMAN: Seven or eight years. 


Mr. MAcKASEY: Now, Paul Maney have come on under compulsory licence 
and their label varies slightly from Smith Kline & French. How long have we 
had two different labels in existence at the same time? I think this is the point 
Dr. Howe was getting at. 


Mr. CHAPMAN: Probably not longer than a year. 


Mr. MAcKASEY: I see. Have you made any recommendations to the four firms 
to standardize or uniform their labels? 


Mr. CHAPMAN: Could I answer that Mr. Mackasey. This problem is a difficult 
one. Even the British pharmacopeeia, but the British Pharmacopceia Commis- 
sion—that they should consider in the future requireing that the potency be 
indicated in terms of the base. 

Mr. Mackasey: Of the base. 

Mr. CHAPMAN: Yes. Now, they are referring to all drugs. Therefore, you see 
there is actually a trend away from the declaration, as has been required in the 
past by the British Pharmacopoeia, to a uniform declaration in terms of the act- 
ive ingredient, in this case the base. 


Mr. MackaseEy: Dr. Levi, are you a medical doctor? 
Mr. Levi: No, I am not sir. 


Mr. MackAaseEy: Neither is Dr. Chapman. Dr. Harley, you are; am I right in 
presuming that? 


The CHAIRMAN: Yes, and Dr. Hardman is also a medical doctor. 


Mr. MackKAasey: Dr. Hardman, in all fairness to both Paul Maney and Smith 
Kline & French, in order that this be the last we hear of this awfully insignificant 
problem, would a medical doctor be expected to have enough knowledge to 
distinguish between the potency as outlined on one label and the potency on 
another. Should he have enough knowledge to form his own conclusion? 

Mr. HarpMan: I would say that a competent medical doctor, who is dealing 
with this drug, gains experience generally with one product. If he is planning to 
prescribe a replacement product or to prescribe the generic name product, then I 
feel he has the ability and the background knowledge to distinguish between the 
products on the information which is provided on the label. Whether he does so 
or not would be an indication of his professional application. 

The CHAIRMAN: Could I add to this, and I think Dr. Brand would agree with 
me, that the average general practitioner would never see either label. 


Mr. MacKAsEY: Would he consider it important? 


The CHAIRMAN: No. 
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Mr. Mackasey: Thank you, Mr. Chairman, you have made the point better 
than I could have. 


Mr. Chapman, I understand that you people do a certain amount of work for 
the Department of Industry in inspecting potential sources of supply to the 
department? 


The CHAIRMAN: Mr. Mackasey means the government specifications people, 
Dr. Showalter’s committee. 


Mr. CHAPMAN: Yes. 


Mr. MacKAsey: Fine. Now, Dr. Chapman, I think it the right of the De- 
partment of Industry to set up their own standards like anyone buying drugs. 
You are also part of an interdepartmental committee, I would imagine, because I 
think the Food and Drug Directorate would be represented on an interdepart- 
mental committee? 


Mr. CHAPMAN: Could I just clarify two points. The standard for manufac- 
tured control and distribution of drugs, 74-GP-1b, is established by the Canadian 
Government Specifications Board, which is under the Department of Defence 
Production in Ottawa; so the Department of Industry is not involved. 


Mr. MAcKASEyY: I should have said the Department of Defence Production. 


Mr. CHAPMAN: The interdepartmental board is the Interdepartmental Ad- 
visory Board on Standards for Pharmaceutical Manufacturers, Distributors and 
Agents and we are represented on that board. 


Mr. MAcKASEY: Who are potential sources of supply to the Department of 
Defence Production? I am talking about the interdepartmental board again. 


Mr. CHAPMAN: The list of companies found to conform to the standard 
74-GP-lb are potential suppliers. 


Mr. Mackasey: Right. Are the standards under 74-GP-1b which is the 
amended one, in your opinion higher than the ones which Food and Drug 
Directorate enforces or expects from those people who have not shown any 
desire to meet the test of 74-GP-lb standard? 


Mr. CHAPMAN: I would say that the standard is more detailed and of course, 
it covers a number of additional areas over which the Food and Drug Directorate 
has no authority. 


Mr. MacKaseEy: Well in the area where you do have the authority? 
Mr. CHAPMAN: I would only say that the standard is more detailed. 


Mr. MackAasey: All right, but what does this more detailed end up with, a 
better standard? 


Mr. CHAPMAN: It might result in better facilities, but I feel that if a 
pharmaceutical firm meets the requirements of the manufacturing facilities and 
control! as laid down under the Food and Drug regulations, this would be entirely 
adequate. 


Mr. MackaseEy: Not adequate for sale to the Department of Defence Pro- 
duction? 
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Mr. CHAPMAN: Oh, yes; if they meet all our requirements, I would say that 
they would be almost certain to meet the requirements in the same area of the 
standard. 


Mr. MAcKASEY: Well, what confuses me is why we have two standards, one 
for the general public and one for the Department of Defence Production. 


Mr. CuapmMan: Mr. Chairman, could I just refer you to the cover page that is 
found on the list of companies found to conform with standard 74-GP-1b and I 
think this may help to clarify the situation? 


Mr. MacKASEyY: Do we have that with us here? 
Mr. CHAPMAN: No, you do not. 


Mr. Macxkasey: Dr. Chapman, that list of firms is formed only from those 
who have volunteered or conformed to it; in other words, who have requested to 
be considered to be potential suppliers. Am I right? 


Mr. CHAPMAN: Could I read the information that is here: 

The following is a list of Canadian manufacturers, distributors and 
agents deemed by the interdepartmental advisory board on standards for 
pharmaceutical manufacturers, distributors and agents to conform with 
the Canadian Government Specifications Board Standard 74GP-1b. This 
list is maintained by the board and is subject to amendment at any time. 
It has been established to assist in the purchasing of pharmaceuticals by 
the Government of Canada, but is available to others who wish to pur- 
chase such products by competitive tender and who understand its pur- 
pose and method of use. 


I discussed this matter with Dr. Showalter within the last few days, and he 
has indicated that the list would also be made available to any interested group. 


Mr. MackaseEy: But, Dr. Chapman, does the word “deemed” not imply that 
these are the only firms. For instance, could a highly respectable long established 
firm not be included on that list although they may at one time or another have 
chosen not to be potential sources of supply? 


Mr. CHAPMAN: Certainly. If I might be permitted to continue, I think this 
should be made clear. 

In the use of this list, these very important considerations should be 
kept in mind: 

1. Companies not listed are not necessarily adjudged to have failed to 
conform with the standard. The companies listed are those which have 
requested inspection and have been found to conform with the standard. 

2. Conformity with the standard is not a statement that a company’s 
products meets any particular specifications or standard of quality. 

3. The standard provides that the rating assigned to a company upon 
inspection may be reduced in the event that the company has been found 
to supply to a purchaser pharmaceuticals which do not meet the terms of 
the purchase order or contract. 

Mr. MAcKASEyY: In other words, then, Dr. Chapman, a person could fail that 
particular standard and pass the Food and Drug Directorate standard, because he 
could have failed in that area which is administrative? 
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Mr. CHAPMAN: That is correct. 


Mr. MackAseEy: And, therefore, the unfortunate inference could be drawn 
that because they failed to meet 74-GP-1b standard, they automatically did not 
live up to the levels that the Food and Drug Directorate expected of them, if they 
were being inspected on routine visits? 


Mr. CHAPMAN: I agree that this impression could be reached, and we were 
certainly most happy to see that the Interdepartmental Advisory Board on 
Standards for Pharmaceutical Manufacturers, Distributors and Agents put this 
cover page on their list to indicate exactly what this standard represented and 
what the list represented. 


Mr. MAcKASEY: You mentioned the word “agent”, which brings’ me to 
another point. Some time ago when we had representatives of the various 
departments here—and the Chairman may be able to be more specific on 
this—including Mr. Showalter, there was a list supplied, I believe, of potential 
suppliers to D.D.P. Am I right? 


Mr. CHAPMAN: Yes. 


Mr. MacKASEY: There was one which stuck in my mind, because it repre- 
sented, so far as I can gather by the address, a potential supplier located on 
Sherbrooke Street, suite such and such. How can your department carry out the 
full spirit of 74-GP-1b in so far as this particular source of supply is concerned? 


Mr. CHAPMAN: I feel, sir, that this question really should be directed to Dr. 
Showalter. 


Mr. MackaseEy: He suggested I direct it to you, Dr. Chapman. 


The CHAIRMAN: I think Mr. Mackasey’s point is that some of the names on 
the list were distributors and when we checked into it, the drugs were actually 
bought overseas and in this case, you would not have not been able to carry out 
an inspection if they had asked you to. 


Mr. MackasEy: Which is what I wanted Dr. Chapman to tell me. 
Mr. HARDMAN: They may have been licensed drugs, in which case we do it. 


Mr. MackasEey: Would you repeat that for me; it does not matter who said 
it. 

Mr. CHAPMAN: These very well may have been licensed drugs. Licensed 
drugs are required to have a very rigid inspection of the facilities under which 
they are produced before the licence is issued. 


Mr. MacKASseEy: Which licence are we talking about now? 


Mr. CHAPMAN: We are talking about a licence to sell a schedule C or D drug. 
I do have this information in a complete list here. However, this requires that the 
inspection of the plant, wherever it is in the world, is actually carried out by one 
of our inspectors, before they are permitted to sell. Now, it could have been one 
or two drugs; I do not know. 


Mr. Mackasey: Dr. Chapman, let me take a case, you will excuse me if I 
am not specific, because some of these names I cannot get around my tongue, but 
I want to be fair to the Gilberts, the Maneys and the Smith Kline & Frenchs, 
because they represent different areas of the Canadian pharmaceutical industry. 
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Is it not possible, therefore, that this particular distributor or agent on Sher- 
brooke Street could compete tenderwise and pricewise for a substantial purchase 
through DDP and that Gilbert or Maney could be temporarily rejected for not 
meeting some administrative section of 74-GP-1b or because dust could be found 
on their light standards? The same thing being true of Smith Kline & French, but 
the firm represented by the Sherbrooke agent may be located in Poland or some 
other country where you have been unable to inspect or do not inspect, and could 
conceivably get that order? 


Mr. CHAPMAN: Mr. Chairman, I feel that we are getting into the area of the 
problem of how we enforce the requirements of the Food and Drugs Act and 
regulations to imported drugs. 


Mr. MackaseEy: Not quite; there is a greater implication. How does this man 
get on the list without as far as I am concerned, it being physically possible for 
the Department of Food and Drug Directorate to make that person on Sher- 
brooke Street conform to the same inspection as Gilbert or Maney or Smith 
Kline and French. 


Mr. CHAPMAN: Well, Mr. Mackasey, I can only speak to the requirements of 


the Food and Drugs Act and regulations. This particular person that you are 
referring to has been placed on that list by an interdepartmental committee. 


Mr. MacKasey: Which you are a part of. 

Mr. CHAPMAN: Yes; we have one member. 

Mr. MackaseEy: That is right. 

Mr. CHaPMAN: One member; is that correct? 

Mr. MackaseEy: Perhaps that one member could give us some clarification? 
Mr. CHAPMAN: The member is not present. 


Mr. MackasEy: Well, this afternoon will be fine. The point I am getting at, 
Dr. Chapman, calling a spade a spade, is how come people from outside the 
country are not subject to the same rules and regulations that manufacturing 
facilities are subject to inside the country? 


Mr. CHAPMAN: Well, I think this is the point. The point is the problem 
associated with our difficulty of ensuring that imported drugs meet all require- 
ments of the Food and Drugs Act and regulations. 


Mr. Mackasrey: Just a moment, Dr. Chapman, I am aware of them and I 
sympathise with the Food and Drug Directorate; I know the physical problem 
and the staff problem. The point I am getting at is, in the interval, until such 
time as your staff is big enough, until such time as you have reciprocal inspection 
with legitimate countries around the world, how can the situation be tolerated, 
allowed to exist, or exist, until something is done to protect Canadians? You 
cannot check every possible batch that comes in from Europe. 


Mr. CHAPMAN: No, we cannot. 


Mr. MackasEy: So a tender could be lost or denied the Maney’s and the 
Gilberts and the Smith Kline and French’s by some unknown source in Italy, or 
Poland or any other country, the Department of Defence Production purchases 
drugs from a firm on Sherbrooke street that has the right to quote? Am I right or 
wrong here? 
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Mr. CHAPMAN: You are right. We have the responsibility for giving a report 
to the interdepartmental committee. We have done so. The interdepartmental 
committee then decided that that firm met whatever the requirements were, and 
placed them on the list. We do not have that responsibility. 


Mr. Mackasey: I realise, Mr. Chapman, that it would be perhaps better if we 
got this interdepartmental committee before us, and I will fight this out with the 
chairman afterwards. But help me out. Presume at the time the interdepartmen- 
tal committee said to the Federal Food and Drug Directorate; This firm “X” on 
Sherbrooke Street,—I have no knowledge of them, I do not even remember their 
name—would like to tender, and would you mind checking out their source of 
supply’? You do and you find it satisfactory. Is it not possible that the sources of 
supply will vary from tender to tender, from product to product? 


Mr. CHAPMAN: I would think this is possible. 
Mr. MAcKASEy: Well, you do not think it is probable? 
Mr. CHAPMAN: Yes, I would say I think it is probable, too. 


Mr. MackaseEy: Therefore your original inspection does not really mean too 
much, unless you were to say to the interdepartmental committee: “We inspect- 
ed a factory in Denmark which we find competent, clean,’ and so forth, 
“provided firm X, on Sherbrooke Street is importing a specific drug from that 
specific factory, and it should be permitted to tender only on that specific drug”’. 

Mr. CHAPMAN: Well, as you have suggested, really it is the interdepartmen- 
tal committee that makes this decision. 

Mr. MAcKasEy: Well, would it be possible to have your representative on 
this committee here today, because I am sure, since he has got a foot in both 
camps, he would be probably the most knowledgeable member of the inter- 
departmental committee, and perhaps he would answer this satisfactorily. 

Mr. CHAPMAN: I would be pleased to have him if he is available; it is Mr. 
Ferrier, is it not? 

Mr. Levi: It is Dr. Pugsley. 

Mr. CHAPMAN: Dr. Pugsley is our representative? 

Mr. Levi: Yes. 


Mr. CHAPMAN: Well, I am sorry; it is Dr. L. I. Pugsley, Deputy Director- 
General, and Dr. Pugsley is just recovering from a serious operation and is not 
on. duty. 


Mr. Macxkasey: Mr. Chairman, would it be possible to get somebody else? I 
think this is a very important area. 


Mr. Branp: Mr. Chapman has already answered questions along this line. 


The CHAIRMAN: Yes, I am sure he has, and you will find that Dr. Showalter 
answered the question that you asked. He, I believe, said “we go on the 
knowledge that we have of the companies in the various countries”— 


Mr. MACKASEY: Supplied by the Food and Drug Directorate. 
The CHAIRMAN: No. 
Some hon. MEMBERS: Oh, no. 
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Mr. MackasEy: Where else would he get it from? 


The CHAIRMAN: Well, he was not able to give us his source of information, 
but I am sure if you review the testimony you will find that this— 


Mr. MackaseEy: I think they were in answer to my questions, if I am not 
mistaken. All right, let me put it another way. 


The CHAIRMAN: Yes, they were. 


Mr. Macxasey: If you cannot tell us he cannot give it. Dr. Chapman, with 
your wide experience, do you mind telling me who can? Who could give me 
the information I am seeking? 


Mr. CHAPMAN: I think Dr. Showalter. 
Mr. MackaseEy: No; he said he could not. 


Mr. BRAND: Dr. Showalter did make the statement that they did not examine 
these companies overseas, because it was not practical, and therefore there were 
drugs coming encapsulated and in tablets into this country which had never been 
examined and were going directly to the hospitals. 


Mr. Mackasey: Thank you, Dr. Brand. What I really want to know then, 
how can this firm be put on the list of tenders by the interdepartmental 
committee, in view of the statement of Dr. Showalter? 


Mr. BRAND: This is something he would not answer, as you know. 


The CHAIRMAN: Well, he said that he had sources of information, as I 
remember, that were not the Food and Drug Directorate. 


Mr. MackasEy: Well, then, perhaps we should get him back to tell us who 
they were. I did not pursue the point because I fully expected to get this 
information from the Food and Drug Directorate when they appeared. 


The CHAIRMAN: I think you will find, when you review the testimony, he 
admitted it was not the Food and Drug Directorate, and the question was not 
followed up at that time. I suggest you have a chat with Dr. Showalter. 


Mr. Mackasey: No, I do not want a chat with Dr. Showalter. I want you, 
perhaps as Chairman, to tell me where I can get this information, because it is 
awfully important to the safety of the Canadian people. 


The CHAIRMAN: From Dr. Showalter. 


Mr. MackaseEy: The fact is, as Dr. Brand has pointed out more eloquently 
than I can, because of a loophole, the people who eventually are serviced by 
these drugs through hospitals, etc., through the DDP, could conceivably be 
receiving goods of an inferior brand, and their only hope is that these things are 
constantly checked at the request of the purchaser. 


The CHAIRMAN: Dr. Showalter said that when they got in a tender from a 
company—he gave us an example of tetracycline that had been purchased in 
Holland,—or any new manufacturer of this kind, if they are not known to their 
department, the samples are carefully checked when they are imported into 
Canada, by the Food and Drug Directorate; that has been done. 


Mr. MacKasey: Dr. Chapman, when is the last time that somebody from the 


Food and Drug Directorate has inspected a factory or a manufacturer in Holland, 
not the batch, but the— 
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The CHAIRMAN: Now, if you are inferring from my statement that it was 
in Holland it was manufactured, and it was inspected there, it is not. 


Mr. MackAasey: No; I certainly would not want to do that, Mr. Chairman. It 
could have been another country, I know your main point and I think you 
understand mine. There are two standards here, as I understand it: those who 
are within a reasonable travelling distance, or who are in Canada, are subject to 
a much more stringent surveillance than obviously the sources of supply outside 
of Canada. But these drugs still come into the country. What I want to know 
from Dr. Chapman is, when was the last time any factory was inspected in 
Holland? 

Mr. CHAPMAN: Well, I cannot give you the exact time that a factory in 
Holland was inspected. What I can tell you is that Dr. Greenberg— 


Mr. MAcKAsgEy: Who is Dr. Greenberg? 


Mr. CHAPMAN: Dr. Greenberg is with the laboratory of hygiene of the 
Department of National Health and Welfare, and Dr. Greenberg is the expert on 
the production of biologics, and does the inspection for the Food and Drug 
Directorate— 


Mr. Mackasey: Of the end product that gets here. 
Mr. CHAPMAN: No, sir. 
Mr. Mackasry: Then what—in Europe? 


Mr. CHAPMAN: Yes. Dr. Greenberg at the present time is in the United 
States doing just this. He will be leaving shortly for the Far East, Japan. When 
he is there he will be visiting a number of plants other than biologics, looking at 
these plants, not making a full inspection, but looking at these plants in order to 
bring back information to us. He makes frequent trips to Europe to do the same 
thing. 

Mr. Mackasey: Is he the only man doing this in Health and Welfare? 

Mr. CHAPMAN: Yes. 

Mr. Macxasey: Is he attached to the Food and Drug Directorate? 

Mr. CHAPMAN: No, sir, he is not. 

Mr. MackAsEy: Well, do you have anybody doing this work full time? 

Mr. CHAPMAN: Do you mean inspecting drug plants in Europe full time? 

Mr. MAcKASEY: Yes. 

Mr. CHAPMAN: No, we do not. 


Mr. MAcKASEyY: You do not. Well, this is my point, of course. And until such 
time as you do, do you think it is advisable that we take a second look at 
what I think is the advantage that these firms have over Canadian factories, 
Canadian manufacturers? 


Mr. CHAPMAN: Well, again, our responsibility is to protect the public from 
hazards to health, and fraud in the sale of drugs. Now, in relation to that, we do 
analyses for the Department of Veterans Affairs, and other government depart- 
ments, that are purchasing drugs under the standard 74-GP-la. From February, 
1965 until September, 1966—this table is in one of the files that you have—the 
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Department of Veterans Affairs sumbitted to us 72 samples. I note that practical- 
ly all of these are Canadian manufacturers; I see that there are two from the 
United Kingdom. 

Now, I would assume that these are all the lots about which the Department 
of Veterans Affairs had any particular concern. Of these 72 lots, only one was 
found to be unsatisfactory, and that was a sample of chlorpromazine hydrochlo- 
ride tablets—25 mgs.—produced by Bell-Craig Pharmaceuticals, Toronto, and it 
exceeded the potency level; I think it averaged about 110 per cent. That was the 
only unsatisfactory one. 


Mr. MAckAseEy: Dr. Chapman, you used the expression “particular concern’’. 
In other words, there could have been other imports from Europe that were not 
brought to your attention? 

Mr. CHAPMAN: This is true. 


Mr. MackasEy: And they may not have been brought to your attention 
because past experiences proved them to be worth while. 


Mr. CHAPMAN: Yes. 


Mr. Mackasry: Now, I was wondering,—perhaps you can answer, but 
perhaps it would be best answered by someone else—if this Sherbrooke 
firm—and I keep mentioning it, because it is a symbol to me—or if acceptance of 
their product whenever they have the opportunity of supplying drugs is based 
on the fact that that particular agent in the past had always introduced a product 
satisfactory? I come back to my point, is it possible that they change their 
source of supply all the time, or could, depending on the product? In other 
words, they are buying on the world market as cheaply as they can. 


Mr. CHAPMAN: You use the word “‘complacency” Mr. Mackasey— 
Mr. MAcKASEy: I used the word ‘“‘complacency’’? 
Mr. CHAPMAN: Yes, I believe so. 


Mr. MaAcKASEy: Well, if I did, I did not mean it as far as the Food and Drug 
Directorate are concerned. 


Mr. CHAPMAN: This is just the point I was going to make. 


Mr. MAcKASEy: I know about the complacency of those who submit samples 
to you for testing. 


Mr. CHAPMAN: We are very much concerned about problems associated with 
imported drugs. Could I give you a brief statement, sir— 


Mr. MAcKASEY: Certainly. 


Mr. CHAPMAN: —in relation to this matter. It certainly is more difficult to 
ensure that important drugs meet all the requirements of the Food and Drugs 
Act and regulations, than those produced in Canada. And this is particularly true 
in regard to regulations pertaining to manufacturing facilities and controls. We 
can check out the end product, the dosage form, when it arrives in Canada, but it 
is much more difficult to check on the manufacturing facilities and controls. Now, 
there are a number of approaches that could be taken to this problem. We could 
require inspection at regular intervals of the plants of all pharmaceutical manu- 
facturers located outside Canada who export drugs to Canada. We could obtain, 
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or try to obtain, international agreement on inspection requirements and accept 
the inspection reports of the appropriate regulatory agency in the exporting 
country or possibly we could combine these two approaches with more effective 
control over imported drugs on entry into Canada. Now, I would like to explore 
these possibilities. First, the inspection of foreign plants. A the present time the 
manufacturing facilities and controls of all foreign manufacturers exporting 
biologics, namely, sera, toxoids, vaccines, parenteral antibiotics, insulin and 
anterior pituitary hormones, to Canada must meet rigid requirements before the 
manufacturer receives a licence to sell his products in Canada. These inspections 
are carried out by officers of the department. I referred to Dr. Greenberg and he 
has an assistant that also does some of these inspections. 


At the present time such licences are held by 75 firms with the following 
geographical distribution. Only 19 are in Canada; U.S.A., 34; United Kingdom, 
7; Netherlands, 3; Denmark, 2; Portugal, 2; France, 2; West Germany, 2; 
Austria, 1; Japan, 1; Italy, 1 and Sweden, 1. 


Mr. MacKasEy: Could I ask you a question at this point? 
Mr. CHAPMAN: Yes, sir. 


Mr. Macxkasey: Are only these 75 firms permitted to meet a source of supply 
for purchases for the DDP? 


Mr. CHAPMAN: Yes. 

Mr. MAcKASEyY: Only these 75? 

Mr. CHAPMAN: For biologics. 

Mr. MACKASEY: You are qualifying it. Iam talking about any purchases they 


Mr. CHAPMAN: Oh, no. 


Mr. MACKASEY: So, it is not really that relevant? Could you not at least 
insist in the tender that if the source of supply is outside of the country that it be 
confined to these 75 firms? 


Mr. CHAPMAN: Again, this is beyond my field of jurisdiction. 


Mr. Mackasey: Well, whose field of jurisdiction would it be, the interde- 
partmental committee; is that right? 


Mr. CHAPMAN: Yes. 


Mr. MAcKASEyY: It is partly under your jurisdiction. When I say yours I 
mean the Food and Drug Directorate since you are represented on that commit- 
tee. In other words, you have done, or Dr. Greenberg has done a marvellous job 
in inspecting 75 firms and bringing in favourable reports of 75 companies in half 
a dozen or more countries. Yet, we still have the odd situation that outside these 
75 sources of supply drugs can still come into Canada. 


The CHAIRMAN: I would like to comment that the 75 have only been 
inspected for biological products. This would be done, perhaps, in a separate 
part. Other parts of the facilities might be completely unsatisfactory. 


Mr. MackasrEy: Exactly. I do not want to exaggerate the point but the 
point I am getting at is that at least we could say that the 75 firms that exist are 
not in basements; they are not in attics; they are not in back lanes and they are 
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not refilling old capsules. These 75 have been inspected by Dr. Greenberg. Yet 
we do not have a regulation recommenation by the interdepartmental committee 
that at least those sources of supply coming from outside of the country into 
Canada for DDP purchases be confined to those 75 sources of supply. 


Mr. CHAPMAN: I think we should consider this in terms of the whole of the 
drug supply, not only to the government but also to the general public. 


Mr. MAcKASEY: Exactly. 
Mr. CHAPMAN: Could I continue, please, with my statement? 
Mr. MACKASEY: Sure. 


Mr. CHAPMAN: To extend such inspection to the plants of all firms exporting 
drugs to Canada would require a major increase in the staff of the directorate. 
Furthermore, there would be difficulties in some countries in obtaining permis- 
sion for such inspection. In fact, in one instance, at least, there is legislation 
preventing this practice. In addition, if each country insisted on inspection of all 
drug plants within their borders, this could mean a horde of inspectors descend- 
ing on every country exporting drugs, including Canada. 


Mr. MacKasEy: May I ask a question at this point? Has this one country 
whose law specifies that you cannot go into the factory—Switzerland, I presume 
—any law that says they cannot export to Canada? Are they quite happy to have 
our business? 


Mr. CHAPMAN: Yes. 
Mr. MackKASsEy: Fine, go ahead. 
Mr. CHAPMAN: At least I assume that they are. 


The CHAIRMAN: I would suggest we let Dr. Chapman finish and then during 
the next meeting today at a time to be decided in a few moments— 


Mr. CHAPMAN: I will just take a couple of minutes. It is obvious then, that 
this would not appear to be a long term solution to our problem except for the 
biologics, in which case I consider that it is absolutely essential that our present 
requirements be maintained. 

My second point deals with agreement on international standards for drug 
plant inspection. International agreement on minimum requirements for manu- 
facturing facilities and controls, combined with uniform inspection procedures in 
exporting countries, would certainly appear to be the ultimate solution to this 
problem. It would then be possible to accept the protocols from the appropriate 
government agency and these countries in turn could accept our inspection 
reports. Now, unfortunately there is little likelihood that these procedures will 
be developed in the near future. It would require the active participation of an 
agency such as the World Health Organization to develop such a program, and 
this has not been started although there have been informal discussions along 
this line between officers of our department and officers of the World Health 
Organization. 

I think then for the present the best we can do is a combination of these two 
with improved control over drugs entering Canada. As this Committee is aware, 
and I have tried to emphasize this, the Directorate has considerable information 
about the manufacturing facilities and controls of drug manufacturers supplying 
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drugs to Canada. Visits to other drug plants are frequently made during the 
inspection of foreign companies who have applied for a licence to sell biologics in 
Canada. In 1965, in addition, three professional members of the directorate staff 
visited pharmaceutical manufacturers, manufacturing associations and control 
agencies in Italy, Switzerland, Germany, France, the Netherlands, Belgium, 
England, Denmark and Sweden. 


Mr. MAcKASEy: Did you mention Poland? 


Mr. CHAPMAN: No sir, I did not. At the present time the Director-General 
and I quote “may require” information regarding the condition of manufacture 
of a drug sought to be imported into Canada. We believe it should be mandatory 
that information and evidence regarding the conditions of manufacture pre- 
scribed in C.01.052 should be available in Canada and that adequate testing be 
carried out on the finished product. As I indicated in my initial statement, such 
an amendment to the regulations is presently under consideration. I might also 
add that our examination of imported drugs is reassuring. A survey of the qual- 
ity of domestic and imported drugs, based on laboratory examination, revealed 
that 10.1 per cent of domestic production was unsatisfactory as compared to 
12.5 per cent of imports. The number of imports was relatively small and there- 
fore this difference is not considered significant. 


Furthermore, a study of the quality of bulk drugs entering the country has 
been carried out in our Pharmaceutical Chemistry Division. A total of 124 
samples of 16 different chemicals from 10 Canadian manufacturers who were 
using these drugs in their finished formulations were analysed. Trace impurities 
were found in 15 samples. We have no evidence that these impurities represent a 
hazard to health. However, it is proposed to identify the unknown impurities and 
if warranted to determine their toxicity. 


In summary then, we do not have evidence that imported drugs represent a 
significant hazard to health. However, we feel that to ensure that this situation 
prevails in the future it will be necessary to periodically assess the manufactur- 
ing facilities and controls of foreign firms exporting drugs to Canada. 


Mr. MACKASEY: You are right, Mr. Chairman, I will ask my question later. 


The CHAIRMAN: Gentlemen, I think we should adjourn the meeting. There 
are a lot of documents here and it is now almost 1.30 p.m. If we try to get 
through them and have some lunch and then reconvene another meeting this 
afternoon is, I think, impractical. I would like to suggest, unless someone feels to 
the contrary, that next week we have only one meeting. Perhaps Dr. Chapman 
and I could line up a meeting not to conflict with other committees. I was going 
to suggest that we have a meeting from one o’clock in the afternoon and go from 
one to two-thirty. 


Mr. Mackasey: We are probably going to need another one next week 
anyway. There are an awful lot of documents and I apologize for the time I took 
up but I purposely stayed out of areas that Dr. Brand and Mr. Forrestall had 
shown interest in and I am sure we are not going to get by with one more 
meeting. 


The CHAIRMAN: What is the feeling of the Committee? 


Mr. BRAND: Frankly, I would agree with Mr. Mackasey. This could go on a 
lot longer if we could stay. 


ee 
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The CHAIRMAN: Do you wish to meet tonight at 8 o’clock? Is this agreeable? 
Mr. CHAPMAN: Yes, Mr. Chairman. 


The CHAIRMAN: This is unknown to Dr. Chapman and it might be that his 
officials have other commitments. 


Mr. CHAPMAN: No; we would be pleased to meet with you. 


The CHAIRMAN: As far as I am concerned, it may be even more convenient 
to start a little earlier, perhaps. 


Mr. MAcKASEY: Yes, I would say seven o’clock. 


The CHAIRMAN: Is everyone in agreement? Perhaps we should pass the 
questioning and start off with Dr. Brand. 


Mr. MACKASEY: Yes, fine. 
The CHAIRMAN: The meeting is adjourned until seven o’clock. 


EVENING SITTING 


The CHAIRMAN: Ladies and gentlemen, we will reconvene the meeting that 
we adjourned this afternoon. First of all, I think Dr. Chapman can now answer 
the question that you asked, Dr. Howe, about the Essendale Mental Hospital and 
their troubles with chlopromazine. 


Mr. CHAPMAN: I would like to ask Mr. Hollett to reply to this question if I 
could, Mr. Chairman. ; 


Mr. A. HOLLETT (Director, Bureau of Operations, Department of National 
Health and Welfare): Mr. Chairman, a complaint was received by our Vancouver 
office concerning chlopromazine tablets and, as a result, 13 lots of chlopromazine 
tablets in assorted strengths of 25, 50, 100 and 200 milligrams, and two lots of 
chlopromazine injections, were obtained and submitted to the Vancouver 
laboratory for identification and assay. All of the products, with the exception of 
three, were quite satisfactory with respect to potency, and of the three lots that 
did not meet the full requirements with respect to potency one had a potency 
content of 92.9 per cent and the others of 94.0 per cent. I should explain that the 
B.P. requirements ranged from 92.5 to 107.5, and the U.S.P. from 95 to 105, so 
the discrepancy is a maximum of 1 per cent in one instance—that is so far as the 
U.S.P. is concerned—and in the other case the difference between 92.9 and 95., 


which is 2.1, 

We consider that these products analytically are satisfactory, since the 1 per 
cent, or 2.1 per cent would not be considered that significant. The letter about 
which there was an inquiry from our Vancouver office to the hospital purchasing 
agency related to an inquiry—this was directed to the purchasing commission 
and is related to certain aspects of the availability, the strength of the tablets, 
the dosages and so on, and how many patients were involved. Interesting and 
desirable information would result if we were to carry on further tests on these 
products. 


Mr. Howe (Hamilton South): Mr. Chairman, could you read this letter into 
the minutes for us? 
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Mr. HouuettT: This letter was dictated over the telephone this afternoon, and 

I assume that it is reasonably accurate. I do not have the date of it. It is 

addressed to the British Columbia Purchasing Commission, 501 West 12th 

Avenue, Vancouver, Attention Mr. F. Leonard. It is from our Inspector Gonzales 

at Vancouver, and it reads: 

Further to our telephone conversation, I have been contacted by Dr. 

G. R. Van Petten of the Pharmacology Division of the Food and Drug 

Directorate in Ottawa. Prior to further consideration being given to the 
availability dimensions— 


Probably that word is incorrect, but that is what I have here. 


—on the above products, Dr. Van Petten would like more background 
regarding the situation at Riverview Hospital. He requests information 
along the following lines: 

Thirteen lots of drugs were involved in the situation. Question: Were 
all lots used and thus felt to be suspect? Were any specific lots believed 
defective regarding their pharmacological action? Was any particular 
strength of tablet involved to a greater degree? Was any particular dosage 
used? What dosages were used? How many patients were involved in this 
situation? What was the frequency of lack of response? How many 
responded favourably when switched to another brand of product? How 
many doctors felt this situation was a problem? How long was treatment 
with the Maney product tried? Were any dramatic side effects or dramatic 
changes in therapeutic effects noticed upon change from one brand to 
another? Was there a greater or lesser frequency of side effects with the 
Maney brand as opposed to those of the other brands used? 

We realize some of these questions probably cannot be answered 
concisely. However, as much information on these questions and any 
other data the medical people can supply would assist us greatly in our 
assessment of the situation. 


The letter is signed by B. Gonzales, Food and Drug Directorate, Vancouver. 


Mr. CHAPMAN: Mr. Chairman, just for the information of the members of 
the Committee I might make it clear that this is a request from our Division of 
Pharmacology in the research laboratories in Ottawa for further information in 
order that we can check out the complaints that had been made with regard to 
this product, and when we do get this information, of course, we will be 
continuing our study. 

Mr. Howe (Hamilton South): Mr. Chairman, I would like to ask Dr. 
Chapman if there is an answer to this letter yet? Is this a letter which has been 
sent but which has not yet been responded to? 


Mr. HoLuetT: As far as I know it has not been responded to. If it had been 
responded to we would know by today. 


Mr. Howe (Hamilton South): I see. That letter, although you have not the 
date, was recent enough to not have had a chance to be answered yet? 


Mr. Houuett: I think that is correct. 


The CHAIRMAN: There was one other question that Mr. Mackasey brought 
up. Even though he is not here at the moment, I think, to keep things in context, 
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we should have Dr. Chapman answer it now. It dealt with Mr. Mackasey’s 
questions about a company that obviously maintained just a suite of offices in 
Montreal, actually importing drugs, and whether these drugs were adequately 
tested or knowledge known of testing by the Food and Drug Directorate. 


Mr. CHapMan: Mr. Chairman, we have been able to check this out through 
our inspection services, and we find that we do have considerable additional 
information with regard to these three companies. Mr. Hollett has that informa- 
tion, and I would like him to present it. 


Mr. Houuett: Mr. Chairman, there are two companies located on Sherbrooke 
Street—I think that is the street that was mentioned this morning—one is 
Immuno Limited, and it acts solely as the sales agent for an Austrian firm, and it 
holds a Canadian licence; that is, a licence to manufacture Schedule C and D 
drugs, and that firm has been inspected by Dr. Greenberg. It sells only Schedule 
C and D drugs. 

The other company, Syntex Chemicals, located at 1420 Sherbrooke Street, 
West, Montreal, is also included in the list of firms found to conform to standard 
74-GP-1b. This company acts as a distributor. They do not manufacture, and at 
the time of the last inspection the drugs this company distributes were purchased 
from Charles E. Frosst Limited, Montreal, and Charles E. Frosst is listed as 
conforming with the requirements of standard 74-GP-1b, and it is on that list. 
Of course, these manufacturing premises have been inspected by the Food and 
Drug inspectors. 


Mr. Howe (Hamilton South): Does that mean, Mr. Chairman, that Syntex 
Chemicals Company is purely a distributing agent for Charles E. Frosst and 
Company? 

Mr. HoLuettT: They would put their name on the product, I would presume, 
and carry out certain checks on their premises, and there would be a check made 
on this by our inspectors when they carry out inspection of the plant. But 
manufacturing is not carried out at Syntex Chemicals. 


Mr. HowE (Hamilton South): Just soI can get this straight, does this mean 
that Frosst manufactures for Syntex Chemicals, or does it mean that Syntex 
is a distributor for Charles E. Frosst? 


Mr. HouLuett: I would say that Frosst manufactures for them. 

Mr. HowE (Hamilton South): And Syntex carries on as a pharmaceutical 
distributor under their own name? 

Mr. Houuett: Yes, under their own name. 


Mr. Howe (Hamilton South): And as far as you know there has not been 
any financial connection between Frosst and Syntex? 


Mr. HouuetT: As far as I know there is none. 

Mr. Brann: If I may interject, Mr. Chairman, is it not true that the Syntex 
Corporation is an American firm which, if you look into it, probably has already 
bought Frosst? 

Mr. CHAPMAN: The name of this firm, Mr. Chairman, is Syntex, Limited, 
1420 Sherbrooke Street West, Montreal, 25, Quebec. I do not think we in the 
Food and Drug Directorate have any more information. 
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The CHAIRMAN: There is a third firm, I think, as well. 


Mr. HOLLETT: Colonial Agencies Limited, Halifax. This company does not 
manufacture drugs. At the time of the inspection of the premises, the drugs 
distributed by this company were imported from the United Kingdom. Our 
Halifax Laboratory has analysed and has been analysing importations of drugs 
consigned to this company and they have found them to be satisfactory. 

Mr. BRAND: May I ask a supplementary? Does that include drugs which are 
encapsulated or entabletted at the time of import? 


Mr. HOLLETT: Yes, drugs in finished form. 


Mr. BRAND: This is in direct contradiction to the testimony which was given 
previously, so I am naturally rather curious. 


Mr. CHAPMAN: May I ask Dr. Brand what statements were made previous- 
ly? 

Mr. Branp: I can look them up if you want to give me a little time. I have 
the statements here. 

Mr. CHAIRMAN: Mr. Hollett, can you throw any further light on this subject? 


Mr. HoLuetT: There is nothing to indicate, Mr. Chairman, that they get the 
raw material and manufacture it. They are listed as a distributor. 


The CHAIRMAN: They merely buy the drug and distribute it. 


Mr. HOLLETT: This is the interpretation which I must place on the inspection 
which has been carried out of their premises. 


Mr. BRAND: We got the distinct impression previously in testimony before 
this Committee from various sources that the Food and Drug Directorate tested 
raw materials which were brought into this country, but did not test tablets or 
capsules which were brought in. It is in here somewhere and I can find it for 
you. 


The CHAIRMAN: That is not the impression that the Chairman has. I gather 
Food and Drug Directorate test drugs in any form that are brought into the 
country. 


Mr. BRAND: I do not think that is correct, Mr. Chairman. 


Mr. MAcKAsEy: I have a supplementary question, and I apologize for being 
late. This particular firm in other words, to the best of your knowledge, imports 
finished products rather than just raw materials? 


Mr. HOLLETT: That is correct. 
Mr. Mackasey: In other words, they do no manufacturing in Canada. 
Mr. HOLLeETT: That is correct. 


Mr. MacKASEy: This is in direct contrast to, we will say, other people 
tendering? 


Mr. HOLLETT: I presume that many of the companies which tender manufac- 
ture the drug from the raw material, but I am not in a position to know the 
relative numbers. 


Mr. MacKAsEy: You do know that this one normally does not? 
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Mr. Houuett: That is correct. 


Mr. MacKASEY: You cannot, therefore, examine any manufacturing premises 
that do not exist in Canada, so far as they are concerned? 


Mr. Houuett: That is quite correct. 
The CHAIRMAN: Do they also act similarly with biologicals? 
Mr. Houuett: No, I do not think so. 


The CHAIRMAN: We were answering the question that you asked this 
afternoon, Mr. Mackasey, just as you came in. Would you like to proceed with 
the questioning, Dr. Brand? 


Mr. BRAND: I would love to, just on the basis of the question you just 
asked— 


The CHAIRMAN: Could I interrupt you for one moment? I am sorry, but 
there are three other things that I should have put on the record this morning, 
and I think we should do it now. I have three letters which should probably 
become part of the record. One is a communication from PMAC to Mr. Laidlaw, 
which has already been referred to in testimony; there is a letter from Mr. 
McClenahan concerning Microchemicals and Paul Maney Laboratories; and there 
is also a letter from Hoffman-LaRoche from Mr. Nowatny. Is it agreed that these 
become part of today’s record? 


Mr. BranD: What are they about? 


The CHAIRMAN: Perhaps the best thing to do is to send them down and let 
you look at them. They are long, detailed answers to some questions or state- 
ments that have been made by other people before the Committee. The letter to 
Mr. Laidlaw was in answer to some questions that Mr. Laidlaw had actually put 
to the PMAC, dealing with the history of prescription prices in Canada, the 
different drugs that are used by DBS for their estimates of drug prices, and the 
proportions of the amount of money on yearly research budgets of member 
companies. The other letters, as I say, deal with various submissions before the 
Committee. Do you wish to see them Dr. Brand? 


Mr. Branp: No; that is fine. We will see them as they come along. 
The CHAIRMAN: Is it agreed? 

Some hon. MEMBERS: Agreed. 

The CHAIRMAN: Dr. Brand, would you carry on. 


Mr. BRAND: In answer to one question that was asked as to what pages this 
information I was referring to appears on, if you look at the December Ist issue 
of the minutes of the special committee on drugs costs and prices, page 1538 and 
following—and I do not want to take the Committee’s time to read this into the 
record—I think you will find some substance for the statements that I have made 
that the impression we had received, certainly from Dr. Showalter and other 
members of the Department of Defence Production, the Department of Industry, 
the Department of National Health and Welfare, the Department of Veterans 
Affairs, and so on, is that there was testing carried out on drugs in Canada, but if 
they came in an entabletted or encapsulated form they were not tested by the 
Food and Drug Directorate. Mr. Mackasey’s questions were along those lines as 
well at that time. I do not want to take the time of the Committee to go into it. 

25520—4 
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Mr. CHAPMAN: I can only say that we test both the bulk drugs and the 
finished products as they come into Canada. 


Mr. Macxkasey: All finished products. 

Mr. CHAPMAN: No, sir; we cannot test all. 

Mr. Mackasey: This is my point; just a spot check. 
Mr. CHAPMAN: That is correct. 


Mr. BRAND: The point I raised was, did all these companies on the 74-GP-lb 
list have to comply with the very excellent regulations laid out in the Canadian 
Government Specifications Board standard. The statement was that they did not. 
On page 1539, Dr. Showalter said this: 

The reason they are included is partly based on history—-the fact that 
government purchases have for a long time allowed non-Canadian prod- 
ucts. 


You can perhaps appreciate our understandable confusion over a reply like this. 
Frankly, I could not see how history had anything to do with the quality or 
efficacy of any particular drug imported into Canada, so perhaps you will 
understand why we are little concerned about what was going on. 


Mr. CHapman: I hope I have satisfactorily clarified that point, Dr. Brand. 


Mr. Branp: Up to a point you have, I do not think completely though 
because you have just pointed out that you do only spot checks. 


Mr. CHAPMAN: This is quite correct. 


Mr. BRAND: Quite frankly, I probably have enough questions to keep us 
going for the next week or so but perhaps we could go to the part which you 
yourself referred to Doctor, the summary of data on the Food and Drug Direc- 
torate. We have here a very long list of drugs which have been recalled, and 
people who have been fined as a result of infractions of the Food and Drug 
regulations, and so on. 

On page 4, I find a very strong statement that there does not appear to be 
any significant difference between drugs sold under a generic name and those 
sold under a brand name. That is a pretty bald statement, and similarly imported 
drugs appear to be of the same general quality as domestic production. What I 
would like to know, of course, is, in view of this statement, would you feel that 
as a result of the facilities you now have in the Food and Drug Directorate you 
are able to examine sufficiently the drugs which are available, not just to the 
Department of Veterans Affairs, but to the public; that is, you can with the 
supervisory measures you use now declare that every drug we now have 
available is safe for the general public, regardless of whether they are a so-called 
brand name or a generic name. 


Mr. CHAPMAN: Well, of course, Dr. Brand, I did not say that we could 
guarantee that all the drugs on the Canadian market were safe, or that they all 
met our requirements. As a matter of fact, I stated quite clearly in my statement 
this morning that we could not do this. 


Mr. BRAND: I am aware that you did. That is why I was curious about this 
other statement. You make the statement here that there is no significant 
difference between those sold under a generic name and those sold under a brand 
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name, and I think this is a key point. In all the hearings that we have had there 
has been a lot of arguing back and forth whether a generic drug was equivalent 
to those sold under a brand name. . 

We have evidence before this Committee from some members of the De- 
partment of Defence Production that they would prefer to buy under a brand 
name although in fact they buy under a generic name. We have evidence from 
your own group along this line as well and if I may specify, if it comes from a 
reputable manufacturer you do not examine it necessarily, but if it is not from a 
reputable manufacturer you do. These statements are all at variance and I think 
we should have clarification; otherwise we have a statement here which without 
any doubt is going to have a very significant effect on the sale of drugs in Canada 
because, since it carries the authority of the Food and Drug, it is like a 
statement from on high, you might say, as far as many of the users of drugs in 
Canada are concerned, such as physicians and others. 


Mr. CHAPMAN: I would hope, Dr. Brand, that the medical profession would 
not be that easily influenced. However, let me— 


Mr. Branp: They are no different from anyone else. 


Mr. CHAPMAN: Let me proceed to explain the reason that I reached that 
conclusion. You will note that in Appendix 1 we have a comparative survey of 
the quality of brand name and generic drugs, domestic and imported, for 1965. 
Here we find that under domestic drugs, we have brand name 8.1 per cent 
unsatisfactory generic 12.4 per cent. If we move over to imported, we find 18.4 
per cent brand name unsatisfactory, 5.1 per cent of generic unsatisfactory. I 
would hasten to point out that the numbers here are very small and I do not 
think that this really represents any significant difference. 

Mr. BRAND: Do you think that would depend upon whether you were the one 
who had received those drugs as a patient or not, doctor; whether it is unimpor- 
tant or not. 

Mr. CHapMaAN: I did not say that it was unimportant. I said that I did not 
think there was any significant difference, that you should not draw the inference 
from this that the generic drugs imported were significantly superior to the 
brand name drugs. 

Mr. Branp: I wonder if you could explain what you mean, first of all, by 
brand name, and second, what you mean by generic. We know what we are 
looking at, more or less. 

Mr. CHAPMAN: Yes; I would be very pleased to do so. The brand name drugs 
that are listed here are simply those that were sold under a brand name and so 
indicated on the analytical reports submitted from our laboratory. 

Mr. Brann: I presume you are talking about prescription drugs, are you, in 
this series? 


Mr. CHAPMAN: No. 
Mr. BRAND: Oh, you are not. 
Mr. CHapmMan: Not necessarily. 


Mr. BRAND: Well, we are dealing here with the cost of prescription drugs, 
Dr. Chapman. I wonder if there is any difference, ‘this. whether... 
25520—4} 
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Mr. Mackasry: Dr. Chapman, could we be poisoned by drugs that are not on 
prescription as well as drugs that are on prescription. 


Mr. CHAPMAN: Certainly. — 
Mr. Mackasey: That is fine. It is just an observation. 


Mr. BRAND: You can be poisoned by an aspirin. There are some times 
when—well, we will not go into that. 


Mr. CHapMAN: Would you like to know the groups of drugs that were 
considered among this 973, Dr. Brand. 


Mr. BRAND: I would be very interested, indeed, and I am sure the Com- 
mittee would. 


Mr. CHAPMAN: Mr. Allmark, would you give us an indication of the catego- 
ries of the drugs that were included; can you recall? 


Mr. ALLMaRK: All classes of drugs are represented in this survey. Just about 
any class you can mention actually is included in this list of drugs. This would 
be my answer. 


Mr. BRAND: You mean anything that is sold across the counter in a drug- 
store whether on prescription or not. Is this what you mean? 


Mr, ALLMARK: Both, both prescription drugs and O.T.C. products, O.T.C. 
meaning over the counter. 


Mr. CHAPMAN: These were selected to permit a comparison between an 
approximately equal number of products of each category containing the same 
active ingredients. We felt that by so doing we might be able to get a comparison 
between these two categories. 


Mr. BRAND: Perhaps you could explain to me what ampicillin Biodiscs are 
in relationship to an over the counter or a prescription item for that matter. 


Mr. CHAPMAN: Where are you referring to? 


Mr. BRAND: This in on page 2 of the list of the drugs you have there. It goes 
on to say that it is put out by British drug houses of Toronto and the date pre- 
sumably, when you looked into the matter, it was July of 1966, and the offence 
alleged the potency in excess of labelled claim. I will agree that these are discs 
that are used in determining the sensitivity of drugs in laboratories. 


Mr. CHAPMAN: We are moving on to Appendix III, I was talking about 
Appendix I, I think if we took these one at a time— 


Mr. BRAND: I am sorry, but I thought we had taken out all the appendices, 
but I guess not. I am sorry. 


Mr. CHAPMAN: I was referring to the one entitled: “(Comparative Survey of 
Quality of Brand Name and Generic Drugs, Domestic and Imported, 1965.” 

Mr. BRAND: I see. 

Mr. Mackasey: Mr. Chairman, on a point of clarification, if I may: Dr. 
Chapman has brought up the point of this page. I would just like to point out, 


Dr. Chapman, when my turn comes back—I realise it is a long time away—I 
would like to investigate this area in its relationship to the Hall Commission 
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Report on trade marks, not on patents. I do not know whether the Chairman 
would prefer me to bring it in now as a supplementary question, although it is 
short, or wait and give me the chance to come back. 


Mr. BrAnbD: Bring it in, Mr. Mackasey if it is appropriate. 


Mr. MacxkaseEy: The point I am trying to get at, Dr. Brand, is that one of the 
recommendations of the Hall Commission was not only the theoretical abolish- 
ment of patents, but also the question of the effect the trademark has on 
preventing the importation of brand name drugs from other countries. I presume 
from the Hall Commission Report, Dr. Chapman, that this meant the same brand 
names, Let us take a company and call it ‘““Ajax”’ because it is a cleanser and not 
a drug I think it is the fairest way to deal with it. Let us assume that rather than 
pay $2.00 for a product manufactured by Ajax in Canada, we somehow facilitate 
the importation of a product manufactured, say, by Ajax, the parent company, 
in some other country. We bring it in from a cheaper labour market and are thus 
able to sell it in Canada for $1.50. The implication in the Hall Commission Report 
is that this is not possible because of our trade marks. This leads me to the 
question of imports. It surprises me that the brand name drug coming in from 
Europe suffers very much in comparison with the brand name drug in Canada, 
which destroys the implication in the Hall Commission that they are identical, 
and only the trade mark is preventing our taking advantage of brand names 
manufactured in a country where the labour costs less. 


I come back to the fact that only 8.1 per cent of the brand names in Canada 
were unsatisfactory, but 18.4 per cent of the brand names imported were 
unsatisfactory. And then of course, I tied this in with the other report that you 
gave us here, that showed that the parent company could reside in a country 
where the standard of inspection is much less restrictive than in Canada. That is 
the point I wanted to explore. 


Mr. CHAPMAN: Well, I am afraid that I am not in a position to comment. As I 
have indicated, we simply took those laboratory reports, where the products 
which were examined had a brand name, and compared those with laboratory 
reports where the product examined was sold under a generic name. But other 
than that I do not know, and I should hasten to point out that this differentiation 
between generic and brand name drugs really does not mean very much. 


Mr. Mackasey: Dr. Chapman, I am not trying to make any distinction 
between generic and brand names. I will conclude with one question and let the 
thing go back to Dr. Brand. Let us take Frank Horner, or Hoffmann-La Roche or 
Smith Kline and French. The implication in the Hall Commission report is that if 
you are buying Librium in Canada, you are paying higher than.if there were 
some way for Librium to come in from Europe; but we are prevented from 
importing Librium because of restrictions under the trade mark. At first glance, 
this has a certain degree of attractiveness in bringing down the cost of drugs, but 
on looking at this table I am left with the uneasy suspicion that the Librium, 
even though it is called Librium, coming in from Europe, may not necessarily be 
of the same quality as the Librium manufactured in Montreal, because of the 
difference in the inspection methods in the two countries. 


Mr. CHAPMAN: Well, I would caution the members of the Committee from 
drawing any firm conclusions about the quality of the imported drugs, because of 
the small numbers involved. 
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Mr. Mackasey: Then, the table does not really mean too much. 


Mr. CHAPMAN: Well, in the case of imported drugs, I think that you should 
be very careful about drawing firm conclusions. The numbers of the domestic, 
however, I think are sufficient to make the figures meaningful. If we compare the 
two we find that we have unsatisfactory—this is total, both domestic and 
imported—8.6 per cent brand name, 11.8 per cent generic. Now, again, there is a 
difference here of about 3 per cent; it did not appear to me that this was such a 
significant difference that you could draw any firm conclusion. 


Mr. MAcCKASEY: But it is 50 per cent, Dr. Chapman. 
Mr. CHAPMAN: It is 8.6 per cent as compared to 11.8 per cent. 


Mr. MAcKAsEy: I have got 8.1 per cent on mine, as compared to 12.4 per 
cent. 


Mr. CHAPMAN: If you will look at page 2 of the summary of data, you will 
see I have combined— 


Mr. BrANpD: Could I interrupt just a moment, and point out that there are 
some committee members who have not received this particular document, and 
perhaps it would be only fair if they had them as well. All those who have not 
raise your hands. 


The CHAIRMAN: They were distributed this morning. 


Mr. Branp: No they were not; I received mine afterwards. I am sorry, but 
this was not distributed this morning. I realize it was, but somebody goofed; let 
us put it that. way. 


Mr. Mackasey: Mr. Howe, have you got this one? 


Mr. Howe (Hamilton South): I believe I have got that one, but I have not 
got— 


An hon. MEMBER: This one was distributed when I was here this morning I 
believe, sir. 


Mr. Brann: I know it was, I got one when I heard Dr. Chapman referring to 
15 
Mr. MAcKAsEy: What is the heading of the one you did not get? 


Mr. Howe (Hamilton South): “Summary of data on drugs, Food and Drug 
Directorate”. I have just received it. What page are we on so that I can join in 
this discussion. 


Mr. CHAPMAN: If you look at the heading “(Comparative Survey of quality of 
Brand name and generic drugs, Domestic and Imported, 1965’, and also look at 
page 2 of the “Summary and data on drugs, Food and Drug Directorate”, you 
will see that these two statements are related. Now, as Mr. Mackasey has pointed 
out, per cent unsatisfactory brand name was 8.1 per cent of the domestic, and 
12.4 per cent generic, both domestic. If you take both domestic and imported, the 
percentages unsatisfactory are brand names 8.6 per cent, and generic 11.8 per 
cent. 


Mr. MackaseEy: Dr. Chapman, this is very misleading because you have not 
made any correlation between the brand imported and brand domestic. Are they 
identical brands? 
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Mr. CuapMan: No, sir; I would not expect that they would be. 
Mr. Mackasey: Then, these figures on page 2 do not really mean anything. 
Mr. Branp: I can answer that by pointing out that you have on your list 


such things as Ideal Syringes and I am curious to know how a patient would 
take them. 


Mr. CHAPMAN: Well, we are moving on again to another table. I wonder if 
there are any further questions. 


Mr. Brann: It is still relating to the same figures though, doctor. 
Mr. CHAPMAN: No, sir. 


Mr. BRAND: Well if they are not Iam very surprised they are included in the 
same group. 

Mr. CuapMAN: There is not necessarily any relation between the table 
“Comparative Survey of Quality of Brand Name and Generic Drugs, Domestic 
and Imported, 1965” and the one labelled ‘Drugs analysed for Department of 
Veterans Affairs’. May I go on to the next table? 

“Drugs Analyzed for Department of Veterans Affairs, 1965 and 1966”. 
These data were obtained on 72 samples of drugs analyzed in 1965 and to 
September, 1966 in the laboratories of the Directorate at the request of 
the Department of Veterans Affairs. One sample only was found to be 
unsatisfactory, a lot of chlorpromazine hydrochloride tablets manufac- 
tured by Bell-Craig Pharmaceuticals, Toronto. The tablets were found to 
contain from 109.1 to 113.5 per cent of the declared amount of chlor- 
promazine hydrochloride. This lot was returned to the firm and placed 
under seizure by the Directorate. 


Now, I think, if you will look down this list, most of these were produced by 
what has previously, at least, been referred to as the generic drug firms. 
Mr. BRaNnpD: How do you justify your statement on page 4: 
There does not appear to be any significant difference between drugs sold 
under a generic name and those sold under a brand name— 
—in view of your statement on the bottom of page 2. 
Mr. CHAPMAN: My statement on page 4 refers to all the information that 
appears in all these tables, and all the information that we have available to us. 
Mr. Branp: Have you correlated this, by the way, doctor, recognizing the 
fact that about 85 per cent of the drugs sold in Canada are produced by the 
so-called brand name houses, such as the Pharmaceutical Manufacturers Asso- 
ciation, and only 15 per cent produced by the generic houses. Have you 
correlated this to obtain the percentage which was unsatisfactory, from the 
PMAC group or from the generic house group? And if not why have you not? 
Mr. CHAPMAN: I am not at all sure that the 85 per cent refers to the number 
of drugs on the market. 
Mr. BRAND: That has certainly been the evidence that we have had before 
this Committee. 


Mr. CHAPMAN: The number of drugs or the volume of drugs? 
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Mr. BRAND: Volume, I do not think there is really much difference between 
volume and number, unless you are referring to variety. 


Mr. CHAPMAN: Well, nevertheless, there is not the slightest doubt that out of 
72 samples—I do not believe that there are any members of the PMAC on this 
list. Is this correct? On the list “Drugs Analyzed for Department of Veterans 
Affairs”? In any event— 


Mr. Branp: I am pretty sure that is true since they have already given us 
evidence that they buy mostly from generic houses. 


Mr. CHAPMAN: I beg your pardon, Dr. Brand? 


Mr. Branp: Officials from the Department of Veterans Affairs have already 
given evidence that they buy mostly from generic house, or buy generic names. 


Mr. CHAPMAN: The point I am making is that out of 72 samples only one was 
found to be unsatisfactory. This was slightly high, and these were all generic 
drugs. So this particular piece of evidence would indicate the generic drugs were 
of a reasonably good quality. 


Mr. BRAND: Well, then, as a scientist, which I presume you are, Doctor, since 
you have not examined at the DVA any of those sold under a brand name, how 
can you presume they are exactly the same? How can you make a presumption 
like this when all you have examined are those, by your own evidence, from 
firms which sell under a generic name. I am curious to know how, scientifically 
speaking, you make an assumption like this. 

Mr. CHAPMAN: I have made this assumption, Dr. Brand, as I have already 
indicated, on the basis of all the information available to us. 

Mr. BRAND: You have already denied me the privilege of bringing in 
appendix II under this, Dr. Chapman, I do not see any reason why I cannot 
confine myself to what you confine me to, and that is Appendix II, which has no 
brand name manufacturers in it. You make the statements on page 4, that: 

There does not appear to be any significant difference between drugs sold 
under a generic name and those sold under a brand name. 

And yet you have made no comparison of those sold under brand names. 
How, in the name of goodness, can you come up with this regulation when, 
on your own admission, you have not even examined them? 

The CHAIRMAN: There seems to be some misinterpretation here. 

Mr. Branp: Not on my part, sir. 

The CHAIRMAN: Well, then on my part. 

Mr. BRAND: I am sorry for you, sir, but— 

The CHAIRMAN: Dr. Chapman is referring to some examinations that were 
done of generic brands. He admits that they did not, under that sample— 

Mr. BRAND: Oh, I agree. 

The CHAIRMAN: —test others; but they have tested the others. 

Mr. Branp: Ah! Just a moment; we will go into those later. 


Mr. HOLueETT: All right. 
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Mr. BrANpD: If you want me to bring in things like the syringes that you 
examined, and things of this nature, as part of your estimate of what drugs are 
or are not valuable, or do not meet specifications, I will be happy to do so. But as 
I recall it, it was pointed out to me a few minutes ago that I should not do this. 


Mr. CHAPMAN: I am sorry, Dr. Brand; this was not my intention. All that I 
wished to do was discuss these one at a time. You will note at the bottom of page 
3 of my summary: 

The following conclusions can be drawn from the data shown in 
appendices I to V. 


Now, if I might be permitted to discuss these appendices one at a time, and 
then— 


Mr. BRAND: You cannot, can you? With all due respect, Dr. Chapman, how 
can you discuss them one at a time if you are going to draw conclusions from all 
five? Surely, I should be able to ask questions relating to tables I to V. 


Mr. Mackasey: Might it help, Dr. Chapman, if I suggest that possibly page 4 
should have appeared at the back of appendix V? 


Mr. BRAND: This is right. 


Mr. MAcKASEY: This would eliminate the confusion. I think you are right; 
we are both right, at least Dr. Brand is right. The conclusion on page 4, as you 
have mentioned, is: 

The following conclusions can be drawn from the data shown in 
appendices I to V. ; 


But you have it shoved in here, at the end of your collating, at the end of, I 
think, appendix I; this, I think, was Dr. Brand’s meaning. If sheet number 4 
appeared right at the back, you could argue the point on an equal basis; this is 
all it is, I think. 


Mr. CHapman: I am sorry, Mr. Chairman, the problem was that we were 
simply asked—the Food and Drug Directorate were asked—to appear before this 
Committee to answer questions. We did not know what those questions were 
going to be. We had to get together as much information as we could in order 
that we could present it to you if you wished to discuss the information that we 
had in our files. 

Now, Dr. Brand, I thought that you were referring to my statement in the 
document entitled “Summary of Data on Drugs, Food and Drug Directorate”. 


Mr. BRAND: I am. 


Mr. CHAPMAN: Which reads at the bottom of page 3: 
The following conclusions can be drawn from the data shown in 
appendices I to V. 


Then the first under (I): 

There does not appear to be any significant difference between drugs 
sold under generic name and those sold under a brand name. Similarly 
imported drugs appeared to be of the same general quality as domestic 
production. 


Now, that was based on all the information that was included in appendices 
I to V. 
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Mr. Branp: All right; I will accept that. 
The CHAIRMAN: Can we go down and just review the appendices one at a 
time and then come back to the conclusions? Appendix I,— 


Mr. Brann: I hate to point out that it is very difficult for me to follow what 
you mean by appendices I to V when they are not numbered as such. This has 
been part of the confusion that has been resulting. 


Mr. CHAPMAN: Would you like me to designate these with numbers? Again, 
you see, I did not know whether these were going to be submitted as evidence, 
and therefore I could not number them. Would that help, then? 


Mr. BRAND: Yes. 


Mr. CHAPMAN: “‘Comparative Survey of Quality of Brand Name and Generic 
Drugs, Domestic and Imported, 1965”; Appendix I. “Drugs analyzed for De- 
partment of Veterans Affairs’; Appendix II. ‘‘Drug Recalls involving Food and 
Drug Directorate, June 1965 to January 1967;” Appendix III. ‘‘Convictions 
registered against drug manufacturers, 1963 to 1966’; Appendix IV. 


The CHAIRMAN: And Appendix V is labelled. 

Mr. CHAPMAN: Yes. 

The CHAIRMAN: Shall we go back, and then go on to the summary? 
Mr. BRAND: This covers all five appendices? 


Mr. CHAPMAN: That is correct. Then there is a summary of data on drugs in 
which I have referred to each one of these appendices. Now, could I ask, Mr. 
Chairman, if there are any further questions about Appendix I? 


Mr. BRAND: Yes, as a matter of fact there is, Mr. Chairman. 
The CHAIRMAN: Fine. 


Mr. Branp: It includes your summary, where you draw conclusions from 
appendices I to V. At the top of page 4, you say: 


There does not appear to be any significant difference between drugs 
sold under a generic name and those sold under a brand name. 


What are you talking about, a chemical difference, or a physical and chemi- 
cal difference, or a therapeutic difference, or what kind of difference? In other 
words, let us be specific. 


The CHAIRMAN: Excuse me, are we not getting back into the same problem 
again? You are back into the summary. Can we not go through and take the 
appendices individually and then come to the summary where he sums them all 
up. I think we are getting back into the same problem we got into before. 


Mr. BRAND: Well, maybe we are. 


Mr. CHAPMAN: I can say, Dr. Brand, that the information in appendix I, is 
strictly physico-chemical. 


Mr. Mackasry: Could I ask a supplementary question, Mr. Chairman? 
The CHAIRMAN: Yes. 


Mr. Mackasey: It is fair to presume that, on the analysis of appendix I 
exclusively, it would be premature to come to the conclusion that appeared at 
the top of page 4, on that appendix alone. 


Jan. 26, 1967 DRUG COSTS AND PRICES 2037 


Mr. CHAPMAN: I would say so. 


Mr. MacxkaseEy: That is fine, I think that is what Dr. Brand really wanted to 
know. 


Mr. Brann: Yes, that is what I was getting at, but also I am getting at this 
point. Let us take an example which is not used here. Let us take calcium 
gluconate tablets which are a notorious one. They are sold across the counter in 
every drugstore in Canada. I think it is well known to Dr. Chapman and the 
members of the Food and Drug Directorate that some of these tablets do not 
dissolve in the bowel at all, and, in fact, can be seen on X-ray as little lumps of 
cement which pass right ‘through into the excreta with no difficulty; whereas 
there are others which dissolve. Yet they both have the same chemical composi- 
tion; is that not correct? 


Mr. CHAPMAN: The data included here, included not only potency, but also 
disintegration, in most instances. 


Mr. BrAnp: In most instances, but not all? 


Mr. Cuapman: I could not say that disintegration was carried out on all 
these samples; but I think in most instances. 


Mr. Branp: Do you not think it would be fair to say there is no significant 
chemical difference, but in most instances there is a rate of disintegration 
difference among drugs sold. I want to be accurate there. 


Mr. CuHAapmMan: I think regardless of therapeutic effect— 
Mr. Branp: Put that in parenthesis if you like. 


Mr. CuHapman: Yes, we are talking about potency, variability, and disinte- 
gration time. 


Mr. Howe (Hamilton South): Mr. Chairman, could this not all be summed 
up in the words “therapeutic effect’? 


Mr. CHAPMAN: Not really. 


Mr. HowE (Hamilton South): Not really? Well, I do not see why not. The 
physico-chemical, disintegration availability of the drug, and its potency, pro- 
duce the therapeutic effect that you want from a drug; would that not sum it all 
up? 

Mr. Brann: I can produce a considerable amount of evidence to show this is 
not necessarily true. I think Dr. Chapman well recalls the matter of erythromy- 
cin when it was first brought out. There were two separate products, both by 
reputable companies. One was not usable because of the gastric irritation ensu- 
ing in the patients in the use of this drug; and it was due, not at all to the 
chemical composition or the rate of disintegration; but was due, insfacteatio: the 
manner in which it was compounded and the coating produced on the pills. Is 
this not correct? If you like I will give you the paper which deals with this. 


Mr. Howe (Hamilton South): Thereby decreasing the therapeutic effect; is 
that still not a portion of the therapeutic effect? 


Mr. BRAND: Yes, but you can see what I mean. The chemical and disintegra- 
tion would be the same, and yet the therapeutic effect was entirely different; 
that is what I am getting at. 
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Mr. CHAPMAN: That is why I said: Not necessarily. 


Mr. Brann: So this gives a false impression. Would you not agree Dr. 
Chapman? The impression I get’ from this—and I am sure every other doctor in 
Canada will—is that brand names and generic names are equal and therefore 
you should buy the cheapest possible, regardless, because they have received the 
blessing of the Food and Drug Directorate—the director himself. 


Mr. CHAPMAN: All I can say is that I would anticipate that the physician is 
going to use his own judgment in regard to this matter. 


Mr. BRAND: The physicians, as you know, are busy people, and they are not 
supermen—they never pretend to be. They look to authoritative—and I hate to 
admit that this is true—governmental sources as a means of something to grasp 
onto that they can use as a guideline. Do you think this could, perhaps, be 
slightly misleading in this regard? I have another half hour of questioning along 
this line, if you like. 

Mr. Cuapmawn: No, thank you. 

Mr. BRAND: Do you see what I am getting at, doctor? 

Mr. CHAPMAN: Yes; I have no reason to change my mind. 


Mr. Branp: I do not think you know your own strength. The Food and Drug 
Directorate in Canada is considered—and rightly so, I believe—a very excellent 
group who do an excellent job, and whose results, and whose comments, are to 
be looked at with not only interest but with awe, to a certain degree, and 
certainly with respect. Do you not think it is incumbent upon the Food and Drug 
Directorate, therefore, to be most careful in the manner in which they make 
statements? 


Mr. CHAPMAN: I certainly agree with that. 

Mr. Hower (Hamilton South): Mr. Chairman, may I interject, with Dr. 
Brand’s permission? 

Mr. BRAND: Be my guest. 


Mr. Howe (Hamilton South): I hate to take away from your time, if we are 
being timed on this. With proper control by the Food and Drug Directorate, 
would you say that generic drugs could be just as satisfactory as far as 
therapeutic use in the doctors’ hands is concerned, and much less expensive to 
the patients? 


Mr. CHAPMAN: I would not wish to make that statement. 


Mr. Howe (Hamilton South): I made the statement; I am just asking if you 
agree. 


Mr. CHAPMAN: Well, I simply would not put it in those terms. I think we 
should stick to the evidence that we have in appendix I, which is based on a 
laboratory examination of potency, variability, and disintegration time. Now, we 
do know that in most instances, the product which is satisfactory in all these 
respects will also have the desired therapeutic effect; but there are exceptions. 


Mr. Branp: I do not wish to make too blanket a statement about this. For 
example, I did make the statement, I believe, on volume of sales anyway, 
regardless of what other criteria you would use; the brand name manufacturers 
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sell 85 per cent of the drugs in Canada; I think the Chairman will bear me out on 
this. 


The CHAIRMAN: Yes, definitely. 


Mr. Brann: Fifteen per cent of them come from the so-called generic houses. 
I did a little figuring over the recess, and I note from all your appendices 
here—and I find, Mr. Chairman, it is very difficult to deal with them 
separately—that two thirds of the recalls were from that 15 per cent. Fifty per 
cent of the health hazards you notice, were in the 15 per cent, and 92 per cent of 
the convictions were in that 15 per cent. On the basis of this, to read your 
conclusion based on I to V, naturally I find myself wondering a little if in reality 
you mean exactly what you say in those words. 

Mr. CHAPMAN: I have no reason to change my statement, Mr. Chairman. 

The CHAIRMAN: Fine. I am going to ask— 


Mr. ForRESTALL: I would like to ask a question, Mr. Chairman, if a layman 
is permitted to. 


The CHAIRMAN: Most certainly. 
Mr. MackaseEy: I wanted to ask a question— 
Mr. ForRRESTALL: I wanted to ask a supplementary first. 


Mr. MackKaseEy: I am sorry, I thought you had switched; go ahead Mr. 
Forrestall. 

Mr. FoORRESTALL: Thank you very much, Mr. Mackasey. May I, Mr. Chair- 
man? 

The CHAIRMAN: Perhaps Dr. Brand and Dr. Howe would like to get together 
and have a separate meeting afterwards and argue this out. 

Mr. BRAND: Well, I am not arguing with anybody, Mr. Chairman. 

Mr. Howe (Hamilton South): No, not at all. 

Mr. BrAnp: Dr. Howe can speak for himself. 


Mr. FORRESTALL: I just wanted to look, Dr. Chapman, if I could for a 
moment, at your imported figures. This is on your appendix I, where you have 
asked us not to draw any firm conclusions because the total number of samples 
used is relatively low. 

Mr. CHAPMAN: Yes. 


Mr. FoRRESTALL: Why did you include it? Was it what was immediately at 
hand for you? 

Mr. CHAPMAN: No, these were all the figures we had on these groups of 
imported drugs from 1965. We have been criticized, and I quote: 

We have been accused of remaining silent on drug quality or at the 
best, tending to generalize and thus confuse further an already confused 
situation. 

If I had not come forward with the evidence we have this accusation could 
certainly have been levelled at us again. I simply brought forward all the 
evidence we have. 
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Mr. FoRRESTALL: That is fine, and this is what I am getting at. I would like to 
follow this along a little further and then I turn you back to Dr. Brand for a 
further supplementary. What you are suggesting by your caution to us is that if, 
for example, the total amount imported under brand names had reached 400 or 
500, that would have been a satisfactory number of samples upon which we 
might, as a Committee, have based a firm conclusion? 

Mr. CHAPMAN: I think the comparison then certainly would have been much 
more significant. 

Mr. FORRESTALL: That would then hold true with all of your statistics? 

Mr. CHAPMAN: It would certainly be much more significant. 

Mr. FORRESTALL: That is fine. 

Mr. Mackasey: I would like to clarify Dr. Brand’s last point and I apologize 
to him if I did not quite seize the significance of his calculations—I think he 
mentioned, for instance—and in this instance I am the devil’s advocate for the 
generic firms, and I have to admit it but based only on that last statement, which 
I think is a little misleading. I think you asked Dr. Chapman whether 90 per 
cent of the convictions came from 15 per cent of the drug suppliers in Canada. 
Am I right in that? 

Mr. BRAND: Yes. 

Mr. MAcKASEY: But is this not the wrong base? Would it not be fair to say 
that although they may be 15 per cent of the drugs manufactured in Canada, 
they may be a majority per cent of the drugs supplied to the Department of 
Defence Production, which Dr. Chapman is talking about? 

Mr. Branp: That is probably a good statement, Mr. Mackasey, but I— 

Mr. MackAsgy: It is not a statement; it is a question, Dr. Chapman. 

Mr. CHAPMAN: No, sir; I am talking about all drugs that we have examined. 

Mr. Mackasey: Is the relationship of the drugs that you have examined 85 
to 15? The PMAC, in their brief, quite accurately say that they manufacture 85 
per cent of the drugs in Canada. Dr. Brand has then jumped to the conclusion 
that 90 per cent of your convictions came from the 15 per cent. I may be wrong in 
saying 90 per cent. 

Mr. Branp: It is close enough. 

Mr. Mackasry: This is the point I am trying to clarify: Is this a true base, 
statistically? In other words, is the number of samples which you have tested in 
the 85 to 15 proportion, or, in fairness to the generics, were there more generic 
firms tested than brand name firms? 

Mr. CHAPMAN: No. You will notice in the first column of the table on 
Appendix I there were 459 samples which were sold under a brand name and 426 
sold under a generic name. 


Mr. MAcKASgey: I had better get my table. 
Mr. CHAPMAN: It is Appendix I, page 2. 


The CHAIRMAN: I hate to make things more confused, but I think we should 
also remember that there are firms which sell under brand names, which are not 
members of the PMAC. 
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Mr. MacKAseEy: Yes, this is true, and it is unfair to the PMAC, but the brand 
names within the PMAC do represent 85 per cent. Was the relationship in 
Canada generally between manufacturers brand or PMAC members, considered 
to be 85 to 15? The sampling here is fairly close to 50-50. 


Mr. CHAPMAN: Yes. 


Mr. Macxasgsy: This is the point, therefore. It is not true, in a sense, to say 
that it is 90 per cent of 15. That is the point I am trying to make. 


Mr. Branp: Mr. Chairman, I am merely taking the figures, which were 
presented by Dr. Chapman in his submission and, if you add them up, I think 
you will find that—and then we have the figures which I worked out—92 per 
cent of the convictions were in that 15 per cent and two-thirds of the recalls, or 
662 of the recalls, were from, and 50 per cent of the health hazards were in that 
group which are, by Dr. Chapman’s definition, generic houses. 

Mr. CHAPMAN: I should like to point out, Dr. Brand, that the analytical 
survey was from 1965 and the convictions are from 1963 to 1966. You cannot 
compare these two figures. 

Mr. BRAND: But you are comparing them, sir. 

Mr. CHAPMAN: No, sir; I was not. 


Mr. BrRanb: Tell me something, Dr. Chapman. Did you have a statistician 
work on this, or was this done by members of your department, who are not 
statisticians? 

Mr. CHAPMAN: The material was collected by members of my staff. 

Mr. Branpb: Who are not statisticians? 


Mr. CHapMAN: They are not statisticians, and it does not take statisticians to 
collate data. 


Mr. BRAND: It most certainly does, sir, when you do it properly. I will take 
you back just a bit, if I may, since you brought the subject up. On page 13 of 
your brief you said: 

Minutes of Proceedings and Evidence No. 17—Brief submitted by the 
Consumers Association of Canada,... twenty-three brands of phenyl- 
butazone tablets were tested for potency... 

You quoted this from the Consumers Association of Canada. And you come 
to the conclusion that you were unable to confirm Dr. Pernarowski’s results and 
therefore cannot agree with this conclusion. Can you name me one competent 
statistician who would agree that when you test one brand out of 23 that you can 
come to any reasonable conclusion about a series which was done on 23 brands. 
Can you, as a scientist? 


Mr. CHAPMAN: I do not follow your question. 


Mr. BRAND: You should be able to. Dr. Pernarowski examined 23 brands of 
phenylbutazone. That is correct, is it not? 


Mr. CHAPMAN: Correct. 


Mr. Branp: Your department examined one of those brands and found it to 
be satisfactory on a different lot of that drug, which you admitted, and yet you 
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come to conclusions on Dr. Pernarowski’s paper when all you have examined is 
one out of 23. How in the name of goodness can you do this. 


Mr. CHAPMAN: There is a misunderstanding. 
Mr. BRaAnp: There certainly must be, doctor. 


Mr. CHAPMAN: There was no indication, of course, in the brief presented by 
the Consumers Association of Canada as to the manufacturers of these brands. 
However,— 


Mr. BRAND: You said there was. 
The CHAIRMAN: Let Dr. Chapman finish. 
Mr. BRAND: I am sorry. 


Mr. CHAPMAN: —I talked to Dr. Pernarowski on three occasions and he was 
kind enough to give me the names of the three brands which he felt would be in 
violation of our requirements. We got samples of these brands. Two of them 
were products which Dr. Pernarowski stated assayed less than 95 per cent 
potency. The third one Dr. Pernarowski stated did not meet the disintegration 
time of 60 minutes. The two products which Dr. Pernarowski named, which he 
said had assayed less than 95 per cent, were no longer on the market; therefore, 
we could not obtain samples of those two products. 

Now, the third product, which Dr. Pernarowski indicated might be in 
violation of our regulations, was the one product which did not meet the 
disintegration time of 60 minutes. We went to the same firm and we obtained 
a sample of current production. We analyzed this in our laboratory and we 
found that it had a potency of 102.3 per cent and disintegrated in 38 minutes. 
Therefore, our results did not confirm those of Dr. Pernarowski on the same 
company’s product, but the analyses were not carried out on the same lot. 

In summary, I can only say that we were unable to confirm Dr. Pernarow- 
ski’s results and, therefore, cannot agree with his conclusions. I will stick to that 
conclusion. 


Mr. Branpb: Could I qualify it for you, doctor, since obviously you are off in 
left field. As far as that one particular drug you examined is concerned, you 
cannot confirm his findings. Would that satisfy you? I mean, after all, if his 
findings are wrong with regard to this one drug, what is there to say he is not 
wrong with regard to the other 20 that you did not even attempt to examine. I 
admit that you attempted to examine the two that are no longer on the market. 


Mr. CHAPMAN: We did not. 
Mr. BRAND: Do you follow what I am getting at? 


Mr. CHAPMAN: The conclusion that he drew was one was that faulty enough 
to constitute an absolute hazard to health. 


Mr. Branp: If he is wrong in that, could he not be wrong in saying that the 
others are all right? 


Mr. CHAPMAN: He could be. 


Mr. Branp: Of course, he could. Therefore, as a scientist, how can you make 
a statement like that? You could not publish one like that in a scientific journal 
and get away with it, and you know it. 
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The CHAIRMAN: I am losing the drift of your questioning. 


Mr. BRAND: I am sorry you are, doctor, and I wish you would pay more 
attention. 


The CHAIRMAN: I am listening very carefully. 


Mr. BRAND: Well, when you have 23 drugs—and I will explain it very 
slowly—which are examined by a group— 

The CHAIRMAN: My point is: What has this got to do with Dr. Chapman and 
the other 20? 

Mr. BRAND: It has a great deal to do with the conclusions Dr. Chapman and 
his group have made in his brief to this Committee. I do not see, how in all 
honesty, we can accept one if we cannot accept all of them. Really, Mr. Chair- 
man, let us be honest about this. If he is going to make statements in his brief, he 
should be able to back them up, or he should not make them in the first place 
and this is all I am getting at. 

Mr. CHAPMAN: And I am contending, Dr. Brand, that we have backed up the 
statements that I have made. 


Mr. BRAND: Yet you admit that you did not examine the other ones in his 


brief and you make comments on his whole paper. It might interest you to know, 
Dr. Chapman— 


Mr. CHAPMAN: I beg your pardon, Dr. Brand. 

Mr. BRAND: —that on December 1, 1966, in the minutes of this Committee, 
Mr. Allmark who is the Assistant Director General of Drugs made this state- 
ment: 

The CHAIRMAN: He is in attendance. 


Mr. Branp: I asked this question of Mr. Allmark: “Have you been testing 
any phenylbutazone? Now, according to Dr. Chapman, I want to point out that 
you have tested the one’. Mr. Allmark said this: 

Yes; over the years we have tested many lots of phenylbutazone. I 
cannot give you the exact numbers because I have not got them here. 

There have been some brands that have been unsatisfactory, but 
there have been many, many of them that have been satisfactory. 


Although I realize that probably the brand that is unsatisfactory this eve- 
ning has more to do with people than with drugs, but from this I would assume 
that you have examined more than one brand of phenylbutazone. Where are 
your results on these, Dr. Chapman? 


Mr. CHAPMAN: We would be pleased to table the results of all samples of 
phenylbutazone that we have examined over whatever period of years the 
Committee would like us to do so. 


Mr. BRAND: I would be very pleased to see them, because if you find there 
are brands which are unsatisfactory, perhaps it will be more in keeping with 
some of the findings of Dr. Pernarowski’s paper. I am not here to protect Dr. 
Pernarowski, but I am here to protect a little scientific purity in some of your 
statements. 
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Mr. CHAPMAN: Let me read to the Committee again the statement which was 
made by Dr. Pernarowski at page 13: 
Twenty-three brands of phenylbutazone tablets were tested for po- 
tency, content uniformity, disintegration and dissolution characteristics. 


That is a plain statement of fact and there is no opinion or conclusion 
involved. He then goes on to say: 

Five, or 21.7 per cent, failed to meet existing specification. Three 
others were classified by the researcher as unsatisfactory. One was faulty 
enough (the product delivered little phenylbutazone to the blood) to 
constitute an absolute hazard to health. 


Now, since I was personally acquainted with Dr. Pernarowski; he was a 
former member of our staff, I discussed this with him on three separate occa- 
sions. He was kind enough to tell me that there were only three actually, out of 
those that he considered to be unsatisfactory, that might be in violation of our 
requirements. He gave me the names of these three brands. It would seem 
obvious then that in order to determine whether or not we could confirm Dr. 
Pernarowski’s results that we should attempt to get those three brands. As a 
matter of fact, Dr. Pernarowski suggested that if we were going to check these 
out, these would be the three he would suggest that we examine. We attempted 
to get those three brands, but we found that two of them were no longer on the 
market, therefore, we could not get them. However, we were able to get the one 
which was manufactured by the firm which was described by Dr. Pernarowski 
as: “One was faulty enough to constitute an absolute hazard to health.” 

We did not have the same lot number as Dr. Pernarowski, but we did get a 
sample of current production. When we examined that, we found that it was 
satisfactory. On this basis, I think I am perfectly justified, as a scientist, in 
saying that we were unable to confirm Dr. Pernarowski’s results and, therefore, 
cannot agree with his conclusions. 


Mr. MAcKASEY: Dr. Chapman— 


Mr. MAcLEAN (Queens): Pardon me, Mr. Chairman. I agree with the first 
part of the doctor’s statement but I do not agree with the second part. How can 
you possibly say that. What you have proven is that the drugs, regarding which 
Dr. Pernarowski had doubts, are no longer on the market or else the company 
manufacturing that particular type of drug has improved its standards so that 
what they are now manufacturing meets your requirements. But you have done 
nothing, as I understand your statement, to either confirm or deny the accuracy 
of Dr. Pernarowski’s work. 


Mr. CHAPMAN: I would not for a moment question the results Dr. Per- 
narowski obtained. 


Mr. MacLEAn (Queens): But you say that you have been unable—what was 
that term you used— 


Mr. CHAPMAN: To confirm his results. 
Mr. MacLean (Queens): Confirm his results. 


Mr. CHAPMAN: To reproduce them would probably be a better term; re- 
produce his results or confirm them. 
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Mr. MacLean (Queens): All right. You did not actually—I mean there was 
no opportunity to try to run a test. 


Mr. CHAPMAN: We were certainly unable to confirm them; we could not 
even get the samples. 


Mr. MAcLEAN (Queens): But you could not disagree with them either. You 
had no evidence whatsoever to disagree with anything he said. 


Mr. MAcKASEY: Dr. Chapman, would not your conclusions be more logical, 
along the lines which Mr. MacLean has brought out, if you simply had said in 
summary: ‘We are pleased to note that in your analysis of the products of these 
particular firms indicate that they have now brought themselves up—if at any 
time they were not—to the standards that the officials in the Food and Drug 
Directorate feel is necessary.” 


Mr. CHAPMAN: In the case of the two that we could not examine I could 
hardly say that. But certainly with respect to the current production of the third 
one I would agree entirely with your statements. 


Mr. MacKASEy: In other words, as Mr. MacLean has so aptly pointed out, 
you have done Canadians a service by investigating the conclusions of Dr. 
Pernarowski. You have done your duty as the guardian of our safety to make 
certain that the conditions which he pointed out did not continue or no longer 
exist. I think this is really more fundamental to the question of safety, whether 
the conclusions were accurate or inaccurate. I feel a lot better. that you have 
determined for my benefit that a situation which might have been unsafe has 
been rectified. 


The CHAIRMAN: Dr. Chapman, may I ask one question along the same line. 
You say you went back to the company and got samples. I have always under- 
stood that certain portions of each lot were put aside. Would it not have been 
possible for you to actually go back to the company and say: “We want a sample 
of lot No. 2,026?” I thought they kept a sample of each lot number on the shelf. 


Mr. CHAPMAN: Yes; I think certainly this is good pharmaceutical manufac- 
turing procedure. Dr. Pernarowski could not tell me where he obtained this 
sample that he analysed. 


The CHAIRMAN: Did it contain a lot number? 

Mr. CHAPMAN: I do not know; I did not have the lot number. 
Mr. BRAND: The analyses were actually done by Mr. Searl. 
Mr. CHAPMAN: Yes, that is correct. 

Mr. BRAND: You did not ask Mr. Searl where he got it? 


Mr. CHAPMAN: Dr. Pernarowski, of course, was directing this research. He 
was responsible for the studies— 


Mr. BRAND: You know as well as I do, doctor, that when you have a head of 
a department and you have several research projects going that always the head 
of the department sticks his name on it. In other words, actually the work may 
be done by the student in that particular group. Is not that correct? 
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Mr. CHAPMAN: That is quite correct. As I have acted as a director of research 
in university I am quite aware of this fact. Dr. Pernarowski indicated to me that 
he collected the samples. 


Mr. BRAND: Did he collect them from drugstores? 


Mr. CHapMan: Apparently some were obtained from drugstores. He simply 
said that he got them from whatever source he could. Some of them certainly 
were from drugstores. He did point out to me that he no longer had the 
capability, as he had when he was with the Food and Drug Directorate, to ask an 
inspector to go into a plant and pick up a sample of the drug. 

Mr. BRAND: So, in other words, he more likely got the drugs that the public 
would get and you got the drugs that the inspectors are likely to get. Is that 
correct. 


Mr. CHAPMAN: That is a potent point by the way: a very important one. 


The CHAIRMAN: I think this was mentioned this afternoon. The point was 
made that it might have been on the shelf for quite a long time. 


Mr. CHAPMAN: This is quite possible. 


Mr. Brann: I just want to ask you one more question at the moment. I 
might want to ask more but I would just like to ask one and it is this: Are you 
familiar with the study done by Williams, Meister and Florsheim in the Journal 
of Pharmaceutical Sciences in 1963 in which they examined 62 samples of 
thyroid tablets and found only 44 were found to be biologically or clinically 
effective? 


Mr. CHAPMAN: No, I was not aware of that. 
Mr. BRAND: Have you done any samples of thyroid tablets in this country? 
Mr. ALLMARK: Dr. Brand, is this the United States report? 


Mr. Branp: Yes. I have heard some laudatory comments about the Food and 
Drug Administration today so naturally I brought them into it. 


Mr. ALLMARK: I know a little about this situation. Actually these were 
contaminated samples. I believe the inactivity was due to the presence of 
iodinated protein. 


Mr. BRAND: I beg your pardon? 

Mr. ALLMARK: The inactivity of the sample was due to the presence of 
iodinated protein. 

Mr. BRAND: Whatever that is. But they were still inactive and they were on 
the market? 

Mr. ALLMARK: Yes, they were. 


Mr. BranD: What I want to know, of course, is: Does this situation occur in 
Canada? 


Mr. ALLMAaRK: Not that Iam aware of. 
Mr. BRAND: Have you done any studies to prove or disprove this? 


Mr. ALLMARK: This happened about 1963. Yes; we were aware of this at the 
time and actually we did examine thyroid on the Canadian market and there was 
none of this material on the Canadian market at that time. 
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Mr. BRAND: You examined all those that were available to the consumer or 
just an occasional one? 


Mr. ALLMARK: We examined, let us say, representative samples that our 
research laboratory had already picked up at that time. 


Mr. BRAND: From every company that was selling thyroid on the Canadian 
market. 


Mr. ALLMARK: Now, I am speaking from memory. I would not say every 
sample. 


Mr. BRAND: The point I am getting at, of course, seems quite clear. If some of 
these are on the market right now, it is not a very good situation is it? I am not 
blaming the Food and Drug Directorate. I realize your limitations of personnel 
and the excellent job you are doing with the personnel you have. I think it is 
emphasized—if I may say so—in your brief when you point out the projections 
necessary for increase in staff in order for you to do an adequate job. I can only 
say that I am distressed that the Treasury Board did not feel that the health of 
Canadians was more important than the money which is going to be expended in 
this regard. I think at the moment, Mr. Chairman, I had better shut up and let 
somebody else have some time. 


The CHarrMan: Are there any other questions on Appendix No. 1? 


_ Mr. Macxasey: Mr. Chairman, I have to rediscover it because I do not want 
to get into an argument again. 

The CHAIRMAN: You have to what? 

Mr. Macxasey: I just want to rediscover it. 

The CHAIRMAN: As Chairman may I ask this. In your total down at the 
bottom you have “All Samples”—973. “Unsatisfactory” —101. Unsatisfactory 10 
per cent. That sounds like a very high percentage of samples you tested if 10 per 
cent are unsatisfactory. 

Mr. Cuapman: No. This is not an exceptionally high percentage. For exam- 
ple, in the United States, the Food and Drug Administration carried out a study 
of some 2,600 generics and 2,000 brand name products using potency only as the 
quality standard and they found 7.8 per cent of the generic drugs were not of 
acceptable potency and 8.8 per cent of the brand name products tested below the 
acceptable limits. 

Mr. MackasEy: Dr. Chapman, this morning you mentioned—I think Dr. 
Howe mentioned the comparison among five firms—Smith Kline and French and 
several others and the question of potency came in. 

When you refer to these drugs—and again I apologize for my inability to 
remember either the generic name or the brand name—I think it seems to me 
that four of the five firms were using a different name and that only Gilbert was 
using the generic name. Am I right or wrong? 


Mr. CHAPMAN: No; all four were using a brand name. 


Mr. MacKasEy: What is the basic significance of brand and generic? Do the 
generic houses who are using brand names not qualify for the definition of a 
brand company? 
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Mr. CHAPMAN: This is the whole difficulty with attempting to differentiate 
between brand name and generic name drugs or brand name and generic name 
companies? 

Mr. MAcKASEy: Dr. Chapman, why are we trying? 

Mr. CHAPMAN: I am not trying. I would like very much to get away from it. 


Mr. MackasrEy: But in all fairness to us you do use this terminology 
throughout your brief— 


Mr. CHAPMAN: Yes. 


Mr. Mackasey: It subconsciously has crept into, I suppose, the English 
language. Perhaps innovators and copiers will be the next cycle. To me they are 
all part of the pharmaceutical industry and I am constantly concerned at our 
attempts to define and our interpretation of what is brand and what is generic. 
This puzzled me this morning and I would like to bring it up because Dr. Howe 
properly questioned the difference in efficiency or potency between a particular 
product. I cannot name the product but perhaps Dr. Howe could name it to help 
me out. When you were discussing the potency or the deviation from the base of 
100 per cent you mentioned five different names. Perhaps you did not; but 
perhaps the other doctor was kind enough to do it. He mentioned four out of the 
five. I think the fifth was the generic. You mentioned Stelazine, I think it was 
one. 


Mr. HoweE (Hamilton South): It is trifluoperazine. I was having a little 
trouble with it myself. 


Mr. MackAsgey: All right; trifluoperazine was mentioned just once in the 
five. 


Mr. CHAPMAN: Trifluoperazine is the generic name. 


Mr. MackAseEy: I know this. What I am really trying to get at is that even 
though we have fallen into the trap of saying that Paul Maney is a generic firm 
and Smith Kline and French is a brand company, when you go to buy the 
product, you are buying them under a brand name. You do not go in and ask for 
trifluoperazine nearly as often as you go in and ask for Stelazine or somebody 
else’s product—I do not remember who made it. How can we turn around—in all 
fairness to everybody concerned—and say that 90 per cent of the generics are 
bad or a study in the United States said that 50, 51 or 55 per cent of the tests 
proved that the brands were bad and only 37 per cent proved the generics were 
bad when nobody has been able to define to me the difference. This confuses me. 


Mr. CHAPMAN: Mr. Mackasey, I must agree heartily with you. This is 
absolutely the problem. Could I quote again from Deputy Commissioner Winton 
Rankin of the Food and Drug Administration. This is a quote from the food, drug 
and cosmetics report of October 17, 1966. He said, addressing the American 
College of Apothecaries Convention in Boston: 

Poor quality found in both generic and brand-name drugs clearly 
shows that “‘the furore over generic versus brand names does not come to 

. grips with one of the main issues. If a drug manufacturer cannot put out 

good drugs then he will have to get out of the drug business.” 
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This is exactly the way I feel and my officers in the Food and Drug 
Directorate feel. We are not concerned with brand name drugs or generic drugs 
or imported drugs or domestic drugs. We are concerned about the quality of 
the drugs which are on the Canadian market and available to the Canadian 
public. 


Mr. Mackasey: Dr. Chapman, I am back on Appendix 1. I do not want to say 
that I got away from it. If I were a doctor and I had 20 years of practice and 
found that the product of a particular manufacturer—we will say Smith Kline 
and French because their name has come up today—had proven time in and time 
out to be efficient, safe and so on, and has, in that particular doctor’s mind, 
created an impression, a logical impression, of safety, then, the doctor is fully 
right in continuing to prescribe that drug. It is equally true if a doctor, from 
years and years of experience, has found that the product of Paul Maney, in his 
opinion, represents integrity. But to start classifying firms as brand and generic, 
it seems to me, indicates that this committee unconsciously is putting a stigma on 
certain companies and a halo around others. I do not think this is the purpose of 
the Committee. 


I have the greatest respect for the big firms because I think from your 
statistics, their standard of quality in this country is second to none in the world. 
They have been the leaders and, if I was a so-called generic firm, and I am 
falling into the trap, I would want to follow their example. I do think that we 
will make more progress when we stop trying to analyse your statistics which 
fall into the very same trap. For instance, you were starting to quote United 
States figures about brand and generics, in all fairness, some of the brands— 
by my narrow definition and by the definition we have created—may actually be 
the trade name of generic houses. 


Mr. Howe (Hamilton South): Mr. Chairman, may I generalize here and just 
say that as a general rule the so-called brand names are drugs manufactured by 
that private club known as the PMAC group; whereas the generic names, 
roughly speaking, include all the others? 


Mr. CHAPMAN: Again, this is not the case because we know that many firms 
that are not members of the PMAC are putting out drug products under brand 
names. 


Mr. Howe (Hamilton South): Do you class them as such in your tables 
because there are not many firms left that manufacture drugs under strictly a 
generic name? The so-called generic firms are now naming or marking or 
identifying their drugs in some way, so you have a very, very small percentage. 
You must have an arbitrary division yourselves of generic firms that are manu- 
facturing brand names? 


Mr. CHapmMan: No, sir. I explained to the Committee how we divided these 
into brand name and generic name. This was the manner in which the particular 
product was sold, and was reported as such on the laboratory report. If the 
laboratory report read trifluoperazine it was listed here as a generic drug. If it 
was listed as Stelazine (trifluoperazine) it was listed as a brand name drug. Now, 
I could not agree more heartily with the statements that have been made about 
the difficulties of attempting to classify either drugs or firms on the basis of 
brand name and generic name. I think we should get away from this entirely. 
But our problem was the fact that there had been over a thousand pages of 
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testimony and every other page referred to generic drugs or brand name drugs. 
We were attempting somehow to make a comparison, as best we could from the 
data that we had available to us, of these two drugs. 


Mr. MAckKAsrEy: As Dr. Brand so aptly pointed out, you can get by in those 
thousand pages by using this terminology to distinguish between different 
groups of manufacturers; one perhaps is large and the other tiny. When you start 
trying to apply it to statistics it does not really have any validity. I do not think 
it had any validity, when you were discussing with Dr. Brand the rejects as 
well as the acceptances. It does not have any more validity when the PMAC said 
things about the generic. It does not have too much validity in the figures you 
are about to read out. Before the Chairman calls me out of order, which I think 
he is going to do, I take objection to Dr. Howe referring to the PMAC as a 
private club because this is the type of bias that this Committee does not need. I 
do not regard the PMAC as something unlawful or unworthy. I know— 


Mr. Howe (Hamilton South):I did not say they were unlawful or un- 
worthy, Mr. Chairman. 

Mr. Mackasry: —the description private club in this instance has a connota- 
tion that I do not think reflects the feeling of everybody on the Committee any 
more than remarks— 

Mr. Hower (Hamilton South): I am not trying to reflect the feeling of 
everybody on the Committee. 


Mr. MAckasrey: Then it would have been just as easy to refer to the PMAC 
not as a private club. You may be reflecting your own feelings in this case. 


Mr. Howe (Hamilton South): That is all I intended to do. 


Mr. Mackasey: I am refiecting mine when I say as far as I am concerned 
there will be much more progress if we get objective. 

Mr. O’KEEFE: May I ask a supplementary, just a short question. As a 
layman I am sort of lost here but it seems to me, Dr. Chapman, that we as a 
Committee are concerned with drug costs. 


Mr. CHAPMAN: Yes. 


Mr. O’KEEFE: We are not necessarily concerned with the purity, not that it is 
not important to drug costs. That is the purpose of this whole Committee. Now 
to me with respect to generic drug and the brand drug, one is a much more 
expensive issue of the same drug? Would that be a fair assumption? That so 
far as a generic name and a brand name are concerned one is normally much 
more expensive than the other? 


Mr. CHAPMAN: We in the Food and Drug Directorate are not concerned with 
this aspect of it. I know that there has been evidence presented to this Com- 
mittee to that effect. 


The CHAIRMAN: I should say not necessarily. Under your division of brand 
name and generic name, if this was a government tender you might find, for 
instance, that even though the contract was generic and was filled by a generic 
name the drug could actually be put out by a brand name company and sold as a 
brand name, right out of the same bottle almost. 
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Mr. O’KEEFE: The essential point, Mr. Chairman, is that it is cheaper, 
otherwise it would not be bought. So if Dr. Chapman reaches the conclusions 
that there does not appear to be any significant difference between drugs sold 
under a generic name and drugs sold under a brand name and if the generic 
brand is cheaper, then I suggest Dr. Chapman has made a very worth-while 
contribution to this Committee. 

The CHAIRMAN: I do not think that is a question. I think you have drawn a 
conclusion. 

Mr. Howe (Hamilton South): I see you are talking about brand names—Mr. 
Chairman— 

The CHAIRMAN: I would hope we are still talking about Appendix 1, so that 
we can dispose of it. 

Mr. Howe (Hamilton South): All right, this applies to it because we are 
talking about brand and generic names. It is true, too, that brand name PMAC 
houses also manufacture drugs under generic names and, likewise, sell them 
more cheaply also. Is that true? 

Mr. CHAPMAN: I believe that is the case but I certainly— 


Mr. Howe (Hamilton South): It was an unfair question in that I have in 
front of me— 


The CHAIRMAN: May I ask a question. Under the Food and Drugs Act each 
drug that goes out under a trade name has to contain the generic name as well? 


Mr. Howe (Hamilton South): No; this is not my point. 


The CHAIRMAN: That was the point I wanted to get clear. You are saying 
they sell them under generic only with no trade name on them at all? 

Mr. Howe (Hamilton South): That is right, yes, because Frosst make a 
Prednisone and Frosst is a member of the PMAC group, as I understand it, and 
they make a Prednisone which retails to a patient for $3.15 a hundred which is 
80 per cent less than the regular list price of the name brand Prednisone. 


The CHAIRMAN: But put out by another company? 
Mr. Howe (Hamilton South): Put out by another company, yes. 
The CHAIRMAN: Put out by Schering. 


Mr. Howe (Hamilton South): My point was that the PMAC group brand 
name houses are also in the generic drug business, so it does not necessarily 
mean that generic houses are of the small new or cheaper variety ordinarily. 

The CHAIRMAN: Yes; I am sorry, but your question implied that it was the 
same company that was putting out the same drug but under two different 
labels. 


Mr. Howe (Hamilton South): No; I am sorry, Mr. Chairman, that is not 
what I intended. 

Mr. FoRRESTALL: I just wanted to go back and finish up the little trend that 
started to develop. I am curious about these figures. It is my understanding, Dr. 
Chapman, from previous testimony that we manufacture a relatively small 
amount of the drugs we use here in Canada and I am wondering, as you have 
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seen fit—I know you pointed out these were all the drugs you happened to 
sample in 1965,— 


Mr. CHAPMAN: No sir. 


Mr. FORRESTALL:—all of the imported drugs you happened to sample. Why 
would you choose, or was it accidental, a comparatively small number of import- 
ed drugs when they constitute the vast majority of the drugs that are used and 
sold in Canada. 


Mr. CHapMAN: I think there are two areas of confusion here. First of all, 
these were not all the drugs we examined in 1965. We selected— 


Mr. FORRESTALL: I understood you to say that about the imported drugs. 


Mr. CHAPMAN: No, sir. We selected a number of different categories of drugs 
where these were both brand name and generic name drugs. Then we asked for 
all the laboratory reports in those categories and these are the results we got. 


Mr. FORRESTALL: Those are the results that came out. 
Mr. CHAPMAN: Yes. 
Mr. FORRESTALL: Well, these samples then have been heavily used drugs? 


Mr. CHAPMAN: The second point is this. It is my understanding that we do 
import a significant amount of drugs but these are bulk drugs rather than 
finished dosage forms and they are put into finished dosage form in Canada. 


Mr. FORRESTALL: Here in Canada. 
Mr. CHAPMAN: Yes. 


Mr. FORRESTALL: So some of them might have again fallen under the 
domestic terminology, or the tests of those particular samples, on the domestic 
side of your column here. 


Mr. CHAPMAN: If these were sold by a Canadian firm with a Canadian firm’s 
name on the package then, of course, this would come under domestic. 


Mr. FoRRESTALL: How many sample tests, for example, just roughly—I am 
not interested in details—might have been conducted on imported dosage form 
of foreign drugs during 1965? Would it be many hundreds or a couple of hundred 
or a thousand? 


Mr. CHAPMAN: No. Certainly it would not be that. The total number of drugs 
examined, including vitamins, in 1965 was 2,733 samples. Of these, 916 were 
vitamin preparations, or vitamin-mineral preparations, and 1,817 were other 
drugs. 


Mr. FORRESTALL: What percentage of those—I am sorry you might have said 
it at the outset of your remarks—would have been imported in dosage form, that 
total of 2,733? 


Mr. CHAPMAN: No, sir; that is the total number of samples exmined. I do not 
have the figures for the imported drugs here, other than the proportion that were 
in these particular categories given in Appendix 1. 


Mr. FORRESTALL: Then, my understanding of this table, so I can put it in its 
proper perspective, is that you took 20 samples and you turned to your files for 
the experience of tests that you had had during the current year or 1965. 
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Mr. CHAPMAN: We took 20 categories of drugs. 

Mr. FORRESTALL: For the testing area. 

Mr. CHAPMAN: And asked for all the reports on those 20 categories; 973 
cards came out which represented about 50 per cent of the total number of drugs 
examined. It was a little over 50 per cent of the total number of drugs examined 
in 1965. 

Mr. FoRRESTALL: I have on final question on this. Dr. Chapman, could you 
tell us how high the percentage of unsatisfactory test figures would have had to 
go before you became alarmed that, perhaps, something was amiss. Would it be 
20 per cent, 25 per cent or 15 per cent? You say that 10.4 is probably a fair run of 
the mill; what would be alarming? 


Mr. CHAPMAN: We like to keep this figure as low as we possibly can. We 
hope we could reduce this figure of 10.4. 


Mr. FoRRESTALL: You are not happy with the 10.4? 
Mr. CHAPMAN: No. 


Mr. ForRESTALL: It is acceptable having regard to all the facts but you 
would like to see it lower? 


Mr. CHAPMAN: Yes indeed. 
‘Mr. ForRESTALL: If it were 12 per cent or 15 per cent, would that scare you? 


Mr. CHAPMAN: This percentage of unsatisfactory samples tends to be a bit 
misleading. You have to look at the reasons why they are unsatisfatory. If there 
were a number of samples included in that and there was a significant increase in 
the number of samples that constituted a significant hazard to health we would 
certainly be very much concerned. 


Mr. FoRRESTALL: I would hope that if it was more than one per cent you 
would be concerned. 


Mr. CHAPMAN: Yes, indeed. 


Mr. FoRRESTALL: I am not disputing that; I am accepting the fact you have 
an awareness of all the things, but I was curious at what point you might feel 
there was that a balance or an imbalance was beginning to take place in the 
national picture. I do not necessarily say this is true; I just say that it could 
happen that 10.4 per cent of the drugs I bought last year were useless. I 
happened to be one of those people in Canda who spend $2,000 or $3,000 a year 
on drugs. 


Mr. CHAPMAN: Our results would indicate that this is not the case by any 
means. It simply means that 10.4 per cent of the drugs did not meet one or 
another of our categories, but this does not mean that the drug might not be 
effective. 


The CHAIRMAN: Are there any other questions on Appendix 1? 


Mr. MacLEAN (Queens): There are a couple of questions I would like to ask 
for clarification. In light of the statements you have just made, and for other 
reasons, it would seem to me that this table may to the layman convey too 
sweeping a conclusion, when you list as a result of the tests certain groups of 
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drugs as unsatisfactory and other groups as satisfactory. What this table really 
means, I take it, is that these SeUEe have met certain chemical criteria for which 
they were tested? 


Mr. CHAPMAN: That is correct. 


Mr. MAacLEAN (Queens): And that is as far as this table should go. There 
might be cases—I am a layman—where drugs would satisfactorily pass these 
tests and still not be an entirely satisfactory pharmaceutical. 


Mr. CHAPMAN: This is possible, but it would be unusual. 


Mr. MacLEAN (Queens): And conversely, even the term unsatisfactory 
might be a little strong in this case, as you just said these drugs may be 90 per 
cent effective or even more, and still be unsatisfactory as far as the criteria of 
these particular chemical tests were concerned. 


Mr. CHAPMAN: Our problem is that we have to put these drugs into one 
category or the other. We have to call them either satisfactory or unsatisfactory. 


Mr. MacLean (Queens): I agree. 


Mr. CHAPMAN: If they did not meet any of our requirements—in this 
particular group it was only a laboratory examination—no matter by whatever 
small an amount, it went into the unsatisfactory category. If they were very 
close, for example, if the lower potency limit was 95 per cent and the drug was 
94.5 per cent, it would still be listed as unsatisfactory, but we would not likely 
take any action at all in that case. We might check another sample. If we 
confirmed that it was again low, we would likely take this up with the company. 


Mr. MacLean (Queens): I have no criticism of the statements used in the 
context in which they were developed in the laboratory as far as the tests were 
concerned. My only observation is that perhaps these statements are a bit 
sweeping for the layman to digest and interpret properly, especially when you 
say that certain drugs, satisfactory. This indicates to the layman that these 
particular drugs have been given a stamp of approval, with no reservations 
whatsoever, by the Food and Drug Directorate, when actually all that this table 
proves is that these drugs satisfactorily met certain laboratory tests, which are 
required, it is true, but which may not be quite the entire picture. I am groping 
for information. 


Mr. CHAPMAN: Your statement is correct. 


Mr. MacLean (Queens): Although this is not so important, Mr. Forrestall, 
for example, just made that statement, am I to conclude that 10 per cent of the 
drugs I bought in the last year are useless. I think that would be a typical 
conclusion for the average person to arrive at if he found that he bought drugs, 
which you had categorized as unsatisfactory, when all you really prove is that it 
had fallen a little short of the criterion which is an arbitrary figure of potency, 
for example. 


Mr. CHAPMAN: I do not know how else, we can present our data. 


Mr. MAcLEAN (Queens): I do not think you could, except that maybe there 
should be an explanatory note if this is to appear. For example, to say that these 
drugs are satisfactory in meeting these criteria, instead of just a blanket state- 
ment that they are satisfactory. I admit it is a fine point— 
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Mr. CHAPMAN: I would quite agree with that. I did state that the data 
included results of laboratory analyses only. 


Mr. MacLean (Queens): Yes, but that is not on the table. 
Mr. CHapMaNn: No; but it is in my comments on the table. 
The CHAIRMAN: I should say that these tables are prepared by Dr. Chapman 


and his department for the use of this Committee and they were not necessarily 
for publication. 


Mr. MAcLEAN (Queens): They will be published after we have talked about 
them and I am just trying to make sure that the interpretation of what we are 
doing is properly made when the evidence is read by the general public. 


Mr. CHAPMAN: I sincerely hope that that is the case. 

The CHAIRMAN: I am sure we can count on the press media at the back to 
quote all these correctly. 

Mr. MacLean (Queens): I have other questions, but not with regard to 
this. 

The CHAIRMAN: Are there any other questions on Appendix I? 

Mr. BRAND: I presume this is Appendix I, the summary of data on drugs. 


The CHAIRMAN: No; it is the summary; Appendix I is the one on Compara- 
tive Survey of Quality of Brand Name and Generic Drugs. There are two 
headings, domestic and imported. 

Mr. Howe (Hamilton South): Would somebody number Dr Brand’s 
appendices so that he would have them straight. 

Mr. BRAND: Yes; that would be all right. I do not see very much here. 


The CHAIRMAN: You have no actual figure to give, instead of unsatisfactory 
position, hazardous percentage, or health— 


Mr. Branpb: Yes, I have in Appendix V. 
The CHAIRMAN: We will come to that shortly. 


Mr. Branp: My questions on appendix I would probably come under appen- 
dix V, because I can find more than five in the evidence you have given us. 


The CHAIRMAN: Perhaps, if everyone is content with appendix I, we can 
move to appendix II. This is Drugs Analyzed for Department of Veterans Affairs. 
I think that Dr. Chapman has already said that 72 samples were tested by his 
department for the Department of Veterans Affairs—drugs boutht on tender, 
that we can assume—out of that there was one unsatisfactory sample by Bell- 
Craig Pharmaceuticals, chlorpromazine 25 mg because it was overstrength, rath- 
er than— 


Mr. MackaSEy: Would it be not only unfair but misleading therefore, to say 
that since every one of these 75 were generic, and 74 out of the 75 passed, 99.9 of 
the 15 per cent meet a very high level of efficiency. 


Mr. CuHapman: It certainly would. That would be a misstatement. 


Mr. MacKaseEy: Exactly. 
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Mr. BRanpD: Let us clarify that. You said a high level of efficiency. What test 
did you use, Dr. Chapman? 


Mr. CHAPMAN: The words “high level of efficiency” were Mr. Mackasey’s. 


Mr. BRAND: You agreed, Dr. Chapman, unless I am wrong, by a nod of the 
head. Perhaps it did not mean that, but I assumed it did. 

Mr. CHAPMAN: I was agreeing with his conclusion that you should not 
conclude therefore that all generic drugs would be of this same quality; that only 
a little over one per cent might fall down in one or another of the categories of 
the tests that we applied. 


Mr. BRAND: On the small number that you tested that would be true. 
Mr. CHAPMAN: Yes. 


Mr. MAcLEAN (Queens): I have a question that I want to ask here; it is 
something that I am curious about. I know it is somewhat widening the scope of 
this particular appendix, but some of these are imported drugs, I take it, 
manufactured by Matthews & Wilson; that is in England. 


Mr. CHAPMAN: Yes. 


Mr. MacLean (Queens): In the case of drugs manufactured in Canada, 
certain standards have to be met by manufacturers in every stage of the 
manufacture, supervised by your inspectors. Theoretically, I suppose, and per- 
haps actually, a company might not meet your specifications in its methods of 
production and yet the final product would pass the test. 

Mr. CHAPMAN: Yes. 


Mr. MacLean (Queens): What knowledge do you have or what information 
do you receive about pharmaceuticals that are imported into Canada at some 
stage of their manufacture, even in the final dosage form. What do you know 
about the history prior to that, if anything? 


Mr. CHAPMAN: I read a statement into the record this morning, Mr. 
MacLean— 


Mr. MacLean (Queens): J am sorry, I had to be out of the Committee. 


Mr. CHAPMAN: —indicating what we did do and what we are proposing to 
do with regard to imported drugs. 


The CHAIRMAN: I might just say that as these are both injectable drugs, 
actually the plants are inspected in England, because these are injectables— 


Mr. CHAPMAN: This is quite correct. 
The CHAIRMAN: —bought by Canadian health people. 
Mr. CHAPMAN: Yes. 


Mr. BRAND: Calcium gluconate 10 grains is here on page 2 of appendix II. I 
am quite sure that your test would indicate 10 grains of calcium gluconate. What 
test did you use to find out whether or not this dissolved in the veterans stomach, 
or in the bowel, or elsewhere in the gastro-intestinal circuit. 


Mr. CHAPMAN: Did you wish to know the methods that we used. 
Mr. BRAND: That is correct, yes. 
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Mr. CHAPMAN: Dr. Levi, could you please outline very briefly the disintegra- 
tion test that we employed. 


Mr. LEviI: We have done a great amount of work in developing a disintegra- 
tion test. This has been done in close collaboration with the pharmaceutical 
industry in Canada and we have come up with a test. 


Mr. Branp: With what pharmaceutical industry in Canada? 


Mr. Levi: This involved at one time the Technical Contact Committee of the 
Canadian Pharmaceutical Manufacturers Association and we had close collabora- 
tion with their technical people in examining products of different types for 
different periods of time. This work has been going on for many, many, months; 
many, different products, coated, enteric coated, compressed tablets, have been 
checked and as a result of this work we have now, what we call the official 
method for disintegration time; as a matter of fact this method takes precedence 
over those that are described in other official compendia. . 


This method examines these various tablet formulations in both simulated 
gastric juice and simulated intestinal juice. Moreover, we carried out, at that 
time in the vitamin section of the Food and Drug Directorate, tests of physi- 
ological availability in order to correlate and make the disintegration test more 
meaningful than those described in other pharmacopoeia. Our disintegration 
requirements are actually realistic and have been correlated through physi- 
ological availabily studies with clinical effectiveness; and the calcium gluconate 
product you are referring to has in all likelihood—although I can not assure you 
at this time, I do not have the records here—been subjected to this disintegra- 
tion test and as this compilation of data indicates, they must have met our 
requirement. 


Mr. Branp: I congratulate you on the extent of your examination; it is a 
little further than was indicated previously. I think it is all to the good. I was 
interested in your comment that you had been working with the PMAC group to 
work out these standards. Have they been offering their services to help the Food 
and Drug Directorate carry out proper methods of study. 


Mr. Levi: Samples have been distributed among various laboratories and 
these results have been compared, scrutinized and the method has been perfected 
as a result of a collaborative effort. 


Mr. BRAND: Did they offer this collaboration or did you ask them? 


Mr. Levi: I personally was not involved, but I am familiar with the history 
of this test. 


Mr. CHAPMAN: This is not unusual; we have been doing this over many 
years. We certainly use all the assistance and advice that we can get and a great 
deal of technical knowledge of course resides in the laboratories of the phar- 
maceutical industry in Canada. 


Mr. MackAsEy: May I ask a supplementary question? I think is setting up 
the standards the inter departmental committee uses, the GP standard and this is 
done with the full cooperation of the PMAC. The relationship has been a healthy 
one. For instance, have they not helped you with the training of inspectors, and 
so forth. 


Mr. CHAPMAN: Yes, indeed; they certainly have. 
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Mr. Macxasry: And there is nothing insidious about it; on the contrary, it is 
something worth while, is it not. 


Mr. CHAPMAN: I would very definitely say, it was worth while. 


Mr. MacKASEy: To both the PMAC and to the industry in general. We have 
only one industry, after all. 


Mr. CHAPMAN: Yes. 


Mr. Branpb: Since we are talking about the methods you used, and you 
mentioned the Food and Drug Administration and I think the Deputy Com- 
missioner— 

Mr. CHAPMAN: Yes. 

Mr. BRAND: —are you familiar with the Food and Drugs desires, since they 
find little difference between brand names and generic names in the normal 
chemical tests, and their preparation to set up a $4 million study to decide on 
clinical efficacy and equivalents of drugs? 


Mr. CHAPMAN: Yes, I am familiar with that. That, of course, is a requirement 
of their legislation. 


Mr. BRAND: Do we have any similar plans? 
Mr. CHAPMAN: No; we do not at the present time. 


Mr. BRAND: Then, how are we going to decide on clinical efficacy in equiva- 
lents of various drugs? 

Mr. CHAPMAN: Let me explain that what they are doing in the United States, 
as I understand it they are going back over products that have been on the 
market for many years, and checking these out for efficacy. 


Mr. Branpb: Do you think that is a good idea? 


Mr. CHAPMAN: Yes; I think it is a very good idea. As far as new drugs 
coming onto the Canadian market are concerned this, of course, must be checked 
at the time that the new drug submission is made, and adequate evidence must 
be provided at that time. 

Mr. BRAND: Would you do the same if you had sufficient staff and equipment 
to carry it out? 


Mr. CHAPMAN: We would certainly like to do it. Yes, we would do it if we 
had sufficient time and staff. 


Mr. Branp: Are you aware that Commissioner Goddard made the statement 
that 7.6 per cent of prescription drugs in the United States deviated to a material 
extent from declared potency? It seems like a very large deviation. That refers 
to those drugs on the market. 


Mr. CHAPMAN: Commissioner Goddard has made many statements, but I 
know that figures in this order have been reported. 


Mr. BRAND: He goes on to say that one out of every 14 units manufactured is 
violative just on potency alone, and this is one of the reasons for setting up this 
body. Do you think that is a laudable objective? Would you like to see it in 
Canada; this is what I am getting at. 
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Mr. CHAPMAN: I would like to see it in Canada, yes. 


Mr. BRAND: Do you think it would solve a lot of the difficulties between the 
so-called—and I will use it for the last time—generic firms and brand name 
firms—I will say beep-beep in future if that is any better—so that you would be 
able to state authoritatively that with respect to a certain drug that was on the 
market it would be—and I say “authoritatively”, I know you have stated it 
today—safe to use an equivalent regardless of which one you bought, and 
regardless of the price of that particular drug? 


Mr. CHAPMAN: Our objective would be to ensure that all drugs on the 
Canadian market meet all requirements of the Food and Drugs Act and regula- 
tions. 


Mr. BRAND: But you are unable, owing the limitation of facilities and staff, to 
do so at the present time. Is that right? 


Mr. CHAPMAN: Yes; this is correct, and I would think that we would be 
unable to do so in the foreseeable future. I do not see any possibility of the Food 
and Drug Directorate being in a position to check every lot of every drug 
coming on to the Canadian market. 


Mr. BRAND: Can you see it by 1975? 
Mr. CHAPMAN: No, sir. 


Mr. Branp: Can you project further than that? When do you think this 
would be possible? From the viewpoint of the consumer this would be ideal, and 
then there would be no argument as to who manufactured the drug. It would be 
all right because the FDD said so. 


Mr. CHapmMan: Are you suggesting, Dr. Brand, that every lot of every drug 
should be tested in a Canadian or government laboratory before being released? 


Mr. Branp: No; I do not think that is practical, but I do suggest that it 
would be possible, with sufficient staff and regulations, without smothering the 
industry with regulations, to satisfy yourself as to every manufacturing house 
and every particular drug that was put on the market; knowing that the original 
products that came off the assembly line, if you like, were manufactured in such 
a way that you had a reasonable expectation of assuming that they would be 
safe—I am ruling out all such things as side effects which can occur in the 
future—for use by the Canadian public. If one happened to sell more cheaply 
than the next company, then good for him, as long as they met those stringent, if 
you like, regulations and overseeing that were of the Food and Drug Directorate. 


Mr. CHAPMAN: This would be our long-term objective, but in view of the 
number of drugs on the Canadian market at the present time and our projected 
increase in staff, I would not anticipate that we would be in a position to do that 
even by 1977. 


Mr. MacKkaseEy: May I ask a supplementary question? Is it not a fact, Dr. 
Chapman, that the integrity of the industry as a whole is highly important to 
you? 


Mr. CHAPMAN: Yes. 


Mr. MackasEy: You must depend, regardless of how fast your staff is 
increased, on the integrity of the industry in Canada. You must depend on the 
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reputation and the record of the known manufacturers in this country. Am I 
right? 


Mr. CHAPMAN: That is quite correct. 


Mr. Mackasey: It is much more difficult to have that same assurance from 
firms that are located thousands of miles away with which you cannot deal with 
until some degree of reciprocal arrangements is made. 


Mr. CHAPMAN: It is certainly much more difficult to do this with firms in 
other countries. 


Mr. Howe (Hamilton South): I have a supplementary to that, Mr. Chair- 
man. Is that not included on page 4 of your brief of today when you talk about 
the five and ten year plan of the Food and Drug Directorate. Is that not 
something you have in mind? 


Mr. CHAPMAN: Yes; but I was making a rough calculation. You see, our staff 
would increase by a little over twice what it is now by 1977. 


Mr. MacLEan (Queens): Just to be perfectly clear on this statement on page 
4 you say: 
—Treasury Board requested that this expansion be extended— 


Well, knowing Treasury Board I presume the request was that it be 
stretched out to 1977. This rate of increase is not going to go on beyond 1975; it 
means that you will not reach this figure until 1977. 


Mr. CHAPMAN: That is correct. 


Mr. MAcLEAN (Queens): The expansion is slowed down rather than 
extended. 


Mr. HowE (Hamilton South): I have a supplementary, too, Mr. Chairman. 
Do you not tend to concentrate on the examination of the drugs put out, shall 
we say, by the less known firms? 


Mr. CHAPMAN: There are a number of criteria that we use in determining 
our priorities. 


Mr. Howe (Hamilton South): Then, you do have to work on the basis of 
priorities? 


Mr. CHAPMAN: Yes, indeed; we certainly do. Would you care to have Mr. 
Hollett enlarge on it. 


Mr. Howe (Hamilton South): I think it would be emphasizing an interest- 
ing point, if no one disagrees. 


Mr. CHAPMAN: It is particularly in the area of plant inspections where we 
have to establish these priorities. Mr. Hollett, do you care to indicate the manner 
in which we do this? 


Mr. HOLuett: Mr. Chairman, I have this written down somewhere, but 
perhaps it is not necessary for me to locate just what has been written. 
Certainly, we consider the performance of a firm. If we analyse drugs from one 
manufacturer and find over a period that these products are analytically satis- 
factory, we are not going to concentrate on the manufacture of products of that 
company. If, on the other hand, we find their products are unsatisfactory 
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analytically we are going to concentrate to a greater degree on that company. 
Another factor will be the volume of the product put out. These are two 
important criteria. 

Again, we would concentrate on drugs manufactured for human use rather 
than on drugs manufactured for veterinary use. There is no distinction in the 
Food and Drugs Act between drugs for human use and drugs for veterinary use 
but, obviously, greater attention should be given to the former type of product. 
So we have the performance, we have the volume, and we have the type of drug. 


Mr. MAcKasEy: May I ask a supplementary question? The last time Dr. 
Morrell appeared before us he agreed with my calculations that it would be 
theoretically possible for a company to open its doors for operation in Canada 
and exist for almost three years before you people did your first inspection or 
even knew they existed. Is that situation still possible? 


Mr. HOLLETT: With the drug notification that is not possible any more. The 
drug notification regulation that Dr. Chapman mentioned this morning requires 
the manufacturer to notify us within 30 days of when he begins to put a drug on 
the market. 


Mr. MaAcKASEyY: If he chooses not to notify you, then your only method of 
knowing of his existence is a spot check of his products in the drug-store. 


Mr. HouLuetT: I believe Dr. Chapman also mentioned that we are giving 
consideration to having a regulation that would require that we know before- 
hand when a manufacturer plans to market a drug for the first time. 


Mr. Mackasrty: Do you know that we recommended two years ago that 
these companies be registered? This is a new area, and I apologize, Mr. Chair- 
man, I do not want to go into it extensively, so I will stop. . 


The CHAIRMAN: Dr. Howe, six supplementaries back you were interrupted 
on a supplementary. 


Mr. Howe (Hamilton South): I asked my question. I came in on page 4 
where you had indicated you were extending your operations. 


The CHAIRMAN: Are there any other questions then on Appendix II? If not, 
we will pass to Appendix III, which is on drug recalls involving the Food and 
Drug Directorate. Before Dr. Brand asks, I should say it is really not only drug 
recalls; it is anything under the Food and Drugs Act, is it not, such as this 
carmine red? 


Mr. CHAPMAN: This is quite correct. The carmine red is a drug, but Ideal 
syringes would not be a drug. 


Mr. BRAND: Nor the needles. 

Mr. CHAPMAN: No, that is quite correct, Dr. Brand. 

Mr. BRAND: They are a little hard on the stomach. 

Mr. CHAPMAN: Yes, that is quite true. 

The CHAIRMAN: Although some people have been known to eat them. 


Mr. BRAND: Yes, I believe this is true. Mr. Chapman, are drugs that are 
recalled the ones where you fine the companies, and are they still available to the 
general public for purchase in Canada? 
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Mr. CHAPMAN: NO, sir, they are not. 


Mr. BRAND: Does that include the vitamins that you mention? Have they all 
been taken right off the market? 


Mr. CHAPMAN: Do you mean, was this a recall? 


Mr. BRAND: To go on to the next appendix, where they were fined for 
producing... 


Mr. CHAPMAN: These certainly would be taken off the market. If there is a 
reason for a recall, then this means that they are taken off the market. Either the 
firm does it voluntarily, or we place the product under seizure. 


Mr. BRAND: I am curious to know how you found out about those syringes. I 
think contaminated syringes would be a very dangerous thing to have on the 
market, and I am curious to know how you hear about this. 


Mr. CHAPMAN: I beg your pardon? 

Mr. Branp: How do you hear about these syringes? I believe they are 
mentioned there; produced by the J. F. Hartz Company. 

Mr. CHAPMAN: The J. F. Hartz Company? 


Mr. Branp: I am sorry. There is another one here; Jintan needles produced 
by the Standard Surgical Supply, Calgary, where the containers did not maintain 
needle sterility. This is a very important point. How do you hear about this? 


Mr. CuapMan: As I recall, a report came to us from the United States Food 
and Drug Administration that they had encountered lack of sterility in some of 
the Jintan needles. We immediately started an investigation and discovered that 
these were also on the market in Canada. We placed them under detention, 
checked them out to determine whether or not they were sterile, and found that 
they were not, and took them off the market. 


Mr. Mackasey: How close was this exchange of information, and how 
frequent? 


Mr. CHAPMAN: Very close. 
Mr. MAcCKASEY: Very immediate. 
Mr. CHAPMAN: Yes. 


Mr. MackKAsty: While we are talking about needles, I was reading just the 
other day, and this concerned me, about a very large shipment of needles on the 
market in the United States that were improperly graduated and were being 
used in the treatment of diabetics. Has this come to your attention? 


Mr. CHAPMAN: Yes; it was brought to my attention some time ago. We have 
already acted on that particular problem. 


Mr. MackKasEy: Out of curiosity, what did you find? 

Mr. CHAPMAN: We found that they were improperly graduated. 

Mr. Mackasey: And were they being sold in Canada? 

Mr. BRAND: As a matter of interest, was it the J. F. Hartz Company? 
Mr. CHAPMAN: Yes; I believe this is the case. 

Mr. Branp: Is that correct, Mr. Hollett? 
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Mr. HOLLETT: Yes. 
Mr. BRAND: I presume they came from the Orient, both Jintan and Ideal. 
Mr. CHAPMAN: The Jintan did, but I am not sure about the Ideal. 


Mr. BRAND: They are made in Japan, as I recall. What about the mineral oil 
by Pharmco Products of Toronto containing a poisonous substance, isopropyl 
oe How did you hear about that? Did someone start vomiting after taking 
it? 

Mr. CHapman: No. There apparently were no cases of illness. It produced a 
burning sensation, of course, in the mouth and it was returned very quickly to 
the drugstore where it was purchased and we were notified. An investigation 
revealed that there were a small number of bottles that had apparently come 
back to the plant. The isopropyl alcohol labels had been damaged. The bottles 
were relabelled with the wrong labels. 


Mr. Branp: I take it you had none of these vitamins, which I believe they 
had in the United States, that were contaminated with estrogyne. Some female 
children developed some secondary sex characteristics as a result of ingestion of 
these vitamins pills. Did we have any of those in Canada. 


Mr. CHapman: No, we had none. We are certainly aware of this possibility 
and we are keeping a very close watch on the possibility of cross-contamination 
of drugs. 


Mr. Branp: On page 3, I note under the heading Chorionic Gonadotrophin 
Injectable by Norwich Pharmacal Company, Paris, Ontario, “possible pyrogen 
contamination.” What do you mean by possible? Do you mean they were con- 
taminated? 


Mr. Hotuett: I am afraid I cannot answer this question, Mr. Chairman. 


Mr. CHAPMAN: Certainly some of them contained pyrogens. This may be the 
reason. 


Mr. BRAND: Were they recalled? 
Mr. CHAPMAN: Yes, they were recalled. 


Mr. BraNnpb: In other words—incidentally I am not intending to cast any 
reflection on your department by this statement—it is the policy here to close 
the stable door after the horse is stolen. Is that right? 


Mr. CHAPMAN: Not if we can possibly help it. 
Mr. BRAND: This does happen though, in effect. 


Mr. CHAapMaN: Do you mean that products get on the market which are then 
found to be unsatisfactory? 


Mr. BrRanpb: Yes. I am not talking about adverse reactions due to a product 
that may be produced; I am talking about adverse reactions due to actual 
pyrogen contamination of that particular drug, or something of that nature. 


Mr. CHAPMAN: Yes. 
Mr. Branp: Do you think this is a desirable situation? 


Mr. CHAPMAN: Certainly not. 
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Mr. BRAND: Do you think, and I ask once again, that by an improvement of 
the staff of the Food and Drug Directorate and by giving you the proper 
facilities and by the government granting sufficient money soon enough, you 
could help to obviate this type of thing happening in Canada? 


Mr. CHAPMAN: Yes, under the conditions you suggest we could certainly 
improve our capacity to do this. 


Mr. BRAND: And close the stable door while the horse is still in the stall. 
Mr. CHAPMAN: This would be our objective. 

Mr. MacKASEy: Do you not mean expand rather than improve? 

Mr. BRAND: I mean expand. 


Mr. Macxasey: I know you do, but it might appear on the record that the 
staff needs improving. I really think Dr. Brand means expanding. 


Mr. BRAND: Yes. 


The CHAIRMAN: One can also get the opposite reaction, as Dr. Brand did 
from this possible pyrogen contamination. On page 1 you refer to toxic, diph- 
theria possible toxicity. If there is any question about it do you take it off the 
market and then examine it later? 


Mr. CHAPMAN: Quite frequently these recalls are initiated by the company 
in co-operation with the Food and Drug Directorate. There is a suggestion that 
there may be a toxic effect. The company and ourselves decide that, rather than 
take a chance the best thing to do is to recall the drug from the market. 


Mr. Branp: I think this is certainly true in the case of those that undoubt- 
edly contain cobalt, after the death of the beer drinkers in Montreal. I presume 
that is why those containing cobalt were taken off the market. Is that right? 


Mr. CHAPMAN: No, sir, that is not correct. They were taken off the market on 
the basis of tests carried out in our laboratory on cobalt. 


An hon. MEMBER: On cobalt alone. 


Mr. CHAPMAN: Yes. On rats fed diets nutritionally deficient; protein defi- 
cient and also deficient in vitamins. 


Mr. MAcKASEY: I might also point out, Dr. Chapman, that the Montreal 
members are under a lot of pressure these days. The beer drinkers were in 
Quebec City. We are a hardier lot in Montreal and survived the cobalt. 


Mr. BRAND: I was just curious. That was only an assumption on my part; in 
view of the fact that cobalt was taken out of the preparation of beer, I thought 
perhaps you were in the same category, but apparently you are not. You say 
roncovite tablets by Hoescht of Montreal, for example, might not be safe and you 
explained what you did, but you have not said why they might be unsafe. 


Mr. CHAPMAN: We found evidence in our experiments that, under certain 
conditions, when rats were fed protein deficient and vitamin deficient diets and 
then challenged with massive doses of cobalt, we did get certain effects. 


Mr. BRAND: Effects such as what? 


Mr. CHAPMAN: It interfered with the metabolism of the heart muscle and 
certain lesions developed in the heart. 
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Mr. Branp: In other words, it is compatible then with some of the possible 
—and I use the word “possible’”—difficulties that were encountered with the use 
of cobalt and the resultant degeneration of the cardiac fibres that occurred in 
heavy beer drinkers. 


Mr. CHAIRMAN: There is a possible relationship but it has not been estab- 
lished. We have not been able to establish it. 


Mr. BRanpD: You did this all on your own without knowledge of what went 
on in Montreal. 


Mr. CHAPMAN: In Quebec City? 

Mr. BRAND: Yes, Quebec City. 

Mr. CHAPMAN: We certainly did not. 

Mr. BRAND: That was the impression I got. 

Mr. CHAPMAN: I am sorry. Again I have given you the wrong impression. 

Mr. BRAND: I was going to congratulate you for being so perspicacious, but I 
withdraw it. 


Mr. CHAPMAN: The reason we were carrying out these experiments, of 
course, was the fact that these had been the possibility that cobalt might have 
been a factor in the deaths of individuals in Quebec city who had consumed large 
amounts of beer containing approximately one part per million of cobalt. We 
were unable to find any such effects in rats when we fed them the beer or actual 
extracts of the beer from which the water and the alcohol had been removed. 
However, we continued our experiments and we were able to produce these 
adverse effects that I have described in rats, but we had to feed them protein 
deficient and thiamine deficient diets. No alcohol or beer was involved. The 
experiments were initiated on the basis of the situation that occurred in Quebec 
city. 

Mr. BRAND: As far as the liver extract injectable by British Drug Houses is 
concerned, the pyrogen contaminated, did any patients receive any untoward 
effects from the use of such liver extracts? 

Mr. CHAPMAN: In December, 1966. 

Mr. BRAND: Yes, December, 1966. That is pretty recently. 

Mr. CHAPMAN: Do you recall, Mr. Hollett? 

Mr. Houuett: No, I do not. 


Mr. BRAND: I am just wondering how you caught on to that one. That is 
rather a serious thing, too. 


Mr. CHAPMAN: Yes. 
Mr. BRAND: The liver extract would be given parenterally, that is, by needle. 


Mr. CHAPMAN: Quite frequently there is a complaint that gets back to the 
firm concerned and they proceed with the recall and inform us what they are 
doing. 

Mr. BRAND: Have you found all drug firms co-operative when you bring 
these matters to their attention? 
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Mr. CHAPMAN: Certainly, in general this has been the case. 


Mr. BRAND: But not totally so? There has been the odd man out, you might 
say? By the way, I am not interested in knowing who it is. I am just curious 
about whether or not they co-operated. 


Mr. CHAPMAN: I cannot think of any case where we did not receive the full 
co-operation of the pharmaceutical firm concerned when we found that there 
was something improper about their drugs. 


Mr. Mackasey: If they do not co-operate do you have the authority to step 
in? 
Mr. CHAPMAN: Absolutely. 


Mr. MacLEAn (Queens): I would assume that reputable firms are just as 
anxious that their products meet the acceptable standards as you are. If they 
have any complaints they quickly withdraw the batch or the article to see what 
is the matter with it. I am more concerned with imported drugs where you do 
not have this leverage and where there may be fly-by-night outfits who are not 
concerned with having a reputation to maintain. With regard to the importing of 
drugs, how large a staff do you have, or is it only through certain ports of entry 
that drugs can be imported into the country? How do you ensure that foreign 
drugs are not being imported clandestinely as something else and shoved on the 
market in some indirect way, so that you have no way of catching them until 
they are actually being bought. Is this a possibility? 


Mr. CHAPMAN: Certainly it is a possibility. If these drugs were not satisfac- 
tory I am sure that they would show up. There would be adverse reactions. 


Mr. MACLEAN (Queens): Yes. 


Mr. CHAPMAN: We have not found that this has occurred more frequently 
with the import drugs than with the domestic production. Again, this is a 
general statement. 


Mr. MacLean (Queens): Can drugs be imported by any firm directly 
through any port of entry or how do you check on the importation of drugs? 
Have you any other means other than the recognized importer reporting the fact 
to you? 

Mr. CHAPMAN: No; we work very closely with the custom officials in this 
regard. 


Mr. HouuettT: Mr. Chairman, there are no exclusive ports through which 
drugs have to be imported. We have an arrangement with customs whereby they 
inform us when shipments of drugs are being imported into Canada and they are 
held, pending the sampling of the drugs, the examination in the laboratory and 
their release. In some cases, of course, the products are released without sam- 
pling and examination. Again, we do not have the laboratory capability of 
sampling and examining all shipments of drugs coming into Canada, and also we 
have to consider the performance of a manufacturer. 

If the same type of product has been imported over a considerable period 
and several examinations have revealed that the product has been analytically 
satisfactory, naturally that product is less likely to be sampled than the product 
from a manufacturer being imported for the first time. There are many factors to 
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be considered here. By this co-operative arrangement with the customs we are 
aware of the shipments of drugs being imported into Canada. You will appreci- 
ate, of course, that we cannot have an inspector at every port in this country. 


Mr. MAcLEAN (Queens): These inspectors have to deal with food as well as 
drugs? They are not specifically drug inspectors? 

Mr. Houuett: That is correct and foods, of course, constitute a far greater 
volume than drugs. 


Mr. MacLEAn (Queens): Yes. 
Mr. ISABELLE: Am I next, Mr. Chairman? 
The CHAIRMAN: No, I think it is Mr. Howe. 


Mr. Howe (Wellington-Huron): Supplementary to this question of our 
importing drugs, I imagine if there are drugs exported from Canada there would 
have to be permits issued by the Department of Trade and Commerce customs in 
this country. They would have to comply with certain regulations. What co- 
operation is there with countries that are exporting to give you the information 
that should be required by the Food and Drug Directorate of Canada? 

Mr. HouuettT: If drugs are being imported into Canada we may require, and 
often do require, protocols concerning the potency tests that have been carried 
out on the drug. Indeed, we have specific information that we request be 
presented before we release the drug. When these protocols are examined and 
we are satisfied that the drug has been tested and that the tests are satisfactory, 
quite often they are released without being tested in Canada. 

Mr. Howe (Wellington-Huron): That is through co-operation with some 
foreign country and their regulation? 

Mr. HouLuett: Not so much co-operation with the foreign government or 
agency, say, but this is information which we require in order to comply with 
our manufacturing facilities and controls. In order to get some information’ on 
the drug we ask that a certain limited amount of information or a certain speci- 
fic amount of information be provided to us before the shipment is released to 
the importer. 

Mr, Howe (Wellington-Huron): And if he supplies you with information 
from a foreign country is that satisfactory? 

Mr. HoLuETT: Quite often we will accept this. On the other hand, quite often 
we analyse the drugs, or sometimes anyway, to determine if the analytical 
findings in our laboratory compare with that supplied by the manufacturer 
abroad. I know that leads to the next question about what would be the 
comparative findings. I do not have a comparative findings here. It would entail a 
great deal of work to make that check. 

Mr. Howe (Wellington-Huron): Well, of the 30 countries you mentioned, 
one statement reads; 

Our 1964 survey showed that during this year bulk drugs and 
formulated dosage forms from over 30 different countries... 


Are there some specific countries you would accept information from? 
Are their governmental agencies different than others? 
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Mr. Houuett: No; actually we will go on the performance of the manufac- 
turer. 


Mr. Howe (Wellington-Huron): In that country? 
Mr. HOLLETT: Yes. 


Mr. MacLean (Queens): Can a manufacturer in a foreign country ship 
drugs, and get them past customs to any addressee in Canada or does the ad- 
dressee have to be someone who is registered as a distributor or manufacturer of 
drugs? 

Mr. HouuetT: This will depend on the type of drug. A drug manufacturer, if 
he is selling drugs to others, in so far as we are concerned, may import a drug if 
the drug meets our requirements. The conditions of sale may be specified in 
other respects; they may be laid down, of course. But in so far as the importation 
is concerned, there is no limitation if the product is satisfactory. If we have 
sufficient evidence to satisfy us that it is satisfactory, then a firm may import any 
drug. I do not mean a new drug, of course, but a drug other than a new drug. 
This will not apply to narcotics which are licensed but Iam speaking of drugs in 
general. 


Mr. MacLean (Queens): Is there any record of any attempts made to get 
drugs through customs, perhaps improperly declared? 

Mr. HoLuett: No; I am not aware of this. I can see that the possibility does 
exist for a small quantity of a drug which could be secreted on one’s person. 


Mr. MAcLEAN (Queens): Or shipped as something else; an innocuous thing 
which is not a drug at all? 


Mr. HoLLettT: Unquestionably this is possible. 


Mr. MacLean (Queens): You depend on customs entirely for preventing 
this sort of thing? 


Mr. HoLuetT: Yes, the manifest which we can examine and do examine. 


Mr. Howe (Wellington-Huron): I have just one further question, Mr. 
Chairman, in connection with this and the question I asked this morning about 
the dating of drugs. I notice in the recalls there was only one drug on all these 
lists that was recalled owing to some dating and that was Protamine Sulfate 
injection and it was recalled because the expiry date was excessive. That brings 
me back to the question I asked this morning. What percentage of drugs have an 
expiry date on them or are there many of them or this is not a regulation that 
you demand? 


Mr. CHAPMAN: On vitamin preparations we do. On certain other classes of 
drugs we do. Could you give an estimate of the proportion that have to carry an 
expiry date, Mr. Hollett? 


Mr. Houuett: It would not be 50 per cent. 

Mr. CHAPMAN: It would be something less than 50 per cent in any event. 

The CHAIRMAN: Antibiotics and vitamins, what classes of drugs can you put 
it in? 

Mr. HoLuettT: Most of the licensed drugs and all vitamin products. 
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Mr. Howe (Wellington-Huron): Yes. Should all drugs have it? 


Mr. CHAPMAN: This is a very difficult question to answer unless there is a 
really serious problem involved it could actually be misleading because the 
usefulness of the drug expiry date is going to depend so much on the manner in 
which it has been stored. If there is not a problem involved it is probably better 
not to put an expiry date on it. 


Mr. Howe (Wellington-Huron): We felt that might have happened in the 
case mentioned this morning. The doctor examined the one batch of phenylbuta- 
zone and he found that it was not fit for human consumption and you found 
otherwise, that his conclusions were not correct. Do you think there is a field 
in here where there should be a little thought and care given to regulations as 
to time? 


Mr. CHAPMAN: Then it becomes a matter of priority, whether this sort of 
thing is more important than analysing more samples and inspecting more 
plants. 


Mr. MAckasrEy: Mr. Chairman, if I may speak on a point of order; have we 
made arrangements for Dr. Chapman to come back? Before you answer that I 
would like to tell you some of the areas I am interested in and intend to ask 
questions about; the Hilliard Report; your overseas report, as I call it; the policy 
on advertising on television and so forth, which comes under you; the clinical 
research information that you get, I would like to know the percentages of 
clinical research reports that you analyse in conjunction with new drugs that 
actually originate in Canada as opposed to outside the country; and the defini- 
tions of a new drug which comes back to the Hilliard Report. 


Now, Mr. Chairman, these are some of the categories that have occurred to 
me to be of particular significance in writing a report. I think every one of these 
areas is probably very vital and I am sure Mr. Laidlaw has others and, of course, 
so have other members. 

The CHAIRMAN: Yes, well this will come— 


Mr. Howe (Wellington-Huron): I have questions on the correlation between 
the food and drug organization and the patent people. 


The CHAIRMAN: I am sure Dr. Chapman and the department and I can 
arrange to have some mutual time. Perhaps it would be useful for the depart- 
ment if Committee members expressed—similar to what Mr. Mackasey has 
done—to Dr. Chapman the areas they are interested in so Dr. Chapman, if he has 
to acquire any evidence or material, can do so. 


Mr. MAckasgey: Dr. Chapman has covered the Hilliard Report fairly exten- 
sively in his brief. There are references in the brief to clinical research and to 
new drugs. I would like to get Dr. Chapman’s opinion on this Committee, and not 
at the consumer committee meetings, as to Mrs. Plumptre’s suggestion that you 
divorce yourself from health and welfare and establish elsewhere. I think it is 
important that you stay with health and welfare but this is my opinion and I 
would like to get your opinion. Mr. Chairman, I think we have enough material 
if we stick to the subject—I am more guilty of not doing this than most 
people—for at least two more meetings. 


The CHAIRMAN: We will have to play it by ear as we go along. Dr. Brand, is 
there anything you have to say? 
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Mr. Branp: I will have more questions as well but they are all related to 
what we have before us. I have one last question. 


The CHAIRMAN: Mr. MacLean, is there any particular field you are interested 
in hearing from the department about? 


Mr. MacLean (Queens): I would have a few more questions if there is 
another meeting. 


The CHAIRMAN: Oh, there will be another meeting, I am sure. 


Mr. ISABELLE: I have a supplementary to questions that were answered by 
Mr. Hollett. Could I direct a question to Mr. Hollett? 


The CHAIRMAN: We are hoping to conclude in about two minutes; how is 
that? 


Mr. ISABELLE: It is not an investigation because it has been made. It is only a 
practical question. Did you ever make a statement a few years ago that you had 
decided to get rid of fly-by-night drug companies and to try also to weed out the 
shady operators in the pharmaceutical industry by taking proper steps? Those 
proper steps, as you mentioned, were two moves to be made: first the formula- 
tion of an information form and additional staff for the directorate. You said this 
could be done within a year. Have these steps been taken? 


Mr. HouLuettT: I certainly have not made such a statement. 
Mr. ISABELLE: Your name is Andrew Hollett? 
Mr. HOLLETT: That is correct. 


Mr. BrRaAnpD: My last question is to Dr. Chapman. I am relating it to what 
occurred a little earlier and I just want to get a yes or no answer, if it is possible. 
With respect to your statement number one on page 4 of this thing we have been 
spending all our time on, would you say that it was designed to ensure physi- 
cians in Canada that, say, starting tomorrow morning at eight o’clock in the 
hospital that it is safe to prescribe by generic name regardless of the source of 
the drug? 


Mr. CHAPMAN: I do not believe you could infer quite that much from my 
statement on page four. 


The CHAIRMAN: This will be coming up for discussion again because we 
obviously have not finished with it. Is everyone happy with Appendix III? Could 
we start the next meeting, perhaps, with Appendix IV? We would not dare leave 
anything out. 

The next meeting actually is listed for next Friday, February 3. Dr. Hilliard 
of the Hilliard Report will be before the Committee, but I am sure we will be 
able to work out perhaps at 1 o’clock in the afternoon some meetings with the 
health and welfare department to try to get these through. 


Mr. MacKAsEy: I know we are in a rush but I want to get this straight. Do 
we meet Dr. Hilliard on Friday? 


The CHAIRMAN: Yes. 
Mr. MacKasety: At what time? 


The CHAIRMAN: At 9.30 in the morning. Tuesday and Thursday are very 
difficult days for Dr. Hilliard and this was done to suit his convenience. 
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Mr. Mackasey: This will only give us an hour and a half. This is really 
hardly adequate. 


The CHAIRMAN: It is a very straightforward report. 
Mr. MACKASEY: Could you not start at 8.30? 
The CHAIRMAN: We could sit in the afternoon if you wish. 


Mr. MACKASEY: Well, you know it is a get-away-day. When will we be 
seeing Dr. Chapman again? 


The CHAIRMAN: At a time mutually convenient to Dr. Chapman, the depart- 
ment and ourselves. It will probably be one o’clock in an afternoon. 


Mr. MAcKASEyY: But in an afternoon before or after the Hilliard Report? 
The CHAIRMAN: Probably before. 
Mr. MACKASEyY: I ask because many of us—I know in my particular case— 


The CHAIRMAN: The way the meeting went tonight I think I could say before 
and after. In other words, we are going to have more than one more meeting. 


Mr. MAcKASEY: It is a question of scheduling personal problems that I have 
and I am sure other members have but who still want to be here. 


The CHAIRMAN: We will not be seeing Dr. Hilliard for a full week tomorrow. 


Mr. MaAcKASEyY: I am not interested in Dr. Hilliard. It is Dr. Chapman I want 
to question. 


The CHAIRMAN: Possibly next Tuesday at one o’clock in the afternoon, if we 
can work it out. I will have to talk with Dr. Chapman. Thank you gentlemen. 


TUESDAY, 31st January, 1967. 


The CHAIRMAN: Gentlemen, we shall commence our meeting. We have the 
Food and Drug Directorate, represented by Dr. Chapman and some of his 
colleagues, with us today. Before we go on to the consideration of schedule IV, 
where we left off last time, I think, Dr. Chapman would like to make a brief 
statement. 


Dr. R. A. CHAPMAN (Director-General of Food and Drug Directorate, De- 
partment of National Health and Welfare): Mr. Chairman, I should like to make 
a few comments in regard to a statement made at the last meeting concerning 
recalls, convictions and health hazards, which may have left an erroneous 
impression in the minds of some members of the Committee. 

This relates to the assumption that two-thirds of the drug recalls by the 
Food and Drug Directorate were among the 15 per cent of the companies in 
Canada which were “purely generic”; that 50 per cent of the health hazards 
found by the Food and Drug Directorate were in this same 15 per cent and 
that 92 per cent of the convictions for breaking the drug regulations were in 
this group. I presume that the figure of 15 per cent was derived from the 
statement made on page 97, Minutes of Proceedings and Evidence, No. 4, 
June 16, 1966, to the effect that “the Pharmaceutical Manufacturers As- 
sociation of Canada, a non-profit organization whose 57 member companies 
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account for more than 85 per cent of the pharmaceuticals made and sold 
in Canada.” I can only assume that this refers to the monetary value of the 
drugs produced by member companies of the PMAC rather than the actual 
number of pharmaceuticals. This assumption is supported by the data which we 
have now received through our Drug Notification Program. 

To date, 52 companies who are members of the PMAC have notified the 
Directorate that they market 5,408 drug products (that is dosage forms) in 
Canada. A total of 375 “other drug manufacturers” have notified us of 11,841 
drug products which they have on the market. Therefore, the 12 per cent of the 
pharmaceutical firms who are members of the PMAC market 31 per cent of the 
drug products offered for sale in Canada, while the remaining 88 per cent of the 
pharmaceutical companies market 69 per cent of the drug products offered for 
sale. If one uses these figures in the same manner as in the statement made at the 
last meeting of the Committee, one should refer to 88 per cent of the companies. 
However, I believe it would be more accurate to use the figure of 69 representing 
the per cent of drug products manufactured by non-PMAC members. In this case, 
the following statement would apply: 

Two-thirds of the drug recalls by the Food and Drug Directorate 
were among te the non-PMAC companies producing 69 per cent of the 
drug products in Canada; 60 per cent of the health hazards found by the 
Food and Drug Directorate were in this same 69 per cent and 92 per cent 
of the convictions for breaking drug regulations were in this same group. 


Now I wish to emphasize that these figures are on the basis of the informa- 
tion that we have now received under our drug notification program and that the 
figure of 69 per cent relates to the number of pharmaceutical products on the 
Canadian market and not to their monetary value. 

This figure of 69 per cent for drug products produced by “other drug manu- 
facturers” will increase since it appears that there are a number of firms in this 
category still to report under our Drug Notification Regulations. As far as we can 
judge, there is only one member of the PMAC that has not yet reported who is 
marketing drugs on the Canadian market. 


Mr. Mackasey: Have they been in contact with you as to the reason why 
they have not reported? 


Mr. CHAPMAN: Not as far as I am aware. 


Mr. Mackasry: Did they ask for a delay over a particular problem or 
something else? 


Mr. CHAPMAN: Not as far as Iam aware. 


The CHAIRMAN: Fine, thank you Dr. Chapman. Are there any comments on 
Dr. Chapman’s remarks? 


Mr. FORRESTALL: I wonder if we could have that photostated. The figures 
were a little difficult to follow, I followed the transcript. 


The CHAIRMAN: So you can have it this afternoon? 
Mr. MACKASEY: So we can have it right away; we can have it back— 


The CHAIRMAN: Yes, we could do that. Do you have other copies of that, Dr. 
Chapman? 
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Mr. CHAPMAN: I have other copies, but I have added material, I have not 
stuck exactly to my text. However, I think that this will give you the context. 


The CHAIRMAN: We will send it up to photostat division now and get it done 
while we are proceeding, so we can come back to that and discuss it later in front 
if you wish. We shall continue from where we left off when Dr. Chapman and 
the department officials left. I think we had finished Appendix III and we were 
going to discuss appendix IV which is the one headed: “Convictions Registered 
against Drug Manufacturers, 1963 to 1966.” Are there any questions on Appendix 
IV? 

Mr. MackasEy: Dr. Chapman, there seems to be a lot of violations in the 
field of vitamin tablets. I heard that on television Dr. Goddard had expressed 
some very strong opinions about vitamins in general. Have you any comment on 
that? 


Mr. CHAPMAN: Yes I have. This is one of the moe difficult of the phar- 
maceutical products to formulate. There are many ingredients; the ingredients 
may react with each other, and therefore there is a definite possibility that one or 
more of the vitamins that are present may have decreased in potency after being 
on the market for a relatively short time. Now we have recognized this. You will 
note that in 1964, and in 1965, there were quite a number of prosecutions. We 
found, however, that our activities were not sufficient to correct this situation, 
and we therefore have now adopted a procedure whereby an expiry date must 
appear on all such products. We feel that this has improved the situation 
considerably as far as the consumer is concerned. 


Mr. MackKASEY: Dr. Chapman, Dr. Goddard also made another point that 
most food products that come under the Food and Drug Directorate today do 
have vitamins added? Am I right or wrong in this? 


Mr. CHAPMAN: No; I would say that that is certainly not correct as far as 
Canada is concerned. As a matter of fact, we felt that there was a trend in this 
direction, and we therefore passed regulations stipulating those foods to which 
vitamins could be added. 


Mr. MAcKASEY: Those to which it could be added? 


Mr. CHAPMAN: Yes. They do not have similar legislation in the United States 
at the present time. 


Mr. MAcKASEY: These vitamin tablets that appear here in many areas on this 
thing, are obtained without prescription, I presume? 


Mr. CHAPMAN: Yes, that is correct. 


Mr. Mackasey: Dr. Goddard’s experience, of course, was that you get the 
same effect from a balanced diet, and that the need for these products which may 
have once been legitimate, no longer exists in view of the fact that you get the 
same vitamins from a good chocolate bar, and perhaps at a lot less expense. 


Mr. CHAPMAN: First of all, I said yes in answer to your question whether 
these were sold over the counter. I presume that they were although there may 
have been some of these that were actually for therapeutic use, and under those 
circumstances, of course, these would be sold on prescription only. 
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Mr. MACKASEY: One last question, Dr. Chapman: I notice the same firm has 
been on here once or twice, which is quite logically possible, but on the question 
of fines, these would seem to be quite a variation here. Is it normal to have a 
variation in fines for what, on the surface, appears to be the same violation of the 
law? There seems to be quite a range in the penalty. One person here has been 
fined $25, which does not seem to me to be much of a deterrent. Is there a 
progressive scale? Do you have a demerit system or merit system in the standards 
of the—I forget the number, 74 is it? 


Mr. CHAPMAN: 74-GP-1. 


Mr. Mackasty: Do you have the same system in the Food and Drug 
Directorate, outside of this department? 


Mr. CHAPMAN: Well, sir, we have no control over the courts. 


Mr. Mackasgey: Do you yourselves have any type or set-up of a merit or 
demerit system working in conjunction with this? 


Mr. CHAPMAN: NO, sir; nothing that would relate to the penalties that are to 
be assessed. 


Mr. MaAcKAsEy: In other words, there is nothing in our schedule outlining a 
fine or restricting a court to a certain fine? As in other fields it is within the 
wisdom or discretion of the judge. 

Mr. CHAPMAN: That is correct. 


Mr. MacLean (Queens): Do you consider the fines that are levied generally 
a sufficient deterrent. Is the law adequate in this regard? 


Mr. CHAPMAN: I would say that the law is adequate. The penalties provided, 
I think, if they were assessed to the full extent possible, would certainly act as a 
deterrent. There are times, of course, when we are disappointed in the penalties 
that are assessed. 


The CHAIRMAN: Are there any other questions? Perhaps I can ask you a 
question, Dr. Chapman. I notice, when you go down the violations, there is no 
violation there for any drug having impurities in it. Do you get complaints that 
perhaps there is something in the product that should not be in there; do you 
have convictions and violations for this offence? . 


Mr. CHAPMAN: We have had complaints along these lines, but I do not know 
of any instance where there has been a prosecution for an impurity. You will 
notice, for example, on page 2, that Lukas International (Canada) Ltd., Toronto 
were selling chloramphenicol capsules which were labelled as tetracycline. But 
this is not actually an impurity. 

The CHAIRMAN: No, just a wrong drug. 

Mr. CHAPMAN: That is correct. 


The CHAIRMAN: Are there any other questions on Appendix IV? If not, could 
we move to Appendix V which is along the same lines; it is entitled: “Instances 
of a Significant Hazard to Health Involving Pharmaceutical Products, 1959 to 
1966.” I take it that these are the same ones that are actually on the previous 
appendices we have discussed but it goes into more detail, and these are the 
serious ones that could have given rise to health problems. 
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Mr. CHapMan: No, sir, they are not. I do not think you will find them all— 


The CHAIRMAN: The dates are a little different; one goes from 1959 to 1966 
and the other one from 1963 to 1966. 


Mr. CHAPMAN: Yes. The point I wish to make here is that we have a list on 
Appendix IV of convictions registered against drug manufacturers. But I wish to 
point out that in most instances these did not represent a significant hazard to 
health. You will notice that in many instances they are vitamin tablets with low 
potency. this would not represent a significant hazard to health, although the 
person who is making the purchase is certainly not getting the full amount he is 
paying for. In a number of instances there was improper advertising; for 
example, there was an advertisement for the treatment of a schedule A disease. 
There are several new drugs. Again, the sale of these products did not represent 
any significant hazard to health, but the company involved did not meet the 
requirements for a new drug submission, and therefore it was a violation. 


Mr. MacKaseEy: I can understand vitamins being prescribed by a doctor or 
physician, who had analysed his patient and realised that the person needed to 
overcome a deficiency for a particular period of time. I am also led to believe 
that an excess of vitamins can be equally harmful, but those people who are 
induced to a drugstore, to buy vitamins, are usually induced by advertising on 
television, on radio, and so forth. Do you control the advertising vitamins that 
are obtainable without a prescription at the present moment? 


Mr. CHAPMAN: We have control over advertising for vitamin preparations. It 
must be truthful and not misleading. 


Mr. Macxkasey: Well, if an advertisement were to include vitamins—, 
vitamins are another field and I have my reservations—but would you say 
that an advertisement that includes vitamins is truthful when it contains all 
these claims about the necessity of vitamins in a concentrated form and yet these 
vitamins can be obtained without a prescription? Are these all truthful? 


Mr. CHAPMAN: Well, these are certainly checked very frequently. In 1965, 
we checked 18,697 advertisements for drugs; we found 123 of these were not 
satisfactory, not acceptable. 

Mr. Mackasey: Well, I am interested in the fact that Canadian people are 
induced to buy vitamins available at present without prescription. There seems 
to be a lot of controversy in the United States. I heard that your counterpart 
more or less stated to the people, “Well if you want to waste your money by 
buying vitamins, go ahead, but you can obtain your vitamins in a balanced diet 
or through food that do have vitamins added” etc. This is further compounded by 
the fact that not only may you go in and by something that you do not need, 
but in many instances the vitamins are still under potency. We are susceptible 
to this because the companies have been asked to put an expiry date on the 
vitamin label. This is the only point I am wondering about. 

The CHAIRMAN: Would you like to comment at all on Appendix V, Dr. 
Chapman? 

Mr. CHAPMAN: Yes, thank you, Mr. Chairman. We have simply listed here 
five cases where we felt that there was a significant hazard to health. (a) The 
first involved dicumarol tablets (bishydroxycoumarin, an anticoagulant) pro- 
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duced by Charles E. Frosst and Co., Montreal. The problem arose here from the 
re-formulation of the tablet that decreased the availability of the therapeutic 
agent. The offending lots were recalled by the company and physicians were 
informed of the change, and no legal action was initiated by the directorate. 

(b) In July, 1963, a physician brought to our attention that a product 
labelled as Dicumarol (bishydroxycoumarin) manufactured by Empire 
Laboratories, Toronto, Ontario, was not giving the expected results on several of 
his patients. Laboratory examination revealed that the active ingredient was not 
as shown on the label but was 4-hydroxycoumarin. The firm was immediately 
contacted and it was learned that they had already initiated a recall of the lot 
since a routine analysis to determine stability had indicated low potency, and 
they were unaware of the mislabelling. The product was recalled from the 
market and the 70,000 tablets in this lot were destroyed. 

(c) The third case involved dimethylsulfoxide (DMSO), when it was found 
that Stylecraft Products Ltd., Vancouver, British Columbia, were selling a 
technical grade solvent for therapeutic purposes. 

This chemical was a new drug according to the definition in the Food and 
Drug regulations, and the firm had not made a submission to the directorate on 
this product. Therefore, the product was removed from the market by seizure 
action and the firm prosecuted. A fine of $500 was assessed by the court. 

(d) In March, 1966, an investigation by the Food and Drug Directorate 
revealed that capsules labelled as Tetracycline and sold by Lukas International 
(Canada) Ltd., Toronto, contained chloramphenicol. Immediate recall action was 
initiated by the company at the instigation of the directorate. Physicians and 
pharmacists who had received these mislabelled capsules were informed of the 
situation. It was found that the firm had not carried out the proper analytical 
controls on the product. Legal action was, therefore, initiated and the firm was 
fined $2,000. 

(e) In June 1966, it was found that J. F. Hartz Co. Ltd., Toronto, had 
mislabelled a strong germicide as a mild antiseptic. The product was immediate- 
ly recalled from the market and the firm was sent a formal warning. 

These, Mr. Chairman, are the cases over the past seven years where we have 
felt that there was a significant hazard to health involved in the sale of a drug on 
the Canadian market. 


The CHAIRMAN: One point of small clarification: under (d) you say the 
tetracycline sold by Lukas, contained chloramphenicol. It not only contained 
chloramphenicol but it was the only ingredient was it not? It was not that it had 
tetracycline and chloramphenicol, but that it contained only chloramphenicol. 


Mr. CHAPMAN: It was chloramphenicol, they were chloramphenicol capsules. 


The CHAIRMAN: Perhaps instead of saying ‘‘contained chloramphenicol” it 
should just read “‘was chloramphenicol”. You could read this to mean that it 
might have been contaminated with chloramphenicol, but in fact it was pure 
chloramphenicol. 


Mr. CHAPMAN: That would be more correct, Mr. Chairman, and I would like 
to make that correction. 


The CHAIRMAN: I should say that for the non-doctors on the Committee that 
this is a very significant thing, because chloramphenicol is an antibiotic that has 
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been known to produce blood dyscrasias leading to death. It is a drug that one 
uses with great caution. Are there any questions on Appendix V? 


Mr. MacLean (Queens): I have a question on these cases such as (b) (d) 
and (e), which you classify as mislabelling. How does this mislabelling come 
about? 

For example, take (b), is it that the labels were put in error on the wrong 
product? Is it something as simple as that? Or is it a case where this company 
bought this drug in bulk and in good faith, then discovered after they processed 
it that it was not what they had thought it was, and had not been properly 
analysed? 

Mr. CHAPMAN: In the case of (b) this was a situation where apparently the 
firm received 4-hydroxycoumarin, and they did not realise that the products 
they were putting into their capsules was hydroxycoumarin. This chemical is 
actually an intermediate in the preparation of bishydroxycoumarin. 

Mr. MAcLEAN (Queens): Well, was it an error in the processing, or did they 
buy the drug in bulk, and were they the victims? 

Mr. CHapMaAN: No, sir; I think that it was the responsibility of this company. 
They had not carried out the proper control procedures or they would have 
detected this error. 

Mr. MAcLEAN (Queens): Yes, with this I agree, but I am just wondering for 
our own information how these errors come about; they are very serious things. 

Mr. CHAPMAN: Well, in this case they did not carry out the proper control 
procedures. If they had done so, they would have detected this error. They had to 
wait until the product was on the market and found that something was wrong 
when they were checking out the stability. 

Mr. FoRRESTALL: Does the Food and Drug Directorate have recourse back 
any further? For example, the hypothetical situation brought up by Mr. Mac- 
Lean would suggest that indeed company (a) bought something from company 
(b); it was not what it was represented to be, and it proceeded on faith to 
produce this drug for the market. Does our directorate have recourse back 
beyond company (a) to company (b)? 

Mr. CHAPMAN: Yes, indeed, provided that the product was sold as a drug. 
And, as a matter of fact, this is a defence that is frequently employed by a 
company under such circumstances as you describe. 


Mr. FoRRESTALL: And under our regulations it is not an adequate defence. 
Mr. CHAPMAN: Yes, sir, it is. 
Mr. FORRESTALL: It is a good defence. 


Mr. CHAPMAN: In this particular case it was not, because they failed to do 
certain things that they should have done. 

Mr. FORRESTALL: Yes. 

Mr. CHAPMAN: But if the first company had bought it in good faith, and done 
everything that they are required to do, then they can use as a defence, the fact 
that they bought it in good faith. And if the initial company had sold it as a food 
or drug, why then we could certainly take action against the initial company. 

25520—73 


2078 DRUG COSTS AND PRICES Jan. 31, 1967 


Mr. HymmMen: Dr. Chapman, would 5 cases in 7 years not be a pretty fair 
record on behalf of pharmaceutical manufacturers? Could there be cases of error 
that would be recalled by the manufacturer without the Food and Drug Direc- 
torate knowing about it? 


Mr. CHAPMAN: Yes, this could certainly occur, but I think it would be most 
unlikely that it would occur if there were a significant hazard to health involved. 


Mr. HyMMEN: This is a hypothetical question. There is nothing in the 
regulations that insists that the directorate be notified in case of an error which 
they noted, and attempts made to correct it by the manufacturer. 


Mr. CHAPMAN: Only in the case of drugs which are in new drug status at the 
time. In my statement before the Committee last Thursday, I did refer to 
proposed regulations which would correct this situation, and make such require- 
ments applicable to all drugs. 


Mr. HymMMEN: I have another question but I do not know if it has any 
relation here. The two tests referred to were potency and disintegration, and I 
do not want to really go back to the reference made to Dr. Pernarowski’s 
academic analysis. He refers to other factors such as dissollution. Now, I do not 
want to get into technicalities here, but what is the difference between disinte- 
gration tests, which would be the complete disintegration of a tablet, and the 
dissolution tests he refers to. Is that only of interest, as he states, to a control 
chemist? 


Mr. CHAPMAN: Well there is a distinct difference between the disintegration 
time and dissolution, and I would like Dr. Levi, chief of our pharmaceutical 
chemistry division, to comment on that point. 


Dr. L. Levi (Chief of the Pharmaceutical Chemistry Division, Department of 
National Health and Welfare): There certainly are differences between those two 
tests. The first difference, one may say, is that the disintegration test is an official 
test, it is officially recognized. The dissolution test is a test that is undergoing 
very extensive development at the present time in many laboratories in Canada, 
in the United States and elsewhere. The characteristic difference between the 
two, one may briefly state, is this: The disintegration tests merely measure the 
time it takes for a tablet to break up into particles smaller than a given size, 
under specific conditions. If you meet the requirement of this test, this does not 
necessarily allow you to conclude that this drug, having met the disintegration 
test, is a clinically effective formulation. It merely states that the material breaks 
up. But what is perhaps more important than the breaking up, is the rate at 
which the active ingredients diffuse out of the individual small particles, and 
becomes available to do the job that the drug is supposed to do. This is briefly 
what the dissolution test is. There are great differences between disintegration 
tests and dissolution rates. Sometimes one can find much greater variation and 
characterise drugs much more effectively on the basis of the dissolution tests 
than one can on the basis of the disintegration tests. But, as I say, I believe I 
have explained the principle behind this, but the dissolution test has not yet 
achieved a status that it can be made a regulation. 

Mr. HymMmen: Then I was right in my initial question that my assumption 
that drugs have been and are being, and can be taken off the market under two 
criteria, namely lack of potency or over potency and improper disintegration. 


——————— 
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Mr. LEvI: Yes, this is correct. 


Mr. ISABELLE: Dr. Chapman, do you believe that this multi vitamin stuff 
should be removed from the market? 


Mr. CuapmMan: Dr. Isabelle, I am neither a nutritionist or a medical doctor, 
and I do not think that I am in any position to comment. 


Mr. ISABELLE: But if the Food and Drug Directorate gives its O.K. to certain 
advertisements over the radio and television on these multivitamins which from 
my point of view are not worth a nickel, because there are little bits of 
everything and nothing of something. I think it should be banned as a matter of 
fact because we cannot lack all vitamins at the same time. We may lack vitamins 
C we may lack vitamin D, it would be one of these six, but as a whole I think 
this is something that should be banned. This is why I think that the Food and 
Drug Directorate, with all the violations that are on this sheet here should ban 
the vitamins forever as a whole, though not individually. 


Mr. CHAPMAN: Mr. Chairman, I would simply comment that of course we 
can only act within the authority of the Food and Drugs Act and this simply 
states that no person shall advertise any drug in a manner that is false, 
misleading, or deceptive or is likely to create an erroneous impression regarding 
its character, value, quantity, composition, merit or safety. The Food and Drugs 
Act is criminal law and therefore we must have a very strong case before we can 
obtain a conviction. I think that we have taken action in those instances where- 
ever there was any violation of this regulation. 


Mr. ISABELLE: I think it is misleading the people on the value of those 
pseudo vitamins, I do not believe in those things, anyhow. May I ask you another 
general question. To your knowledge, who do you think is fixing the prices of 
drugs. 


Mr. CHAPMAN: I have not the slightest idea. 
The CHAIRMAN: Any other questions. 


Mr. ISABELLE: Yes, I have another question. Is there a limit to the number of 
offences that a company may commit against the Food and Drugs Act, or may 
they break the law time after time, and the Food and Drug Directorate cannot do 
anything. 


Mr. CHAPMAN: There is no limit in the act or regulations. 
Mr. ISABELLE: So you could violate the act as many times as you wish. 


Mr. CHapMAN: Of course the courts are informed that this is a second or 
third violation, but again it is up to the courts to decide what the penalty must 
be. 


Mr. ISABELLE: Under your authority, this is the fine. I mean, the court knows 
that if this is a second offence, then instead of $50 they probably fine them $75, 
but under your jurisdiction is any action taken against those companies who 
repeatedly violate the Food and Drugs Act. 


Mr. CuapmMawn: As far as the Directorate is concerned, if we find that there 
are repeated violations, or we feel that there is a possibility of violations of the 
Food and Drugs Act, we do give these firms priority and they receive more 
attention than firms where we feel there is less likelihood of violation. 
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Mr. ISABELLE: Priority in inspection. 


Mr. CHAPMAN: Priority in inspection and laboratory analysis of their 
products. 


Mr. ISABELLE: In other words, you go after them? 


Mr. CHAPMAN: I would prefer to say, sir, that we give priority to those firms 
or products. 


Mr. Mackasey: A supplementary question on this very point, Dr. Chapman; 
you would, however, if we had a system of licensing or registering these firms, 
then have a weapon by which you could decertify or take back their licence. 


Mr. CHAPMAN: This is quite correct. 


Mr. Mackasey: And your drug notification system, which you instituted, is 
simply a poor substitute for what you consider to be a constitutional problem? 


Mr. CuapmMan: Sir, I would not call it a poor substitute. We have found 
already that it is going to be I believe, extremely useful to have this data, but it 
is not a licence. 


Mr. Mackasey: I should not have used the words “poor substitute’; it is a 
bit misleading. It is a substitute for a licence. The ultimate action would be, if 
the Food and Drug Directorate’ could licence a firm, and as Dr. Isabelle 
suggested, they constantly violated your rule, to take the licence away and 
simply put them out of business. 


Mr. CHAPMAN: This would certainly give us much more power. 


Mr. MAckKAsEy: Now, certification, or registration, I believe is the word we 
have used in our last recommendation, would not give you quite as much power, 
but again you would have power. 


Mr. CHAPMAN: If registration were a condition of sale, then it would give us 
approximately the same power. 


Mr. MACKASEy: We have settled on drug notification instead, which does not 
give you this type of power. 

Mr. CHAPMAN: That is correct. 

Mr. MAcKasey: We should be recommending the ultimate in this Committee 


and if it is a constitutional problem, it is not our porblem; it is not your 
problem. Am I right in that? 


Mr. CHAPMAN: This is a constitutional problem, as I understand it. 


Mr. MACKASEY: But it is not our problem, or the Committee’s problem; this 
is the problem of the justice department. In other words, we would be quite 
legal to recommend either registering or licensing rather than drug notification 
to obtain the result that Dr. Isabelle envisaged. It is only an observation, I agree. 


Mr. CHAPMAN: Yes. 


The CHAIRMAN: Of course, the Committee already saw fit to recommend, as 
you say, licensing, and the government have come back and said, well we 
required notification. 


Mr. MackAsey: I do not remember them ever coming back with anything; 
that is the trouble with Committee work. But we do agree that if one day we 
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woke up to the fact that logically the Food and Drug Directorate has come up 
with drug modification. 


The CHAIRMAN: I think we should give ourselves a little bit of credit. 


Mr. MackaseEy: Well, they may have notified you, but I never heard about 
it; that this was a direct result. 

The CHAIRMAN: I should say that some of the recommendations that we have 
made have been carried out. I think you know the ones that I just recently 
tabled for the Committee members, a copy of our report on our one year study of 
clinical trials, which the government instituted at our request, and I think Miss 
Savard has copies of it, if you want it. 

Mr. Mackasey: When you table it, and I am not being disrespectful, and it is 
of such significance, how does the average member know of this. 

The CHarIRMAN: I did not get it printed as part of the record, because it has 
nothing to do with the cost of drugs per se. 

Mr. MackKaseEy: Thank you. 

Mr. ISABELLE: I will be through after this last question; after what Mr. 
Mackasey said, the only power that is within the ambit of the Food and Drug 
Directorate is blackmail. You blackmail the firms who have been violating the 
Food and Drugs Act repeatedly. You do not go after them; you just give them 
priority. You could send inspectors day after day to put pressure on them in 
order that they get discouraged; they fold. 

Mr. CHAPMAN: I would not agree with your statement that it is blackmail. 
This is the same type of penalties that is applied in most federal statutes. 

Mr. MacKaseEy: But they can be prevented from selling the federal govern- 
ment. 


Mr. CHAPMAN: I do not quite follow the question. 

The CHAIRMAN: Mr. Mackasey means by removing them from the 74-GP-1b 
list on which you have a representative they can be prevented from government 
tendering. 

Mr. CHAPMAN: That is correct. 


Mr. MackaseEy: But you cannot prevent them from selling to the public; a 
poor guy like myself would have to take a chance. We are not blaming you, but 
there are two standards. 


Mr. CHAPMAN: Over a period of seven years we have had five cases where 
there was a significant hazard to health. I gave you some figures: We now have 
an indication of some 17,249 different pharmaceutical products on the market; in 
addition to that, I think there are some 2800 products listed under the P or PM 
Act. The chance you are taking is very, very small indeed. 

Mr. MacKaSEY: Which should lead me to another question, if Dr. Isabelle 
does not mind. Why all the emphasis in the GP regulations if it is so insignificant. 

Mr. CuapMANn: I would prefer to talk about the over-all regulations, the 


Food and Drug regulations relating to drugs. Drugs do represent a potential 
hazard to health and unless the proper manufacturing facilities and controls are 
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exercised in regard to these products, a very serious situation could develop. This 
is the reason that we feel as strongly about the matter as we do. 


Mr. MAcKASEY: Thank you. 


Mr. MacLean (Queens): A supplementary question; this is broadening the 
field probably, but should I infer from your last remarks and from the statistics 
that you have given, that in actual fact there is no danger to health from 
accidental poisoning from chemicals and things that are not drugs at all, and are 
not intended to be taken. I think that there are more deaths in the country from 
this cause than from drugs being mislabelled. It would seem to me that the 
accidental poisoning is a greater hazard to health than are drugs that get on the 
market that do not meet the Food and Drug requirements. 


Mr. CHAPMAN: There is not the slightest doubt about this. Approximately 50 
per cent of the accidental poisonings reported each year in Canada, are due to 
drugs; but these are due to severe overdoses of drugs, not to properly prescribed, 
or properly used drugs. 


Mr. MacLean (Queens): It would seem to me that this a field to which more 
attention should be given—it is no doubt a very difficult problem. 


Mr. CHAPMAN: I can assure you sir, that we are very much aware of the 
situation. 


Mr. MacLean (Queens): I had a few supplementary questions a while back. 
Although they are not in proper sequence now, perhaps I might be allowed to 
ask them now. With regard to drugs that do not meet the potency requirements 
—I am thinking especially of vitamins—in analysing them is there any distinc- 
tion made between drugs of which the active ingredient may be unstable and as 
a result it has a short shelf-life, if that is the term that is used, and ones that 
were improperly compounded in the first place. Can you distinguish between the 
two types? 


Mr. CHAPMAN: This would be rather difficult. Of course, the end result is the 
same, whether the product has deteriorated or insufficiency of a particular vita- 
min was used in preparing the drug. It would be rather difficult to determine 
analytically whether the particular vitamin had been there or not. 


Mr. MacLean (Queens): From one point of view at least I think it could be 
argued that if the drug was properly compounded in the first place, that that is 
not as great an offence as a company intentionally putting on the market 
something that is not what it is represented to be, and never was. 


Mr. CHAPMAN: As I said before, it is not going to make very much difference 
in the long run. In the first case, it would indicate that the company was 
probably not exercising the proper controls during the manufacturing process; in 
the second case it would probably mean that they had not carried out the proper 
test to determine the stability of their product. Either that, or they allowed it to 
remain on the market for too long a period. 


The CHAIRMAN: Any other questions on appendix V? 


Mr. ISABELLE: I have a comment which appeared in the American Business 
News; it reads: 
The Food and Drug Directorate announced it is seeking compulsory 
annual legislation for all drugs available in Canada. 
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Has this been done, or is that what we were referring to just a little while 
ago? 


Mr. CHAPMAN: We are not seeking compulsory registration of all drugs in 
Canada. I presume the reference must be to our new drug notification require- 
ments. 


Mr. ISABELLE: This was in 1965. 


The CHAIRMAN: That was what our Committee recommended. Are there any 
other questions on this section. If not, perhaps we could pass to the summary of 
the appendices which is labelled: “Summary on Data on Drugs, Food and Drug 
Directorate.” 


Mr. CHAPMAN: Mr. Chairman, I think we have covered quite adequately 
everything in this summary. I have no further comments to make on it. 


The CHAIRMAN: Fine. During the questioning on this I limited some of the 
discussion. Rather than jumping around I tried to do it in an orderly fashion. I 
think it was Dr. Brand who was questioning you on some of these and I insisted 
that we wait until we got to the specific appendix. Dr. Brand is not here today. 


Mr. MacxasEy: Mr. Chairman, on a point of order; I know Mr. Forrestall 
and other members have indicated that they want to question extensively on 
this, which brings me back to this point. I would hate to see us break up and go 
away—this is now a public document—and then find that the document was 
unintentionally misleading. I have one or two questions about this which puzzles 
me and could again defeat the purpose of the explanation. 


The CHAIRMAN: We will accept questions on it. I think Mr. Forrestall had 
questions on it too, or at least wanted to look at it. 


Mr. ForRRESTALL: Mr. Chairman, there are one or two questions I would like 
to ask with respect to the summary. I spoke to Dr. Brand and asked if he wanted 
me to follow through on one or two of them, but he commented that perhaps the 
point that he intended to get across to Dr. Chapman was well made the other 
evening. I do not think he would have pursued it today. 


The CHAIRMAN: All right. Would you like to proceed, Mr. Forrestall? 


Mr. FORRESTALL: Yes. If we could just go to the change in statement. This 
certainly if I can use the expression, “‘changes the water on the beans considera- 
bly”. Dr. Chapman, you simply say that you presume the figure of 15 per cent 
was derived from the statement—no, I am sorry. I can only assume that this 
refers to the monetary value of the drugs produced by member companies. You 
draw that assumption from your further figures, based on the indications which 
you have had from returns from both the generics and members of the PMAC? 
Is that what you base the assumption on? 


Mr. CHAPMAN: I base the assumption on two factors. A statement in the 
proceedings, page 97 which states: 
The Pharmaceutical Manufacturers Association Of Canada, a non- 
profit organization whose 57 members companies account for more than 
85 per cent of the pharmaceuticals made and sold in Canada,— 


We find, however, from our drug notification program that 12 per cent of the 
firms are members of the PMAC and they produce 5,408 drug products. There 
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are 375 other drug manufacturers, producing 11,841 drug products. Therefore, 
the statement made in the PMAC ace must relate to monetary value. 


Mr. MAcKASEY: Dr. Chapman, does it not relate to the percentage of what 
they consider to be prescription drugs; whereas your figures are also probably on 
a different basis. Are you talking about drugs in general which come under the 
Food and Drug Directorate? 


Mr. CHAPMAN: I am talking about drugs in general. 


Mr. MAcKASEY: Yes, but they are not. They are talking about prescription 
drugs, if I recall the evidence. 


Mr. FORRESTALL: This is the point I was making, Dr. Chapman, whether or 
not this is in fact— 


The CHAIRMAN: May I have the proceedings. 
Mr. CHAPMaN: It is No. 4, page 97. 


The CHAIRMAN: I still do not think that the small line of non-prescription 
drugs would account for the difference. I think the difference is—as Dr. Chap- 
man has said—that one group is talking about the number of firms and the other 
is talking about the percentage of actual sales. They are probably both right. 


Mr. FORRESTALL: They are probably both right. But the fact remains there 
are more Volkswagens sold in Germany than there are Cadillacs, if that is not a 
too far stretched analogy. This is what I am concerned about. 

Mr. CHAPMAN: There is no indication in this statement that this was refer- 
ring only to prescription drugs. The statement is as exactly as I quoted it and it 
simply says pharmaceuticals, and when you talk about pharmaceuticals you are 
talking about drugs. 

Mr. MacKAsEy: What page are you quoting from, Dr. Chapman. 

Mr. CHAPMAN: I am quoting from page 97. 


Mr. Mackasry: Are you quoting the brief as it appears in the igh sheets or 
are you quoting the remarks of a witness? 


Mr. CHAPMAN: This is a section which apparently is an abstract of the brief 
and the heading is: “Introduction.” The first sentence is that which I quoted. 


The CHAIRMAN: It was the brief which was printed. 


Mr. Mackasry: I have it here: “The PMAC at present and its 57 members 
produce about 85 per cent of the prescription drugs sold in this country.” This is 
the brief. 


Mr. FORRESTALL: This is the assumption that I have had and I think most of 
the members of the Committee were under that assumption notwithstanding the 
semantics which were used. 


Mr. CHAPMAN: Thank you very much. 


Mr. MAcKASEY: This is very important because I think it would lead to a 
reissuance of another statistical table. 


Mr. FORRESTALL: Or another brief we could go on ad nauseam with it. 
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The CHAIRMAN: In the same issue, the next paragraph starts off by stating: 
The prescription drug industry— 


This might imply that they were actually talking about prescription drugs, but it 
does not actually say that. 

Mr. CHAPMAN: Mr. Chairman, I should like to make it very clear that our 
references here are to all drugs—prescription and over the counter—all drugs 
sold in Canada. 


The CHAIRMAN: You mean this is strictly on the basis of the returns of 
notification which you have received from all drug manufacturers in Canada? 


Mr. CHAPMAN: All the drug manufacturers that have notified us. 


Mr. FORRESTALL: I wanted to make sure that there was no misunderstanding 
about what the figures refer to. I understand the basis upon which you have 
made it. I still think the earlier analysis in terms of prescription drugs is possibly 
then quite accurate. It is not a misleading statement. 


Mr. CHAPMAN: The statement in the— 


Mr. FORRESTALL: The statement relating to the effect than two-thirds of the 
drug recalls by your Directorate are among the 15 per cent of companies in Can- 
ada who are—in the term here—purely generic. 


Mr. CHAPMAN: No, sir. I still feel that that statement is misleading. 


Mr. HymMmen: Mr. Chairman, one other question: Fifteen per cent generic 
—are the 375 other drug manufacturers all termed as purely generic. 


Mr. CHAPMAN: In my statement I very carefully put quotation marks around 
those words “‘purely generic.” Those were the words which were used, they are 
not my interpretation and I would not wish to attempt to interpret them. 


Mr. FORRESTALL: It did not come out too well on the photostat machine but 
you did say “quote” when you read it out to us. 


Mr. CHAPMAN: Yes. 


The CHAIRMAN: Are there any questions on either the statement or the 
summary of data. 


Mr. MAcKASEyY: I have no question on the statement but perhaps someone 
else has, Mr. Chairman. 


Mr. MacLEAn (Queens): I would like to try to understand the statement on 
recalls, convictions and hazards. On page 2 you have the quotation: 
Two-thirds of the drug recalls by the Food and Drug Directorate 
were among the non-PMAC companies producing 69 per cent of the drug 
products in Canada;— 


Sixty-nine per cent of the drugs produced in Canada that refers to what? Is 
that 69 per cent of the kinds of drugs or is it 69 per cent of the total volume? 


Mr. CHAPMAN: No, sir. This is 69 per cent of the dosage forms. If a particular 
drug is put up in a tablet of 100 milligrams and 200 milligrams that still is 
considered to be one dosage form. But if it were put up also as a solution or ina 
capsule that would be a different dosage form. So here we are talking about 69 
per cent of the different dosage forms. 
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Mr. MacLEANn (Queens): Without any reference to the volume. There might 
be a million of one sold in the country and 10 in the other— 


Mr. CHAPMAN: Yes, sir. 


Mr. MAcLEAN (Queens) :—in a year, so that this does not relate at all to the 
total volume of drugs. 


Mr. CHAPMAN: No, sir; it does not. Let me make it perfectly clear. I am not 
challenging the statement made by the Pharmaceutical Manufacturers Asso- 
ciation of Canada. What I am doing is indicating that this does not relate to the 
actual number of drug products on the market. 


Mr. MAcLEAN (Queens): I see. 


Mr. CHAPMAN: Of course, a small lot of drugs, if they are not properly 
compounded, could cause quite serious effects just the same as a very large lot of 
drugs if they were not properly compounded. 


Mr. Mackasey: Dr. Chapman, I know your impartiality with respect to these 
things and you represent the Food and Drug Directorate and you deal with the 
statistics as you see them. I understand this, and we do not have to belabour the 
point because I respect the role you have and it is a very unenviable one. But, 
when I read this statement I was not concerned about you or us, but about the 
fact that it is still too ambiguous and could create again an erroneous impression 
among those people who are uninitiated or uninformed. I do not pretend to be 
fully informed but we do have a little knowledge. It strikes me too much like 
apples and oranges. You have come to certain conclusions on page 2. If people 
want to do this—I know this is not your purpose—but there are enough statistics 
here to enable them to compare PMAC members to members of the industry who 
are non-PMAC members on statistics which are not limited to prescriptions only. 
This is not your fault. Mr. Chairman, I would like to be bold enough, through 
you, to put 6 or 7 or 8 questions—not now because I want to prepare them,—to 
Dr. Chapman which I think if answered would give me a statement which I 
could not criticize and then I would be quite happy to take the statistics as they 
fall. You see, the minute you introduce the word “prescription” you change the 
ratios at the top. It is basically prescriptions in which we are essentially interest- 
ed in the general concept of things. But you are equally right and it is your 
concern in the Food and Drug Directorate with drugs in general. Our Committee 
has been concerned essentially with prescription drugs, reducing the cost of 
prescription drugs. This is why it is unintentionally misleading, in that we again 
have statistics on convictions. For instance, you mentioned 92 per cent of the 
convictions for breaking drug regulations were in this same group. I would like 
to know how many of these were breaking prescription areas against non-pre- 
scription areas. Ninety-two per cent sounds so alarming and can be used so 
gleefully by enemies of the generic firms. This thing may come down to a 
respectable figure if we were to break down what prescriptions are and what 
prescriptions are not. Of course, the same thing applies in reverse higher up. This 
is why I am afraid that again, statistically, we are making an error that 
statisticians should not fall into, in that we are not using the same basis for 
comparison. 


The CHAIRMAN: May I ask you a question, Mr. Mackasey. I am a bit confused 
here. 


Jan. 31, 1967 DRUG COSTS AND PRICES 2087 


Mr. MAcKASEY: That is McLuhan’s influence. 


The CHAIRMAN: Are you suggesting that there is a difference in the safety 
standards of drugs for prescription and non-prescription items; that one should 
be more safe than the other. 


Mr. MackaseEy: No, of course not. What I am saying is that when people 
outside this room take the statements and compare a segment of the industry 
that is specifically concerned with prescriptions to a segment of an industry that 
is not necessarily concerned strictly with prescriptions, then the figures become 
misleading. 


The CHAIRMAN: If you would like to prepare those questions I will see that 
Dr. Chapman gets them. I think it is obvious that Dr. Chapman and his group 
probably will come back before the Committee once more. 


Mr. Mackasey: Mr. Forrestall brought out the fact that the word “pre- 
scription” is not in the records so Dr. Chapman would be perfectly valid in not 
placing it in here, but it is in the brief that was presented to us and it does make 
the 85 per cent quite conceivably extremely accurate just because the word 
“prescription” is in it, but inaccurate according to Dr. Chapmans’ statistic be- 
cause— 


The CHAIRMAN: No, not more abrasive— 


Mr. FoRRESTALL: I do not think it alters the accuracy, Mr. Chairman, of 
either set of figures we are talking about. I think Dr. Chapman extended the 
basic conflicts that we had in our mind and what we were prepared to accept; 
and if Mr. Mackasey would prepare the questions I know I would be extremely 
interested. I would not want to give this to the Directorate or to anybody else to 
work out or to precipitate a battle of statistics between any groups of business 
interests in Canada at all. 


The CHAIRMAN: I think that even if you accepted the figures as they are 
now, they could both be right because they are really related to two different 
things. 


Mr. MAcKASEY: You make the point better than I that the statistics could be 
used as seen fit, and still be accurate. It is a little like some of the evidence that 
we sometimes get about advertising from the detailmen; it is accurate as far as it 
goes, but it does not go quite far enough, and that is exactly what can happen 
here. 


Mr. CHAPMAN: I would certainly be most happy to answer any questions 
that members of the Committee have. Would it be helpful if I tabled the data we 
have on the response to our drug notification requirements? 


Mr. MackKaSEyY: Only if it could be kept in the Committee until such time as 
we can get our questions together. I want to be fair to the press. They interpret 
only what comes out of here and if it is ambiguous it will go to the press 
ambiguous. This is my problem. 


The CHAIRMAN: Are there any other questions on the statement or on the 
summary of data on drugs? Does anyone want to discuss that in detail? If there 
are no other questions perhaps we could arrange to meet Dr. Chapman again and 
then recess. We have not really discussed the other statement on drug control in 
Europe at all. 
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Mr. MackaseEy: When are we going to meet? After orders of the day? 
The CHAIRMAN: Today? 

Mr. MACKASEY: Yes. 

The CHAIRMAN: No, that is impossible. 


Mr. Mackasry: We are meeting Dr. Hilliard on Friday and there is another 
area I would have liked to go through with Dr. Chapman before that time. 


The CHAIRMAN: I am afraid we just do not have the time unless Committee 
members are prepared to sit this evening. 


Mr. CHAPMAN: We could be available, Mr. Chairman. 


The CHAIRMAN: It is up to the Committee. I think Dr. Chapman and 
members of his department are going to have to come back anyway, perhaps in 
about a week or so. 


Mr. Mackasey: All right, we will see Dr. Hilliard first and Dr. Chapman 
afterwards. 


The CHAIRMAN: As far as Dr. Hilliard’s appearance is concerned, he is 
coming on Friday, February 3. There has been some suggestion that we meet in 
the Railway Committee room. I do not think that is really a good idea in that it is 
a terrible room for acoustics. 


Mr. MAcKASEY: What is wrong with this room? 


The CHAIRMAN: This room will not be available to us. The only other room 
available is 209 which is slightly smaller than this, but I think it would be fine. 
Does anyone have any objection to that? 


On Tuesday, one week from today, we are meeting with the Director of 
Investigation and Research (Combines Investigation Act) and other officials of 
the Combines Branch and, if it is possible, I was going to suggest that perhaps 
Dr. Chapman and members of his department could come back on Thursday, 
February 9, at one o’clock. Would that be suitable, Dr. Chapman? 


Mr. CHAPMAN: Yes, as far as I am concerned. 


The CHAIRMAN: Are there any other questions? We will adjourn until 
Friday at 9.30 a.m. in room 209, at which time we will hear from Dr. Hilliard. 


Mr. MAcKAsEy: Do you feel, Mr. Chairman, that an hour and a half will give 
us time to explore this in detail or will we be in the same position as we are 
today? 


The CHAIRMAN: I am not sure, but we do have authority, of course, to sit 
when the house is sitting if we want to go on. I somehow think that the hour and 
a half will be sufficient. 
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I. Introduction 


The Special Committee on Drug Costs and Prices is currently considering 
ways and means whereby the costs of medicines could be lowered in the near 
future under the proposed Medicare Program. One of the apparently simple 
ways of accomplishing this purpose would be the abolishment of the 12% Sales 
Tax on pharmaceuticals, which should reduce drug prices. It is believed that the 
reduction may be as much as 10¢ on the prescription dollar, considering the 
impact at the three distributing levels, namely manufacturers’, wholesalers’ and 
retail pharmacists’ level. 


II. The dilemma of our government about the sales tax on pharmaceuticals 


The abolishing of Sales Tax on pharmaceuticals is recommended vehemently 
by several large manufacturers and also by the P.M.A.C. Even the Canadian 
Pharmaceutical Association strongly feels that ridding the public of this tax 
should be a welcome measure, since the sick person should not be taxed—his 
burden is already hard as it is. 


The issue appears to be clear-cut on the surface. Even the Hon. Mr. Benson, 
Minister of Revenue, expressed willingness to consider the suspension of Sales 
Tax on pharmaceuticals, together with the Hon. Mr. Sharp, the Minister of 
Finance. Mr. Sharp said, however (Hansard—page 6094 Tuesday, June 7, 1966) 
“In my budget address I made clear that the Government is prepared to remove 
the sales tax from drugs, should this course be recommended by the Committee 
of this House which is concerned with the question of drugs and drug prices. The 
reason is that the Government would like to be ASSURED (italics and 
capitals are our own) that the benefits of a reduction in the tax would be passed 
on to the consumers; this is the only reason for our RELUCTANCE to move 
ahead now, before the report of the Committee has been presented.” 


The Hon. Mr. Sharp made a very wise statement, indicating his profound 
understanding of the subject of sales tax on drugs. 


One matter is certain to us, that soon—probably after the recommendations 
of the Special Committee—our Government must take a definite stand on the 
sales tax on pharmaceuticals, and declare themselves. It appears that they have 
two possible courses of action: 


1. Maintain the sales tax on pharmaceuticals as it is today; 


2. Abolish the sales tax on pharmaceuticals as advocated by some as- 
sociations. 


It is the carefully considered opinion of CDM that BOTH OF THE ABOVE 
COURSES ARE WRONG, IMPRACTICAL AND LACK FARSIGHTED THINK- 
ING, and therefore THEY SHOULD NOT BE UNDERTAKEN. Here are the 
reasons: 


1. If our Government DOES NOT yield to the pleas of stopping to tax 
the sick and does not remove the sales tax, it may find itself in an 
embarrassing position politically. It may easily become the butt of the 
frequently vile political criticisms, which it should avoid as much as 
possible; 
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2. If our Government DOES remove the sales tax on pharmaceuticals, in 
the belief that the savings would be passed on to the consumer, it 
may soon discover to its dismay that the manufacturers HAD NOT 
PASSED on the savings in their ENTIRETY, but only PARTIALLY, 
and all the consumer would save would amount to only 2-3¢ on the 
dollar. 


They would quickly learn that the manufacturers would find many 
excuses for not passing on the sales tax reduction completely. Pre- 
cisely this has happened already twice when the sales tax has been 
increased from 10 to 11% and from 11 to 12%—however the manu- 
facturers increased their prices, not by one percent, but at least by 
5-10%. The 1% increase in the Sales Tax TRIGGERED off a chain 
reaction, although previously the price structure was in balance. 
Increasing internal costs were then compensated by greater operating 
efficiencies within the business enterprise. 


Our Government—and the Special Committee—has no reason to believe 
that this same chain reaction would not repeat itself, if and when the sales tax 
would be abolished, since HUMAN NATURE HAS NOT CHANGED SIGNIFI- 
CANTLY in the past three years, and we have grave doubts that it will in the 
next three years. Matters can also be aggravated by the fact that our Government 
has no legal control whatsoever over the drug firms, as to whether or not they 
pass on to the consumer the sales tax savings in their ENTIRETY. Our Gov- 
ernment may discover to their disappointment that the entire drug cost savings 
plan on taxes BACK-FIRED, since the actual savings DWINDLED TO LITTLE 
and a formerly well-intentioned recommendation brought disillusion and bit- 
terness in practice. Our Government now has given up some 19 million dollars in 
taxes, however the consumer received only pennies. Now he feels resentment 
against the shortsighted policies of our Government. 


Ill. An alternative (Third) course of handling sales tax on pharmaceuticals 


It is the opinion of C.D.M. that our Government should undertake a THIRD 
COURSE OF ACTION in dealing with the sales tax on pharmaceuticals. 


Before this course would be discussed in detail, let us quickly review the 
implication of sales tax at the three levels of distribution, if the sales tax is 
retained under Medicare. 


1. Sales Tax at Manufacturers’ Level 


This amounted to a total of 19 million dollars in 1965, or about 7% based on 
Sales. (Taxes are paid on the lowest level at which sales are made, provided at 
least 15% of customers purchase at that price—therefore tax remittances across- 
the-board are about 3-4% less than the maximum sales tax percentage. That is 
11%—7%, or 12%—8%.) This means about 3.5¢ for each consumer dollar. 


The abolishing of the Sales Tax is further complicated by the SIMPLE 
MECHANICS of its application. Our understanding is that only the prescription 
pharmaceuticals would be exempt from the tax, however, over-the-counter 
pharmaceuticals are still taxable (and also not covered by Medicare). Now, if a 
pharmaceutical company sells vitamins or antacid tablets, or any other medica- 
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tion over-the-counter, this is taxable. However, IDENTICAL medication could 
also be sold under prescription. Thus, a fairly large number of medications 
overlap in their classification and consequently our Sales Tax Auditors will 
spend a fair amount of time in deciding which medication belongs in what 
classification and should it be taxable or not. j 


2. Sales Tax at Wholesalers’ Level 


This amounts to about 4¢ for each consumer dollar, certainly a small amount 
at this level. The wholesalers are, however, extremely concerned about the 
abolishing of sales tax, since this would reduce their sales volume on phar- 
maceuticals by about 8% with a corresponding decrease in revenues, without 
any change in their overhead. In short, it may wipe out completely their own 
very small profits and would make their operation very difficult indeed. Soon 
this group would knock on the doors of our Government for subsidy in order to 
SURVIVE. In other words, the Government, in trying to solve the problem of 
lowering drug costs to the consumer, had just created another problem. The 
Government now has to go to the consumer and take back from him the savings 
on the sales tax, in order to keep the wholesalers alive with a subsidy. For the 
above reason the wholesalers are quite concerned to maintain the status quo 
with regard to sales tax on drugs. 


3. Sales Tax at Retail Pharmacists’ Level 


Surprisingly, the Canadian Pharmaceutical Association advocates the remo- 
val of the sales tax, although they should have the least reason to do so, unless 
for other than humanitarian considerations. Besides, they should know better 
that the sales tax reduction will not be passed on in full to the consumer. We find 
it difficult to understand their attitude when they also request (with all jus- 
tification) that all future payments on prescriptions to pharmacists be made on 
COST PLUS DISPENSING FEE basis. This method of remuneration is already 
practiced by many pharmacists. This being the case, Federal Sales Tax is NOT a 
factor in establishing the professional fee and under Medicare, at pharmacists’ 
level, it does not exist. 

We are therefore talking about a maximum of 3-34¢ savings to the consum- 
er for each prescription dollar, or about 10¢ per prescription (about $3.35 being 
the average Rx price in Canada today), should the sales tax on drugs be 
removed. The Hon. Mr. Sharp justly wonders will this REALLY BE PASSED 
ON TO THE CONSUMER FULLY, for if not, because he gets only 1-2¢ per 
consumer dollar or about 3-4¢ per Rx, then the ENTIRE TAX SAVING PROPO- 
SITION ASSUMES A COMPLETELY DIFFERENT PROPORTION AND DI- 
MENSION. 


This being the case, we STRONGLY FEEL that our Government should take 
a third course in handling this matter. It is our opinion that if our Government 
cannot be certain about the outcome of eliminating the sales tax on drugs, it 
should NOT ELIMINATE IT, but RETAIN it, and INSTEAD embark upon a 
course of action about which it can be more CERTAIN AS TO ITS OUTCOME. 
This course of action would be the RAISING OF THE STANDARD OF OUR 
NATIONS’ HEALTH by adopting definite measures, as described below. 
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IV. National Health Fund and the setting up of a new Government Agency or an 
independent non-profit organization 


We suggest that our Government transfer the entire tax collected on drugs 
to a special fund, which can be called “THE NATIONAL HEALTH FUND” and 
distribute it at various levels to different groups, each contributing individually 
and collectively to a marked betterment in our nations health, according to a 
well-planned programme. 

Simultaneously, a new Government Health Agency or an Independent 
Non-Profit Organization should be created—which would be different in scope 
and operation from the Food & Drug Directorate—and it would be dedicated to 
RAISE THE HEALTH STANDARDS OF THE CANADIAN PEOPLE, 


Pherhaps the agency handling the National Health Fund could be compared 
to the CANADA COUNCIL, which promotes art in our nation, whereas this 
agency with the National Health Fund would raise the standards of our Nations’ 
Health noticeably. 


V. The beneficiaries of this Health Fund 
The groups should be as follows: 
(a) Public 
(b) Pharmaceutical Industry 
(c) Physicians 
(d) Government Agencies on Health 
(e) Research Centres 


Let us now consider each level of assistance separately. 


(a) Aid to public 


We would envision the establishment of a Drug Research Institute, which 
body would assure that our nations’ health is continually increasing. This In- 
stitute has been described in detail by Dr. Wright in his earlier Submission to the 
Special Committee on November 8th. (For details see Appendix I). 


We would like to see the establishment of a FORUM or BOARD to which the 
various societies representing the chronically ill people, such as the Cystic 
Fibrosis Society, Arthritic and Rheumatic Society, Heart Group, Cancer Group, 
and so on, could turn to for financial and other assistance. 


The Drug Research Institute would also disseminate OBJECTIVE and IM- 
PARTIAL information to all physicians and thereby assure the use of MORE 
EFFECTIVE MEDICATIONS to the patients. This alone should substantially 
raise the health of our nation. 

The MARKETING COSTS and EXTRAVAGANCES by some manufacturers 
could be reduced by providing more reliable and accurate information to physi- 
cians by this Institute. Undoubtedly, pharmaceutical manufacturers always have 
to incur marketing costs and undertake promotional activities, however, now, 
because of the regular and reliable medical data releases by the Drug Research 
Institute, they can afford to spend less. 
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Drug Research Institute would continually look for ways and means to find 
efficiencies in pharmaceutical manufacturing, marketing, research, quality con- 
trol and thereby help the manufacturers to reduce the cost of drugs. 


Therefore, this entire program would have a drug-cost reducing effect in 
several areas of our drug cost structure, and the savings could be passed on to 
the consumer, coming from other levels than the sales tax. 


(b) Aid to Industry 


Of course, the pharmaceutical industry would also greatly benefit by having 
a competent and well-staffed Drug Research Institute available at their service, 
just as the industry at large makes a good use of the Ontario Research Foun- 
dation today. Now the members of P.M.A.C., C.D.M., A.F.Q.P.P. or other drug 
manufacturers groups, could turn to this group to get assistance to solve their 
pharmaceutical problems, in the field of pre-clinical and clinical drug testing, 
drug safety and other evaluations—manufacturing, production, analytical and 
control problems. 


The Drug Research Institute would also carry a very extensive technical 
library, which would be made available to the industry, together with a vast 
amount of technical information which the drug industry collects from all the 
major research centres and governmental agencies throughout the world. Ne 
single company alone would be capable of acquiring and storing this wealth of 
information which, in due time, could be gathered by this non-profit organiza- 
tion. 


(c) Aid to Physicians 


The physicians would be particularly thankful for having the Drug Research 
Institute, since it would keep them abreast on the medical advances—treatments 
and drugs alike—in an OBJECTIVE and AUTHORITATIVE MANNER. The 
perennial complaint of physicians has been to find sufficient time for reading 
medical literature on the latest medical advances, while attending to the care of 
their patients and maintaining their very busy practices. Now the Drug Research 
Institute would send out to all physicians free of charge, a reliable Drug Index, 
describing objectively the new drugs. Of course, physicians could be solicited for 
some contribution towards the cost of this book. 


Now physicians are helped to evaluate better the use and application of 
modern potent medications and avoid the so-called “Therepeutic Nightmare’”’. 


Physicians could also write to the Drug Research Institute for detailed 
information on the side effects, contraindications, idiosyncrasies of medicines and 
discuss some of their professional problems. 


(d) Aid to Government Health Agencies 


It is quite conceivable that one of the beneficiaries of this Institute would be 
our own Food & Drug Directorate, which body is already expanding at a very 
rapid rate and may require the establishment of other agencies which would 
supplement its work. Besides, most of the drug records collected by the Food & 
Drug Directorate cannot be made available to the public, whereas records of the 
Drug Research Institute would be always available to all interested parties. 
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(e) Aid to Research Centres 


~ Research Centres would also benefit from the Drug Research Institute, for 
more research scientists would be kept at home and our Universities would find 
an excellent training ground for their recent graduates. Eventually, interna- 
tionally-known scientists would become attracted to the Drug Research Institute 
on a loan basis, and important scientific papers would be published. 

The Drug Research Institute would also request voluntary submission on the 
pharmaceutical and medical research projects undertaken in Canada by the 
various research centres and universities and it could thereby coordinate devel- 
opmental research in Canada and avoid duplication of efforts and expense. 


The Drug Research Institute could also assist projects undertaken by the 
various Research Centres and Universities which, for some reason or other, could 
not be completed. 

Similarly, if a new drug has been discovered by the Research Centre (or 
other government agency) the Drug Research Institute could make it available 
to the industry by working out suitable arrangements with one or several 
manufacturers. | 

Of course the measures outlined above are by no means complete, invariably 
the scope and the activities of this National Health Fund and Drug Research 
Institute would expand in time. 

Should the Special Committee on Drug Costs & Prices tell the public that the 
removal of the Sales Tax would be a DUBIOUS WAY of lowering drug costs 
effectively and therefore, instead, they propose MORE EFFECTIVE AND MEAS- 
URABLE means to upgrade our nation’s health, the public would likely accept 
their explanation with satisfaction. After all, the lowering of drug costs means 
the lowering of the EXTRAVAGANT, UNNECESSARY and UNJUSTIFIED 
COSTS, but certainly NOT COSTS PER SE. 


VI. Conclusion 


IT IS OUR BASIC CONTENTION THAT OUR CANADIAN PUBLIC VAL- 

UES ITS HEALTH GREATLY AND IS QUITE WILLING TO SPEND MORE 
WISELY THE FEW CENTS OF POSSIBLE SAVINGS PER PRESCRIP- 
TION—OBTAINED BY REMOVAL OF THE SALES TAX ON DRUGS—IN 
GAINING AN ENLIGHTENED AND INTELLIGENT PROGRAM, WHICH 
WOULD RAISE ITS HEALTH STANDARDS SIGNIFICANTLY. 
Tf the above arguments.make sense to our Government and to the Special 
Committee on Drug Costs and Prices, then the sales tax on pharmaceuticals 
should not be removed but maintained, for it can be channelled towards the 
raising of our nation’s health, as outlined in our Presentation. 
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APPENDIX I 


DRUG INSTITUTE FOR CANADA 


The Drug Institute for Canada is an original idea of Dr. George F. Wright, 
Professor of Chemistry at the University of Toronto, also technical consultant to 
C.D.M. He introduced this idea before the Special Committee on Drug Costs and 
Prices first on July 7, 1966 and discussed it briefly on November 8, 1966. 


According to him, the Drug Institute for Canada would be made up of the 
FOUR SCIENCE PROFESSIONS, such as MEDICINE, PHARMACY, PHAR- 
MACOLOGY and CHEMISTRY. The objectives of this institute should be: 


1. To examine the areas of therapy in which new drugs may or may not 
be needed 
2. To regulate some preclinical and all clincial trials of a new drug 


3. To solicit, receive and correlate all reports of side effects, contraindi- 
cations and alternative uses of drugs, new and old 


. To solicit-and correlate all reports about efficacy of drugs 

To establish the official (generic) name of a new drug 

To participate in multiple-screening tests for discovery of new drugs 
To accomplish fundamental research in pharmacology and medicine 
To promote the development of Preventive Medicine in Canada. 


co SI OT 


The idea of the Drug Institute for Canada fits well into our CONCEPT which 
recommends setting up a NEW GOVERNMENT AGENCY, or alternately an 
INDEPENDENT NON-PROFIT RESEARCH ORGANIZATION, similar to the 
National Research Council. 

Our concept goes BEYOND THE SCOPE of a Drug Institute. We envision, in 
addition, well-programmed activities to RAISE THE HEALTH STANDARDS IN 
CANADA, offering assistance at different levels, such as to the Public, to the 
Industry, to the Government Health Agencies, to the Physicians and to Research 
Centres. This new agency would continually communicate to these levels in an 
objective and authoritative manner and its store house of information and its 
research facilities are available to anybody. It would therefore operate in a 
different sphere than the Food and Drug Directorate, although it would COM- 
PLEMENT its activities. 

The Food & Drug Directorate is designed to PROTECT the PUBLIC in 
Health Matters, and it passes Laws to ASSURE SAFETY in medications and 
related matters. Its records are generally confidential, and the F.D.D. is unable to 
“approve or disapprove” officially medications, or carry out studies on behalf of 
private firms, because of its non-committal and regulatory nature. Nor can it 
assist companies or individuals in providing better medications or offer improved 
health standards. It can merely OBJECT to certain medications once they come 
to its attention and they find them to be unsatisfactory. 
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APPENDIX II 


THE IMPACT OF SALES TAX AT THE THREE 
LEVELS OF DISTRIBUTION 


(a) MANUFACTURERS’ LEVEL 
Medication ‘X”’ 


Suggested Retail Price tulad, BRS AAA 1.00 
less *400,. ‘(rvetaliers Markup) 2.) se ued: a .40 
Eetallel Ss COSU a sa, tes acta se Gia 0. Weses a sawonela oes .60 
less 162% (Wholesalers markup) ........... aL 
Wholesaleris:Cost). \. 2erchae4oits SOCREEANE Eh .50 
less {12° Sales; Taxi «.xtzece+ Mio malormio. bag. 535 


But Manufacturers do not pay Sales Tax at the HIGHEST Level, but at the 
LOWEST DISTRIBUTORS SALES PRICE; therefor TAX ACTUALLY REMIT- 
TED IS NOT 12% but about 8% or 3.7 ¢ per Sales Tax Dollar. 


If ALL Manufacturers would remit the Sales Tax COMPLETELY the saving 
would be about 3.7¢ per dollar at Manufacturers Level or about 11¢ per average 
Rx in Canada (about $3.35) 


If Manufacturers REMIT SALES TAX ONLY PARTIALLY—assuming only 
3 of the tax would be passed on to the consumer—then the saving would be 
about a nickel per Rx filled. 


IS IT WORTH IT TO THE PUBLIC TO HAVE HIGHER HEALTH STAND- 
ARDS FOR A NICKEL PER Rx? 


(b) WHOLESALERS’ LEVEL 


Wholesalers Selling Price of Wholesalers Selling Price of 
Medication to Retailer if Sales Medication if Sales Tax 
Tax RETAINED ABOLISHED i.e. now medica- 
cation costs him 3.7¢ less or 
46 .3¢ 
Price "to Retailer. 242 Feo. eee 60d Price toi hetanerrs.ce > Saree ee 55.5¢ 
less 162% (wholesalers mark- less 162% (wholesalers mark- 
TT Mae a RR are ae eae .10¢ Efe NO gr SPRES Taner NORRIS 9.2¢ 
Cost of Medication to Whole- Cost of Medication to Whole- 
Saler:.2.05:.:c68 santeree chemi kk .50¢ Salers: (ec) tui awicitae ae 46.3¢ 


Now the Gross Margin of the Wholesaler dropped about 8% without a cor- 
responding decrease in operating costs. 


Jan, 31, 1967 DRUG COSTS AND PRICES 2099 


OR 


Assuming that the Wholesalers volume is 60 million dollars per year, which 
represents about 20 million dollars in pharmaceuticals: 


SOS fiL IS DE Ne Se oe ase 20 million $ 
Téssri6 Fo, oar kupe fA S(IP OS BSP OE RR $3,333,000. 
8% Loss in Markup therefore represents about $ 260,000. 


which is slightly less than THEIR ENTIRE NET PROFIT PER ANNUM. 


How will the Wholesaler generate funds for normal expansions and satisfy 
their shareholders if he loses this REVENUE? 


Therefore, wholesalers desparately need the monies they derive due to the 
presence of sales tax incorporated in our price structure. 


(c) AT RETAIL PHARMACISTS’ LEVEL 


Since Pharmacists advocate under Medicare as their method of remunera- 
tion—Cost plus Professional Dispensing Fee—Sales Tax SAVINGS AT THEIR 
LEVEL IS NON-EXISTENT, therefore Meaningless. 
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APPENDIX “B” 


SUMMARY OF DATA ON DRUGS, FOOD AND DRUG DIRECTORATE 


During the hearings of the Committee numerous statements have been made 
about the quality of drugs sold under a generic name as compared to brand- 
name drugs, questions have been asked about imported drugs and the hazards to 
health of certain lots of drugs were cited. Furthermore the Food and Drug 
Directorate has been accused of remaining silent on drug quality or at best 
tending “‘to generalize and thus confuse further an already confused situation’’. 

In view of the questions raised and with a sincere desire to clarify the 
picture as far as possible, I asked the officers of the Directorate to collate all the 
data which might have a bearing on this situation. They have provided me with 
the following information which I should be pleased to table. 


(a) APPENDIX I—Comparative Survey of Quality of Brand Name and Generic 
Drugs, Domestic and Imported, 1965. 


As the cover sheet on Appendix I indicates these data were compiled from 
the reports of the examination of 973 drugs selected by categories to permit a 
comparison between approximately equal numbers of products of each category 
containing the same active ingredient. The data include results of laboratory 
analyses only. The “generic” drugs are those which were sold under a generic 
name while the labels of the “brand-name” drugs carried, as you might antici- 
pate, a brand name. This method of labelling does not necessarily bear any 
relationship to the size of the firm. The results indicate that of all samples, 10.4 
per cent were unsatisfactory. 

The comparison of brand name vs. generic and domestic vs. imported is as 
follows: 

% Unsatisfactory 


PD ONACSELCu Latte HMM is doe Sum RC unl on As MES el 10.1 
TMIPORTCG yet nes te ae en ere Alp woah Ga e trahs 1220 
BAT IN OINIG) Gud iesiy ssc Risto a ee RRR Se eee 8.6 
GENELICS BeAr eicas 6.0 hoe ahs Se ee oo ELS 1 es) 


On the basis of these data, one would be justified in concluding that there is 
no significant difference between the four categories. 
Figures for all drug samples analyzed during 1965 are as follows: 


Total % Unsatisfactory 


UD Sage Ser eee aes, Gon ie ee eS oF O° 1817 1 8) 
Vitamins ereparations Ge... ten 916 Doe 
foot: Nae sate. | Sone ge RI PW (es }5 Wie 


(b) APPENDIX II—Drugs Analyzed for Department of Veterans Affairs, 1965 
and 1966. 


These data were obtained on 72 samples of drugs analyzed in 1965 and to 
September, 1966 in the laboratories of the Directorate at the request of the 
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Department of Veterans Affairs. One sample only was found to be unsatisfactory, 
a lot of chlorpromazine hydrochloride tablets manufactured by Bell-Craig 
Pharmaceuticals, Toronto. The tablets were found to contain from 109.1 to 113.5 
per cent of the declared amount of chlorpromazine hydrochloride. This lot was 
returned to the firm and placed under seizure by the Directorate. 


As you will note most of these lots were produced by the so-called “generic 
drug”’ firms. 


(c) APPENDIX III—Drug Recalls Involving Food and Drug Directorate, June 
1965 to January 1967. 


These recalls involved 35 products manufactured by 31 firms. They were 
instituted by both large and small firms. Other recalls undoubtedly were made 
during this period without the knowledge of the Directorate. 


(d) APPENDIX IV—Convictions Registered Against Drug Manufacturers, 1963 
to 1966. 


It should be noted that these convictions included many cases of vitamin and 
mineral preparations which were low in potency or had excessive disintegration 
times. A number of firms were prosecuted for advertising their products for 
Schedule A diseases. Only two cases could be considered to constitute a signifi- 
cant hazard to health. 


(e) APPENDIX V—Instances of a Significant Hazard to Health Involving 
Pharmaceutical Products, 1959 to 1966. 


Our records have been reviewed to determine those instances over the past 
seven years in which pharmaceutical products presented a significant hazard to 
health and could be considered to be in violation of the Food and Drugs Act or 
Regulations. Only five such cases were found. These are described in Appendix 
V. 


The following conclusions can be drawn from the data shown in Appendices 
Ito- Ve 


(i) There does not appear to be any significant difference between drugs 
sold under a generic name and those sold under a brand name. Similarly 
imported drugs appeared to be of the same general quality as domestic produc- 
tion. 

(ii) The instances of a significant hazard to health involving the quality of 
pharmaceutical products is relatively rare in Canada, a total of five over a period 
of seven years. 
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APPENDIX I to Summary 


Jan. 31, 1967 


Comparative Survey of Quality of Brand Name and Generic Drugs, 


Domestic and Imported, 1965. 


The data in the attached table was compiled from our examination of 
reports on 973 brand name and generic drugs. These were selected to permit a 
comparison between approximately equal numbers of products in each group 
containing the same active ingredient. The data includes the results of laboratory 


examination only. 


Comparative Survey of Quality of Brand Name and Generic Drugs, 


Domestic and Imported, 1965. 


Domestic 
Total Total 
Samples Unsat. % Unsat. Samples 
Brand Name 459 oH Sret 49 
Generic 426 53 12.4 39 


Total Samples— 
Brand Name 
and Generic 885 90 10.1 88 


Total Unsat. % Unsat. 
All Samples 973 101 10.4 


Imported 


Unsat. 


9 
2 


11 


% Unsat. 


18.4 
Dee 


12.5 
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Product 


Muralin Suspension 

Cogentin 

Enteric Coated A.S.A. 
Tablets 

Vitality V.P. 

Mineral Oil 

Jintan Needles 

Tetracycline Capsules 

Soluspan Injection 

Ideal Syringes 

Neo Cholex 

Diphtheria Toxoid 

Tolbutamide Suspension 

Germaform 

Poe Sulfate Injection 

Ampicillin Biodises 


Carmine Red 
Boplant 


Diethylstilbestrol Tablets 
Cobaltyl Ampoules 
Cobaltyl Tablets 


Homavite Tablets 
Caley Compound 
Calvital 

Neolil Suspension 
Vonacillin Solution 
Liver Extract Injectable 
Ronecovite Tablets 
Roncovite MF 


Chorionic Gonadotrophin 
Injectable 
Catalyfer 


Pepcoban Injection 
Tros Tablets 
Cobalt Iron 
Co-For 


Pentothal Sodium 
Suspension 
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APPENDIX III to Summary 


Drug Recalls Involving Food and Drug Directorate 
June 1965 to January 1967. 


Company 


Nadeau Ltd., 
Montreal 

Merck Sharpe & Dohme, 
Montreal 

B.C. Stanley Drugs, 
Vancouver 

Vitality Products, 
Vancouver 

Pharmo Products, 
Toronto 


Standard Surgical Supply, 


Calgary 

Lucas Pharmaceuticals, 
Toronto 

Schering Corporation, 
Montreal 

J. F. Hartz Co., 
Toronto 

Bell Craig, 
Toronto 

Connaught Labs., 
Toronto 

Horner, F.W., 
Montreal 

J. B. Hartz, 
Toronto 

Eli Lilly & Co., 
Toronto 

British Drug Houses, 
Toronto 

Various Companies 

E. R. Squibb, 
Montreal 

Alpha Drug, 
Montreal 

Laboratoire Welcker, 
(Address) 


W. E. Saunders, 
London, Ont. 

Laboratoires Marois, 
Montreal 


Stevenson Turner & Boyce, 


London, Ont. 
British Drug Houses, 
Toronto 
Hoescht, 
Montreal 


Norwich Pharmacal Co., 
Paris, Ont. 

J. M. Marsan, 
Montreal 


E. L. Stickley, 
Hamilton 
Dymond Drugs, 
Brampton, Ont. 
Barlowe-Cote, 
Quebec City 
Lab Species, 
Trois Riviéres 
Abbott Labs, 
Montreal 


Date 


June, 1965 
July, 1965 
October, 1965 
October, 1965 
October, 1965 
January, 1966 
January, 1966 
February, 1966 
April, 1966 
April, 1966 
May, 1966 
May, 1966 
June, 1966 
June, 1966 
July, 1966 


September, 1966 
December, 1966 


“ce 


“ 


December, 1966 


January, 1967 


January, 1967 
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Reason 


Low Potency 


Some Bottles Labelled 
Hydrodiuril 

Excessive Disintegration 
Time 

Low Potency 


Contained Isopropyl 
Alcohol 

Containers Did Not Main- 
tain Needle Sterility 

Contained Chloramphenicol 


Ineffective Preservative 
Improperly Graduated 
Adverse Reaction 
Possible Toxicity 

Now Drug 

Mislabelled 

Expiry Date Excessive 


Potency in Excess of Label 
Claim 
Salmonella Contamination 
Adverse Reaction 


Recalled by U.S. Supplier 


(1) Evidence obtained that 
drug might not be safe 
under the conditions of 
use recommended. 


(1) 
(1) ry 

Low Potency 

Pyrogen Contaminated 


(1) Evidence obtained that 
drug might not be safe 
under conditions of use 
recommended. 

Possible Pyrogen 

Contamination 

(1) Evidence obtained that 

drug might not be safe 

under the conditions of 
use recommended. 
“ 


(1) 
(1) i 
(1) ‘ 
(1) " 


Did Not Deliver Effective 
Amount of Medication. 
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DRUG COSTS AND PRICES 


APPENDIX IV to Summary 
CONVICTIONS REGISTERED AGAINST DRUG MANUFACTURERS, 1963 TO 1966. 


Jan. 31, 1967 


Firm Date Product Violation Penalty 

Gauls Herb House June/63 Herbal Advertised as a treat- Fine $350 
Fort William, Ont. Remedies ment for Schedule A 

Diseases (Sec. 3) 
Empire Laboratories, April /64 Vitamin Drops Low Potency Fine $250 
Toronto (Sec. 10(3)) 
Barlow-Cote June/64 Triparnol and New Drugs Fine $50 plus 50 
Cap-Rouge, Quebec Trifluorpromazine (C.01.302) percent of cost 
G.E.M. Drugs, June/64 Vitamin Tablets Low Potency Fine $300 
Toronto (Sec. 9(1)) 
Charles C. Cummings, Sept./64 Vitamin Tablets Low Potency Fine $200 
Toronto i (Sec. 9(1)) 
Empire Laboratories, Sept./64 Lobeline Sulphate Exceeds Dosage Fine $100 
Toronto Tablets Limits (Sec. 9(1)) 
Bell-Craig Ltd., Oct./64 Ferrous Sulphate Disintegration and Fine $75 
Toronto Tablets High Potency (Sec. 

C.01.016 and Sec. 

10(2)) 
Canada-Duphar, Oct./64 Promazine Solution Low Potency Fine $200 
London, Ontario (Sec. 10(3)) 
Ultravite Laboratories Oct./64 Vitamin Tablets Low Potency Fine $25 
Toronto (Sec. 9(1)) 
Canadian Nutritional Jan./65 Vitamin Tablets Low Potency Fine $300 
Products, Toronto (See. 9(1)) 
G.E.M. Drugs, Feb./65 Vitamin Tablets Low Potency Fine $100 
Ottawa (See. 10(8)) 
Metro Drug Ltd. June/65 Minavite Tablets Disintegration Fine $200 
Montreal (See. D.01.015) 
Sun-N-Health Products Nov./65 Garlic Capsules Advertised as a treat- Fine $150 
Montreal ment for Schedule A 

diseases (Sec. 3) 
Zirin Labs. Ltd., Dec./65 Dymasol New Drug Fine $100 
Montreal (Dimethyl Sulfoxide) (Sec. C.08.002) 
Sun-N-Health Products Jan./66 Vitamin Advertised as a treat- Fine $300 
Montreal Preparations ment for Schedule A 

Diseases (Sec. 3) 
Penslar Co. Ltd., Feb./66 Cold Tablets Disintegration Fine $50 
Windsor (C.01.015) 
Stylecraft Products Feb./66 Phillips DMSO New Drug Fine $500 

td., Vancouver, B.C. (Dimethyl Sulfoxide) (C.08.002) 

Charles E. Frosst, May/66 Frosst ‘‘692”’ Tablets Distributed as a Fine $100 
Montreal sample (Sec. 14(1)) 
Lukas International May/66 Chloramphenicol Incorrectly Described Fine $2,000 
(Canada) Ltd. Capsules Not tested for identity 
Toronto (Sec. 9(1) and 

C.01.051) 
Metro Drug Ltd., May/66 Stilbestrol Tablets Manufactured under Fine $300 
Montreal Minayite Liquid unsuitable conditions. 

(C.01.051) 
Zirin Labs. Ltd., June/66 Vee Pee Solvent New Drugs Fine $150 
Montreal (Dimethyl Sulfoxide) C.08.002 

Diisopropylamine 

C. E. Jamieson & Co.  July/66 Vitamaster Twin Disintegration and Fine $75 
(Canada) Ltd., Tablets Low Potency 
Windsor (C.01.015 add 10(3)) 
B.M.C. Laboratories Aug./66 Diazepam New Drug Fine $500 
(Martin Van Ular) (See. G.08.002) 
Montreal 
Harry D. Reid Aug./66 Allimin Tablets Disintegration & Not Fine $150 
Agencies Ltd., tested for identity 
Toronto (C.01.015 and 

C.01.051) 
Jules R. Gilbert Lid., Nov./66 Diethylpropion New Drug Fine $300 
Toronto Tablets (See. C. 08. 002) 
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APPENDIX V to Summary 


INSTANCES OF A SIGNIFICANT HAZARD TO 
HEALTH INVOLVING PHARMACEUTICAL PRODUCTS 


1959 to 1966 


(a) In the fall of 1959, Charles E. Frosst and Co., Montreal increased the size 
of their 50 mg. Dicumarol tablets (bishydroxycoumarin, an anticoagulant), in 
order to facilitate breaking the tablets in half to permit a dose of 25 mg. Between 
January and March, 1960, the firm received eleven complaints that the product 
was not as effective as in the previous dosage form. An investigation revealed 
that the reformulation of the tablet had decreased the availability of the thera- 
peutic agent. Increased solubility was achieved by providing a finer dispersion of 
the ingredients. The offending lots were recalled by the company and physicians 
informed of the change. Since the firm had acted in a responsible manner and the 
improper formulation removed from the market no legal action was initiated by 
the Directorate. 


(b) In July, 1963, a physician brought to our attention that a product 
labelled as Dicumarol (bishydroxycoumarin) manufactured by Empire 
Laboratories, Toronto, Ontario, was not giving the expected results on several of 
his patients. Laboratory examination revealed that the active ingredient was not 
as shown on the label but was 4-hydroxycoumarin. The firm was immediately 
contacted and it was learned that they had already initiated a recall of the lot 
since a routine analysis to determine stability had indicated low potency. They 
were unaware of the mislabelling at that time. When the recall had been 
completed 70,000 tablets were destroyed under Food and Drug Directorate 
supervision. 


(c) During the summer of 1965 it was found that Stylecraft Products Ltd., 
Vancouver, British Columbia, were selling a solvent consisting of dimethylsul- 
foxide (DMSO) for therapeutic purposes. This chemical was a new drug 
according to the definition in the Food and Drug Regulations. This firm had not 
made a submission to the Directorate on this product. Therefore, the product was 
removed from the market by seizure action and the firm prosecuted. A fine of 
$500.00 was assessed by the Court. 


(d) In March, 1966, an investigation by the Food and Drug Directorate 
revealed that capsules labelled as Tetracycline and sold by Lukas International 
(Canada) Ltd., Toronto, were chloramphenicol. Immediate recall action was 
initiated by the company at the instigation of the Directorate. Physicians and 
pharmacists who had received these mislabelled capsules were informed of the 
situation. It was found that the firm had not carried out the proper analytical 
controls on the product. Legal action was, therefore, initiated and the firm was 
fined $2,000.00. 


(e) In June, 1966, it was found that J. F. Hartz Co. Ltd., Toronto, had 
mislabelled a strong germicide as a mild antiseptic. The product was immedi- 
ately recalled from the market and the firm was sent a formal warning. 
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APPENDIX “C” 
IN CONFIDENCE 


SOME OBSERVATIONS ON DRUG CONTROL IN EUROPE 


Introduction 


During October and November, 1965, three members of the Directorate’s 
staff visited phamaceutical companies, manufacturing associations and control 
agencies in Italy, Switzerland, Germany, France, the Netherlands, Belgium, 
England, Denmark and Sweden. The purpose of this mission was to learn about 
drug control as presently carried out in these countries. The following brief 
report covers a few observations on the present situation. 


Special Situation in Canada with Respect to Drug Imports 


We believe that Canada finds itself in a special situation with respect to 
control over drug imports. Unlike many European countries and, for that matter, 
also the United States, Canada imports both bulk drugs and pharmaceutical 
dosage forms from a far greater number of foreign suppliers. Our 1964 survey 
showed that during this year bulk drugs and formulated dosage forms from over 
30 different countries and from more than 300 different sources came to this 
country from abroad. We manufacture only a minor fraction of the bulk drugs 
we consume. 


Some General Comments on Drug Control in European Countries 


In the European countries—excluding those within the communistic sphere 
of influence—most of the drugs used in a given country are manufactured in this 
country and controlled by governmental agencies in this country. Whatever 
drugs are imported—and some countries actively discourage the importation of 
pharmaceutical dosage forms—will be subject to quality control as well. 


The frequency and thoroughness of these controls vary. In some countries 
they appear to be quite good while in others much room is left for improvement. 
On the whole, it is our impression that drug control in Europe is improving. In 
most countries drug registration has been in effect for some years and has 
resulted in reducing the number of pharmaceutical specialties on the market 
considerably. Detailed compositional data (active and inactive ingredients), 
analytical methodologies and their experimental verification in government 
laboratories, are integral parts of the registration of drug products. 

In Belgium, Holland, Denmark and Sweden, effective drug control is to some 
extent, at least, due to the strength and status of the profession of pharmacy. In 
these countries strong pharmaceutical associations are powerful competitors of 
the pharmaceutical industries. Both small and large pharmacies produce—in- 
dividually and collectively—all types of products, including parenterals, sup- 
positories, pills, tablets, capsules, etc. Special fees and a certain percentage of 
their sales are used to support a central laboratory for the analysis and certifica- 
tion of both raw materials (bulk drugs) and pharmaceutical dosage forms. 


In Canada, very few medicaments are compounded by pharmacists on any 
appreciable scale, and neither the beneficial nor adverse effects of this special 
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pharmacy-pharmaceutical industry relationship need concern us. Yet we should 
note there are some who believe it does contribute to high standards of drug 
quality and to lower drug prices as well prevailing in these countries. 


Pharmaceutical Manufacturers’ Associations 


In most of the European countries there are well organized and influential 
manufacturing associations. In a few countries they represent the larger drug 
manufacturers, while in others they represent the whole industry. The relation- 
ship between the Health Ministries and these associations appears to vary in 
different countries. In some, it is a particularly close relationship but, in others, 
they appear to carry out their respective activities independently of one another. 

Practically all European drug manufacturers’ associations are in favour of 
drug patents. We believe it can be said that they all are well aware of recent 
trends to stricter drug laws in all countries, particularly in the areas of new 
drugs, inspection and quality control. 

In a few countries, they had been particularly active in trying to improve 
manufacturing facilities and controls in the industry. 


Investigational Drugs 


Of special interest to us was the finding that no country in Europe has 
legislation to control the use of investigational drugs. In the United Kingdom, 
investigational drugs are handled in a manner similar to that of the F.D.D. The 
Medical Assessor for the Committee on Drug Safety, feels that there is consider- 
able merit in requiring prior review of the data before permitting the drug to be 
used in clinical investigation. 


Reporting of Adverse Drug Reactions 


There are only two countries in Europe who are attempting to carry out 
WHO’s request to compile and report adverse drug reactions to WHO. The 
United Kingdom is the only country who has set up a workable system to collect 
and compile adverse drug reactions; a start has also been made in Germany. 
Other countries are thinking seriously of ways and means to set up a system but, 
to-date, have made very little progress. 


Withdrawals of Drugs 


Estimates given regarding the frequency of withdrawals of drugs from the 
market because of discrepancies between composition and label claims, ranged 
from about 5-8%. Such recalls are made known to the professions and we 
learned that companies both small and large have been so implicated. 


Fees for Registration in Sweden 


There are several other legislative measures available in these countries 
preventing the accumulation of drugs from getting out of hand. Thus, drug 
registration is not free. A manufacturer or distributor pays a fee for each 
pharmaceutical dosage form he wishes to market and for annual renewals. 
Applications for drug registration are reviewed very critically in every respect, 
including chemical, pharmacological, toxicological and clinical evidence for safe- 
ty and efficacy, and a fee is charged even for an application that is rejected. 
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Drug Combinations and Analytical Methods 


Preparations based merely on different combinations of known ingredients 
are generally frowned upon, and products purported to contain active drug 
complexes or associations are accepted in some countries only if it is demon- 
strated that the clinical and therapeutic efficacy of such products is superior to 
that of their individual constituents. It should also be noted in this connection 
that only drugs meeting the requirements of the law and demonstrated to be safe 
and effective for the purposes claimed come within the jurisdiction of prevailing 
social security or national health insurance schemes. As already indicated, 
analytical methods for each product is a pre-requisite for registration, and such 
methodologies are not only reviewed but experimentally tested—and often im- 
proved—in the government control laboratories. 


Registration and Analytical Control 


Particularly effective integration of registration and laboratory control ap- 
pears to have been achieved in some countries. The composition, including both 
active and inactive ingredients, of all products marketed are filed systematically, 
and cross-references permit their technical staff to locate quickly all prepara- 
tions containing a given active ingredient. Thus, the composition of and me- 
thodologies for related products can be conveniently ascertained. 


Registration and Inspection 


In most of the European countries, registration of a product also means 
inspection of the manufacturer’s premises to determine that the product to be 
registered can be made in accordance with good manufacturing practices. In fact, 
income from drug registration constitutes for some of these countries an impor- 
tant budgetary aspect in the operation of their national drug control laboratories. 


The Common Market and Drug Legislation 


Economic co-ordination of the European Common Market countries has, by 
now, affected quite markedly the policies of European pharmaceutical industries. 
ECM-committees are at work harmonizing the multitude of regulations which 
now exist with regard to drug registration and trade practices. Although there 
are some who believe that on certain issues agreement will be most difficult to 
reach, e.g., requirements for new drugs, definition of experts and standardization 
of pharmaceutical education, all common market countries are committed to 
adopt essentially uniform legislation on drug registration by 1968. This means 
that by then free movement of drugs should begin within these important 
trading areas. 


Collaboration Within Common Market Countries 


The close collaboration of the common market countries in many spheres of 
activity has also led, generally, to greater interest in drug plant inspection and 
pharmaceutical quality control. 


Inspectors in European Countries 


In Germany, as well as the Benelux countries, France, Denmark and 
Sweden, there is a small corps of qualified inspectors operating. Although it is 
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apparent that they do not carry out inspections in the same manner we do, their 
scrutiny of manufacturing facilities and controls is a pre-requisite to registra- 
tion. 


Inspection by Foreign Inspectors 


Most European countries, including the United Kingdom, are not in favour 
of inspections by foreign governments. They would like to see all countries 
accept each other’s inspections. This should be the goal to strive for, but it will be 
some time before we can be assured that inspections do mean the same thing for 
all countries. 


Inspection Guide 


We were unable to obtain an Inspection Guide similar to our own in any of 
the countries we visited. In France, such a guide was being prepared and was to 
be ready for distribution last year. 


In Sweden, drug plant inspection began in 1964 and a Swedish inspector is 
to go to other European countries for further training. It was gratifying to learn 
that our Inspection Guide and personal discussions of Dr. C A. Morrell, former 
Director of the Food and Drug Directorate, with Dr. Hans Hellberg, Director, 
State Pharmaceutical Laboratory, Stockholm, were instrumental in initiating 
this programme. The Senior Dutch inspector, and also a Senior Swiss official, 
visited our laboratories last year to learn more about our inspection procedures 
and to study drug control in Canada. 


Preparation of the European Pharmacopoeia. 


It should be pointed out that the common policies being pursued in Europe 
with regard to drug trading, are also accompanied by common patterns in drug 
standardization. Considerable work is being done in the Common Market coun- 
tries as well as in England and Switzerland on the compilation of the European 
Pharmacopoeia. A number of committees have been set up and are functioning. 
Their major objective is the establishment of more sensitive and selective 
techniques of analyses and specifications for drugs marketed within these impor- 
tant trading blocks. A British scientist, Mr. H. Grainger, whose headquarters are 
located at Strassbourg, is directing this project. About 100 monographs for drugs 
have been agreed to. 


Nordic Pharmacopoeia 


Further to the north, five other countries—Denmark, Sweden, Norway, 
Finland and Iceland, issued recently the so-called Nordic Pharmacopoeia and 
thus extended their traditionally close relationships in social and cultural affairs 
to problems concerning drug legislation, quality control and trade. A visit to the 
Danish Pharmacopoeia Laboratory (Director, Dr. K. Ilver) showed what tremen- 
dous an amount of planning and effort was expended to produce this reference 
text of 4 volumes published in the Danish, Finnish, Norwegian and Swedish 
language. It is an excellent piece of work kept up-to-date by means of addenda in 
loose-leaf form. Three chemists assist Dr. Ilver in this continuing project. In 
addition to the development of pharmacopoeial standards these people are also 
trying to establish tests and specifications for medical supplies, such as plastic 
bones, sterile cotton, syringes, surgical dressings, catgut, medicine droppers, etc. 
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Products meeting official requirements and referred to as Medicine Utensilia will 
then be recognized by their MEDU-label. 


Drug Control in the United Kingdom 


Drug Control in the United Kingdom is quite different from that exercised 
in other European countries. It is based on a number of different Acts, but 
control over manufacturing facilities and analytical procedures is carried out 
only to regulate the marketing of medicinals sold under the Therapeutic Sub- 
stances Act (Licenced Drugs) and of new drugs approved by the Dunlop 
Committee. Of all the European Free Trade Association (EFTA) countries, the 
United Kingdom is now the only one that does not require registration of 
pharmaceutical specialties. 


Proposed Changes in Drug Laws in the United Kingdon 


An intensive study has been conducted in the United Kingdom for the past 
four years on their existing drug laws and determined efforts are being made to 
bring them more in line with those of other countries of the world. There has 
been public demand for an independent assessment of the safety of all drugs 
placed on the market (both home-produced and imported) and also for an 
assurance of the purity of these drugs. Fundamental points in the proposed 
scheme are that all medicinal products supplied to the public should be subject 
to scrutiny. In addition to the sampling and testing of drugs, provision should be 
made for registration of drugs, inspecting and licencing of premises in which 
drugs are manufactured, compounded or stored, and that all imported drugs 
should also be controlled. The establishment of a Licencing Authority to co-ordi- 
nate the work of a central laboratory and subsidiary regional laboratories, as 
well as to oversee all the operations, is envisaged. 


Need for Stricter Control of Bulk Drugs 


To appreciate the trend toward stricter bulk drug control, one must realize 
that it is difficult to assign with certainty the source of an impurity to a 
particular compound in a complex pharmaceutical formulation. Whereas an 
impurity in a bulk drug may often be recognized with ease by an experienced 
chemist, its detection in a formulated product can be a major analytical task. 
Massive quantities of bulk drugs made in different countries and often produced 
by different methods of synthesis are coming into our country and it is essential 
that they be thoroughly tested for identity and purity. 


Limitations of Existing Pharmacopoeial Standards 


There is at present concern amongst analytical chemists that even phar- 
macopoeial standards cannot always be relied upon to guarantee that a product 
is free from impurities which may be toxic. Admittedly, conventional specifica- 
tions are inadequate to characterize fully the potent and complex drugs now 
being produced. Isomeric configurations, for example, are not always distin- 
guished on the basis of classical tests. Frequently, compounds closely related in 
structure to the parent drug are simultaneously produced during synthesis with 
the result that small amounts of impurities, which may be toxic, contaminate the 
final product and escape detection by accepted assay methods. Progressive drug 
firms are making use of more refined techniques over and above those recom- 
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mended by pharmacopoeial standards, in order to detect impurities in products 
they manufacture or buy elsewhere. The B.P. Commission, aware of the problem 
on the basis of pertinent and authenticated case reports in recent years, is now 
also taking a close look at their monographs from this point of view. The analyst 
must now not only think in terms of estimating the content of pure substance but 
also in terms of tests to limit the content of impurities. Recently, the British 
General Medical Council and the Pharmaceutical Society formed a joint com- 
mittee to collect Chemical Reference Substances for such studies, and pertinent 
data for a number of pharmaceuticals were received. 

We found through our visits that some of the companies exporting drugs to 
Canada would not meet our requirements. Yet, there were others far superior to 
many of our own. Thus, both reliable as well as sub-standard pharmaceutical 
manufacturers export products to this country. Our regulations require that such 
drugs and pharmaceutical dosage forms be tested for identity, purity and poten- 
cy either abroad or in Canada and if such testing is done solely abroad, test for 
identity must still be performed in Canada. 


Certificates of Analysis 

Continued vigilance by the Food and Drug Directorate in the area of drug 
importation is imperative, for we found that there are many European compa- 
nies who do not have proper production facilities and, applying merely patent 
specifications, fail to achieve the same accuracy and precision of analytical 
quality control as the original manufacturer. 


Drug Exports 

There exists a distinct lack of control of drugs destined for export. Gov- 
ernments feel that the quality control of drugs is primarily a national responsi- 
bility. Some are prepared to provide certificates similar to our own, i.e., docu- 
ments which confirm that a given product is marketed in their country but are 
devoid of any reference to the potency, safety and quality of any particular 
batch. Only the Danish government, we learned, is prepared to issue certificates 
of analysis for specific lots of registered drugs if requested to do so by foreign 
governments. 


Some Additional Observations 


This report is but a brief account of general impressions and observations. It 
should be pointed out that Canada’s industrial accomplishments and the Direc- 
torate’s efforts, as a drug control agency, are well known in Europe. Many of the 
manufacturers we interviewed employ foreign relations experts who are thor- 
oughly familiar with our legislation. Our Food and Drugs Act and our Trade 
Information Letters are studied, and our scientific contributions in the field of 
drug methodology are appreciated beyond the borders of our country. It was 
gratifying to see and hear all this first-hand for we felt that what we saw and 
heard was genuine. 


M. G. Allmark 
L. Levi 
R. Ferrier 
Ottawa 
January, 1967 
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APPENDIX “D” 


EXAMINATION OF TRIFLUOPERAZINE TABLETS 
MARKETED IN CANADA 


W.N. French, D. Cook and Leo Levi, 


Research Laboratories, Food and Drug Directorate, 
Department of National Health and Welfare 
Ottawa—Canada. 


Purpose of Investigation 


This study was undertaken following submission of a Brief to the Special 
Committee on Drug Costs and Prices of the House of Commons by Smith, Kline 
& French/Montreal, in which products of different companies were compared as 
to cost and quality.* Its purpose was to determine the degree of physicochemical 
equivalency existing between dosage forms of corresponding label claims and to 
assess the extent of pharmaceutical quality control exercised by different manu- 
facturers in the formulation of these preparations. 


Scope of Investigation 


At present four pharmaceutical companies manufacture Trifluoperazine 
Tablets B.P., each marketing their products under a brand name as shown in the 
following tabulation. 


Company Trade Name 
Smith, Kline & French Stelazine 
Mowatt & Moore Clinazine 
Paul Maney Laboratories Triflurin 
Jules R. Gilbert Triperazine. 


Sixteen official samples representing all dosage levels currently produced by 
these manufacturers were obtained and analyzed in the Pharmaceutical 
Chemistry Division of the Food and Drug Directorate for drug content and 
content uniformity. Seven unofficial samples (specimens) were examined like- 
wise, and tests for disintegration time carried out using one sample from each 
manufacturer. 


Methods 


1. Assay for Trifluoperazine Content (1) 

Twenty tablets were taken at random from a bottle of 100, weighed accu- 
rately and analyzed as described in the British Pharmacopoeia (1). 
2. Determination of Content Uniformity (2,3)** 


The test which demonstrates the extent of potency variation existing be- 
tween individual tablets of a given lot or sample was carried out as follows. 


*Minutes of Proceedings and Evidence, No. 13, Thursday, October 27, 1966; pp. 939-969. 
**Content uniformity tests are specified for a restricted number of pharmaceutical dosage 
forms in the U.S.P. and N.F. Trifluoperazine is not included in these compendia. 
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After performance of the assay for trifluoperazine content each of the eighty 
tablets which remained from a given lot was weighed individually. Three groups 
of tablets were selected containing the lightest, medium weight and heaviest 
tablets, respectively. Six tablets of practically identical weight from each of 
these groups were then assayed individually for trifluoperazine content. Ex- 
ceptions: Lot No. 735; Paul Maney (4 tablets only) and Lot No. J6626; SK & F 
(24 tablets). 


3. Determination of Disintegration Time (4) 


By means of this test, information is obtained concerning the relative ease 
with which tablet formulations break wp under controlled experimental condi- 
tions simulating in vivo environment. Food and Drug Regulations specify that 
plain coated tablets—and all trifluoperazine tablets presently marketed in 
Canada belong to this class—must disintegrate within 60 minutes (30 minutes in 
simulated gastric juice and 30 minutes in simulated intestinal juice). 


Experimental Results 
Analytical data are shown in Figures 1-16 and summarized in Tables I-VII. 
They demonstrate that— 


1. Currently marketed brands of trifluoperazine tablets B.P. appear to be 
formulated in terms of trifluoperazine base by all manufacturers. 


2. With the exception of one lot (Clinazine 10 mg., Mowatt & Moore Lot No. 
6-3K; N.H. & W. Sample No. A54148) all currently marketed products met label 
claims. 

3. Potency variations between individual tablets were smallest in lots manu- 
factured by Paul Maney Laboratories and largest in lots manufactured by Jules 
R. Gilbert. The Food and Drug Directorate has informed the latter company of 
results obtained with their products. 


4. All tablets tested for disintegration time met the requirements of the 
Canadian Food and Drugs Act and Regulations. 
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Fig. 1 
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Fig. 2 


STELAZINE - SMITH KLINE & FRENCH 


Lot J6639 10 mg Lot J6584 
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Weight - mg 
98.2 Average Potency 9e1 
99.9 B.P. Assay 9604 
3-70 Std. Dev. (Individual Tablet) 144 


Potency expressed as % base relative to numerical value on label. 


Potoncy = % of label claim 
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Fig. 3} 
CLINAZINE — MOWATT & MOORE 


1 mg Lot 179 2 mg Lot 3=3K — 
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Weight — mg Weight - ng 
100.4 Average Potency 99.0 
99.8 B.P. Assay 99-1 
2.10 Std. Dev. (Individual Tablets) 3.04 


Note: 1. Potency expressed as % base relative to numerical value on label. 


Potoncy = % of label clain 
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CLINAZINE = MOWATT & MOORE 
lot 5 = 3K 10 mg - lot 6-3 K 


Weight - mg Weight - ng 
96.0 Average Pctency 88.7 
97.3 B.P. Assay 

1.55 Std. Dev. (Individual Tablet) 2.55 


Potency expressed as % base relative to numerical value on label. 
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TRIFLURIN — PAUL MANEY 


Lot 819° 2 mg Lot 726 


- ng Weight - mg 
Average Potency 99.6 
BoP. Assay 101.2 
Mfr. Assay 101.5 
Std. Dev. (Individual Tablet) 1.14 
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Weight - mg 


99.0 

97-7 

101.3 
1.36 


TRIFLURIN - PAUL MANEY 


Lot 724 Lot 678 


10 mg 


323 351 
Weight - mg 
Average Potency 100.3 
B.P. Assay 100.9 
Mfr. Assay 105.0 


Std. Dev. (Individual Tablets) 1.29 
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TRIFLURIN - PAUL MANEY 


20 mg Lot 735 


621 630 
Weight -— mg 
Average potency 
B.P. Assay 
Mfr. Assay 


Std. Deve (Individual Tablet) 
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TRIPERAZINE — JULES R. GILBERT 


Lot KK238 2 mg 
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Weight - mg 
96.2 Average Potency 9523 
9565 B.P. Assay 9565 
101. Mfr. Assay 98.7 
4.78 Std. Dev. (Individual Tablets) 4e29 
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TRIPERAZINE - Jules R. Gilbert 


5 mg Lot KK235 
Analyst A Analyst B 
ae i ee | 
* 127.9 
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@ 
©7707 *80.7 
a 212 221 
Weight - ng 
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Stelazine - SEP 


1 onic Lot F-1146 (E-€76) 


55 Average 103, 


Fig. 106 


Note: 1. Potency expressed as 7 base relative to awrerical value cn label. 
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Tablets chosen for FID assay according to weight classification. 
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Stelazine tablets - SI! 
3 mG Lot F-6263 (76362) 


Fig. 12 
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light medium heavy 
95.6% Average 96.9% 
Note: 1. Potency express as % base relative to numerical value on label. 


2. Tablets chosen for FDOD assay according to weight classification. 
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Potoncy = % of label claim 


CLINAZINE TABLETS - MOWATT & MOORE Fig. B 

1 ng Lot 2-3K 

FDD Analysis SKF Analysis 

a oo 

115 15 
110 110 
105 105 
100 100 
95 95 
90; 90 
S &5 
Ne 


99.6 Average 102.5 


Note 1. Potency expressed as % base relative to numerical value on label 
2 Tablets selected at random for assay. 


Potoney - % of label claim 
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Triflurin Tablets; = Paul Meaney 
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Triflurin Tablets - Paul Maney 
Fig. 15 


20 ng Lot 741 


FDD Analysis SkF Analysis 


592 629 655 


Weight - mg 
95.3 Average 93.9 
1. Tablets chosen for FDD assay according to weight classification. 


2. Paul Maney analysis - 102.1% by B.P. 


Jan. 31, 1967 


115 


110 


105 


100 


ty) 


Jan. 31, 1967 DRUG COSTS AND PRICES 2131 


Trifluonperazine tablets - Gilbert 


2 mg Lot 605 Fig. 16 


it FOO Analysis SEE Analysis ae 
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Weight - mg 
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Note: 1. The average % of label claim as determined by the Warnock-llersey laboratory 


was 103.3%. 


2. Percentage of label claim expressed as salt relative to numerical value on 


eee Label claim- "Each tablet contains 2mg Trifluoperazine lydrochloride 
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TABLE I 
2 SreLazINE TABLETS—SmMiTH, Kiine & FRENCH 
Z Label: Stelazine Tablets, Trifluoperazine Tablets B.P. 
B.P. Assay 
: 4 % Base 
Mg. Drug Equivalent Relative To Weight Range 
Lot Label Found As Amount Of %Of Label | Numerical of 20 Tablets Difference 
No. Claim Base Salt (Mg) Claim Value Shown Used For Assay (Mg) 
On Label (Mg) 
J6626 1 mg* 0.999 1.178 117.8 99.9 172.00—191.93 19.93 
J6638 Py nooks 1.974 2.328 116.4 98.7 233 .72—264. 68 30.96 
J6639 5 mg* 4,996 5.890 117.8 99.9 283.21—313.40 30.19 
J6584 10 mg* 9.64 flesr IIIB}, #7 96.4 471.36—503.10 31.74 
*Interpreted to mean Trifluoperazine hydrochloride 
Assay of Individual Tablets Selected According to Weight Classification 
Av. Of % 
Average Base Relative Standard 
Amount Of No. Of To Numerical Deviation 
Lot Label Drug Found Tablets Value Shown (Individual N.H. & W. 
No. Claim (Mg. Base) Assayed On Label Tablet) Sample No. 
J6626 1 mg 0,984 24 98.4 3.91 A54137 
J6638 2 mg 1.928 18 96.4 Roo A54138 
J6639 5 mg 4.910 18 98.2 oe 0 A541139 
J6584 10 mg 9.41 18 94.1 1.44 A54140 
TABLE II 
CLINAZINE TaBLETS—Mowatr & Moore 
Label: Clinazine, Trifluoperazine Tablets B.P. 
B.P. Assay 
% Base 
Mg. Drug Equivalent % Of Relative To Weight Range 
Lot Label Found As Amount Of Label Numerical Of 20 Tablets 
No. Claim Base Salt (Mg) Claim Value Shown Used For Assay Difference 
On Label (Mg) (Mg) 
179 1 mg* 0.998 1.179 117.9 99.8 222.13—255.48 Sa.00 
3-3 K 2 mg* 1.982 ook 116.9 99.1 242.11—259.86 Med 
5-3 K Some 4.865 5.736 114.7 97.3 208. 50—240. 46 31.96 
6-3 K 10 mg* 8.944 10.55 105.5 89.4 237. 80—262. 61 24.81 
*Interpreted to mean rifluoperazine hydrochloride 
Assay of Individual Tablets Selected According to Weight Classification 
Av. Of % 
Average Base Relative Standard 
Amount Of No Of To Numerical Deviation 
Lot Label Drug Found Tablets Value Shown (Individual N.H. & W. 
No. Claim (Mg. Base) Assayed On Label Tablet) Sample No. 
179 1 mg 1.004 18 100.4 2.10 A54145 
3-3 K 2 mg 1.980 18 99.0 3.04 A54146 
5-3 K 5 mg 4.800 18 96.0 155 A54147 
6-3K 10 mg 8.87 18 88.7 2.55 A54148 


Analytical results submitted by SKF 


Lot No. 3-3 K—106.6% of label claim (average of five single tablet assays) 
Lot No. 5-3K— 95.9% of label claim (average of ten single tablet assays) 
Lot No. 6-3K— 89.6% of label claim (average of ten single tablet assays) 
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TABLE III 
TRIFLURIN TasBLers—Paut MANEY 
Label: Triflurin, Trifluoperazine Tablets B.P. 
B.P. Assay 
Mg Drug Equivalent % of Weight Range of 
Lot Label Found as Amount of Label 20 Tablets Used Difference 
No. Claim Base Salt (Mg) Claim for Assay (Mg) (Mg) 
819 i mg (base) 0.998 1.178 99.8 171. 26-179. 84 8.58 
726 2 mg (base) 2.024 2.388 101.2 205. 76-227. 28 21.52 
724 5 mg (base) 4.885 5.764 97.7 316. 16-361. 70 45.54 
678 10 mg (base) 10.09 11.90 100.9 320. 30-350. 74 30.44 
735 20 mg (base) 19.77 23.02 98.9 603. 24-679. 75 76.51 
Assay of Individual. Tablets Selected According to Weight Classification 
Standard 
Average Amount No. of % of Deviation 
Lot Label of Drug Found Tablets Label (Individual N.H. & W. 
No. Claim (Mg. Base) Assayed Claim Tablet) Sample No. 
819 1 mg (base) 1.001 18 100.1 Naul A-13034 
726 2 mg (base) 1.992 18 99.6 1.14 A-13035 
724 5 mg (base) 4.950 18 99.0 1.36 A-13033 
678 10 mg (base) 10.03 18 100.3 1.29 A-13036 
735 20 mg (base) 19.04 4 95.2* 1.62 A-13037 
aS jah ag of 102.0% representing the average of five single tablet assays was submitted for this lot by 
TABLE IV 
TRIPERAZINE TABLETS—JULES R. GILBERT 
Label: Triperazine, Trifluoperazine Tablets B.P. 
B. P. Assay 
Equiv- Weight Range : 
Mg. Drug alent % Of of 20 Tablets Differ- 
Found as Amountof Label Usedfor Assay ence 
Lot No. Label Claim Base Salt (Mg) Claim (Mg) (Mg) 
KK238 1.18 mg Trifluoperazine HCl 
(1.00 mg Trifluoperazine Base) 0.955 1.126 95.5  122.83-140.50 17.67 
KK239 2.36 mg Trifluoperazine HCl 
(2.00 mg Trifluoperazine Base) 1.910 Psp 4aVe 95.5 172.80-202.35 29.55 
KK235 5.90 mg Trifluoperazine HCl 
(5.0 mg Trifluoperazine Base) 5. 230 6.171 104.6  203.46-224.00 20.54 
Assay of Individual Tablets Selected According to Weight Classification 
Standard 
Average Amount No. Of Deviation 
Label Of Drug Found ‘Tablets % Of (Individual N.H. & W. 
Lot No. Claim (Mg Base) Assayed Label Claim Tablet) Sample No. 
KK238 as above 0.962 18 96.2 4.78 A-13032 
KK239 as above 1.906 18 95.3 4.29 A-13031 


KK235 as above 4.900 18 98.0 L122, 
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TABLE V 


Potency VARIATION OF TABLETS PRODUCED BY DIFFERENT MANUFACTURERS 


Se ee 
S090 unw—«——\><—_—__ 


Standard 

Official Dosage No. of Deviation 

Sample Level Tablets (Individual 

Manufacturer (Lot No.) (Base) Analyzed Tablet)* 

Paul Mane y-eaiercersctarseseesityn oitensrmsenierste stevens 819 1 mg 18 tok 
726 2 mg 18 1.14 
724 5 mg 18 1.36 
678 10 mg 18 1.29 
oo 20 mg 4 1.62 
Mowattide Moore: mses a seers oie reer 179 1 mg 18 2.10 
3-3 K 2 mg 18 3.04 
5-3 K 5 mg 18 eb) 
6-3 K 10 mg 18 2.55 
Smith, Kline & French................ J6626 1 mg 24 3.91 
J6638 2 mg 18 3.53 
J6639 5 mg 18 3.70 
J6584 10 mg 18 1.44 
Jules#R. Gilbert). eee ee KK238 1 mg 18 4.78 
KK239 1 mg 18 4.29 
KK235 1 mg 18 11.22 


SAREE SA dae ee ee EE eee 
*Data courteously supplied by Dr. D. F. Bray, Head, Biometrics Section, Research Laboratories, 
Food and Drug Directorate. 


TABLE VI 


CoMPARISON or ANALYTICAL RESULTS OBTAINED BY F.D.D. wita THosE OBTAINED BY 
OTHER MANUFACTURERS FOR OFFICIAL AND NON-OFFICIAL SAMPLES 


% Base Relative to Numerical Value Shown 
on Product Label 


Found in Laboratories of 


Dosage 
Brand and Lot Level Food and Drug Smith, Kline 
Manufacturer No. (Base) Directorate Paul Maney & French 
ES cen Oy ee ee ee fe A ONT ee 
Stelazine F-1146 1 mg 97.5 (10s)** 103.1 (13s) 
Smith, Kline & French J-5525 2 mg 95.8 (10s) 100.2 (5s) 
F-6363 5 mg 95.6 (10s) 96.9 (5s) 
Clinazine 2-3K 1 mg 99.6 (10s) 102.5 (5s) 
Mowatt & Moore 3-3 K* 2 mg 99.0 (18s) 106.6 (5s) 
5-3 K* 5 mg 96.0 (18s) 95.9 (10s) 
6-3 K* 10 mg 88.7 (18s) 88.6 (?) 89.6 (10s) 
Triflurin 819* 1 mg 0828 (Bas) seneel00.6% (B2R5) 
Paul Maney 726* 2 mg 101225(BePs) 101.5 (B.P.) 
724* 5 mg 97.74 (B:2)) 101.3 (B.P.) 
678* 10 mg 100.9 (B.P.) 105.0 (B.P.) 
1357 20 mg 98.9 (B.P.) 100.2 (B.P.) 102.0 (5s) 
734 10 mg 97.0 (10s) 100.0 (B.P.) 94.4 (5s) 
741 20 mg 95.3 (10s) 102-19 (B5E)) 93.9 (5s) 
Trifluoperazine 605*** (salt) (salt) (salt) 
Jules R. Gilbert 2 mg 95.1 (10s) 89.5 (10s) 
92.4 (10s) 


TOSFSR (OS) 2" 
eR Sibi thee... . Kid ©) OIgal — WEOS? WOkl Bt eS eee ee 
*Official Sample. 
**Method of analysis included in brackets—e.g., B.P. designates British Pharmacopoeia, 1963 Edition, 
¥ 10s indicates assays of ten individual tablets. 

***Specimen obtained several months prior to this survey and formulated in terms of the salt—label claim: 

“Bach tablet contains 2 mg. Trifluoperazine Hydrochloride B.P.” 
****Result obtained by Warnock-Hersey Lab., as reported by SK & F. 
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TABLE VII 


DISINTEGRATION TIMES OF DIFFERENT BRANDS OF TRIFLUOPERAZINE TABLETS 


Average 
Value 
Product Lot No. Disintegration Times (Minutes) (Minutes) 
ee i la Ree LI rs ete. SE a IT ECF 
Stelazine 10 Mg. J6584 12 12 13 13 13 14 13 
Clinazine 10 Mg. 6-3 K 8 8 9 9 9 10 9 
Triflurin 10 Mg. 678 15 15 16 16 16 18 16 


Triperazine 5 Mg. KK235 2 2 3 3 3 3 3 


2136 DRUG COSTS AND PRICES Jan. 31, 1967 


May 19, 1965. 
APPENDIX ”E” 


Dr. R. A. Chapman, 

Director, 

Food & Drug Directorate, 

Department of National Health & Welfare, 
Tunney’s Pasture, 

OTTAWA, Canada. 


Dear Doctor Chapman: 


Further to our conversations in your office on Thursday, May 13th, I would 
like to detail the reasons why we feel it is important that trifluoperazine should 
continue to be treated as a “new drug”’. 


In spite of the fact that trifluoperazine had been used widely throughout the 
world for several years, the Canadian Food and Drug Directorate found it 
necessary to question the possible teratogenicity of this agent in December of 
1962. You will recall that we were then able to provide specific follow-up of our 
previously recorded investigational cases, and, subsequent to further intensive 
investigation, published a report from our Medical Department in the C.M.A.J. of 
February 16th, 1963. We have subsequently followed up all cases of pregnancy 
associated with the use of trifluoperazine which have been brought to our 
attention. 


Pigment deposition has recently been reported with chlorpromazine and 
other phenothiazines. In the United States, our Company has circularized all 
physicians to call this rare reaction to their attention and has revised its 
Prescribing Information accordingly. Special animal and clinical studies have 
been undertaken. In Canada, we have initiated specific follow-up studies of 
certain patients receiving trifluoperazine. While this reaction occurs primarily in 
chronic refractory cases requiring high, long-term dosage, there is still much to 
be learned regarding the maximum dose, chronic vs. intermittent therapy, 
possible dietary and therapeutic incompatibilities. 


More recently, instances of prolonged extrapyramidal symptoms have been 
reported in the literature, and these are being studied. 


We feel that it is our responsibility, as the supplier of trifluoperazine, to 
follow up all instances of any side effect attributed to this drug with whatever 
medical and technical resources are required. 


You will recall, too, how important this type of activity proved in the 
tranylcypromine experience of last year. At that time, SK&F took the initiative, 
in co-operation with the governments concerned, in warning physicians around 
the world. The subsequent documentation of world-wide cases submitted to you 
for study points up the extensive medical and technical resources which are 
required to investigate and deal with such a problem. When it was found 
desirable to limit distribution of the drug, this was carried out promptly and 
efficiently. 
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Part of our discussion in your office dealt with the opinion expressed by a 
member of your Department that trifluoperazine might not still be considered a 
new drug. Apart from the fact that this was only the expression of an opinion, 
we can visualize circumstances under which an old drug could be reclassified as a 
“new drug”. One reason might be a change in knowledge about its use or 
potential side effects. Another might be the appearance of an additional manu- 
facturer, which could have the following implications: 


(1) It has been well-documented that minor chemical and formulation 
changes can have important effects on the toxicity, as well as the 
efficacy, of a number of drugs. 


(2) Although manufacturing standards are starting to be applied, there 
are still great differences in the approach to drug manufacture and 
distribution to different suppliers. The quality, calibre and number of 
staff, medical and technical back-up, and relative concern for cor- 
porate reputation are some of the factors involved. 


(3) As in the case of trifluoperazine, the primary manufacturer might be 
voluntarily continuing extensive studies on an old drug which you 
would wish to see continued after the entry of a new manufacturer. 
Your wishes in this respect could only be effected by reclassification 
as a “new drug”, since the new manufacturer would probably not 
voluntarily co-operate in the primary supplier’s programme, even if 
he had the facilities. On the contrary, economic and technical factors 
could well dictate modification of the primary manufacturer’s exist- 
ing programme. 


In suggesting that trifluoperazine be firmly classified as a ‘new drug”, I can 
assure you that Smith Kline & French is anxious to continue providing the 
Directorate with the type of information required by the spirit as well as the 
letter of the regulations, in our own interest as well as that of the public safety. 
Such a ruling would not interfere with the grant of licenses to other manufactur- 
ers, but would ensure that they, too fulfilled the responsibilities inherent in the 
distribution of such a potent therapeutic agent. 


We have investigated your thought that trifluoperazine might appear in the 
next issue of the U.S.P. To the best of our knowledge, it will not. 


Yours very sincerely, 


Andrew J. Moriarity, M.D., 
Director of Research & Development. 


AJM:jh 
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Tunney’s Pasture, 
Ottawa 3, 
June 11, 1965. 


Dr. Andrew J. Moriarity, 

Director of Research and Development, 

Smith, Kline and French Inter-American 
Corporation, 

300 Laurentian Boulevard, 

Montreal 9, P.Q. 


Dear Doctor Moriarity: 


I have delayed replying to your letter of May 19 in order that I might give 
the fullest consideration to the points that you set forth in support of your 
suggestion that Trifluoperazine should continue to be treated as a new drug. 


You will meanwhile be aware of the discussion which took place in Par- 
liament on June 4 and 7 in relation to this drug. This discussion dealt with 
certain matters, including a compulsory licence under your patent, which were 
raised by you in the discussion which took place between us on May 13, last. 


You will, of course, appreciate that we must reach an opinion on the status 
of a drug in accordance with the regulations and, moreover, it must be one that 
we could reasonably support in court in the event of any issue being raised. 


To support the view that this is a new drug, it would be necessary to show 
that it has not been sold as a drug in Canada for sufficient time and in sufficient 
quantity to establish in Canada its safety and effectiveness for use. The drug has 
been on the Canadian market for a number of years and, according to our 
information, has been extensively used for the purpose for which it is recom- 
mended. The information accompanying this drug sets out information which the 
physician should have in prescribing it. This includes information with respect to 
contraindications or side effects. This is not unusual in the case of any potent 
drug but we are not able to say that it is of such a character to affect the 
evidence furnished regarding its safety and efficacy. 


If the dangers associated with the use of this drug at this time were 
sufficient to continue it in new drug status because of lack of evidence of safety 
and efficacy, it would follow that consideration would need to be given to 
whether the notice of compliance should not be revoked and the drug returned to 
investigational status. We are not satisfied that this action is required and are 
therefore of the opinion that the drug is no longer a new drug because of the 
length and quantity of experience of use in Canada to establish its safety and 
efficacy. 


You will appreciate that in expressing this view, I express no opinion as to 
what the status might be of this drug when manufactured by another manufac- 
turer either pursuant to agreement with your company or pursuant to compulso- 
ry licence. The notice of compliance issued to your company would not neces- 
sarily govern or apply to a new manufacturer and there are many factors which 
could bring this drug into new drug status when manufactured by some other 
company, or even by your own company for new formulations or 
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conditions of use. My opinion, therefore, is directed solely to the status of the 
drug as currently manufactured by your company and does not relate to its 
status if manufactured by someone else. 

You indicated that in respect of new drugs, different records are required 
than in the case of drugs that are not in new drug status. You also indicated that 
additional information might be available depending upon whether a drug was a 
new drug or not. We have examined this aspect of the matter and point out that 
whether a drug is in new drug status or not, there is a clear requirement on the 
manufacturer of that drug to have adequate facilities and controls. This includes 
the keeping of records respecting hazards and other matters which, while differ- 
ently phrased, are not unlike the type of information which the manufacturer is 
required to keep regarding a new drug. I distinguish here between the type of 
records required of a drug in investigational status and a drug in respect of 
which a notice of compliance has been issued. In the latter, it does not appear to 
me that the kind of records required of a new drug differ substantially from 
those required of any drug. 

I think the above indicates the position taken by the Directorate that 
Trifluoperazine is not regarded as a new drug. You will also see that this is the 
view expressed by the Minister in her statement to Parliament under date of 
June 7th. 

If there are additional points which you think should be considered, I should 
be very glad to hear from you. Meanwhile, this will set forth the position of the 
Directorate with respect to this drug. 


Yours sincerely, 


Original Signed by, 
R. A. CHAPMAN 
R. A. Chapman, 
Director 


REC/RAC/EG 


PHARMACEUTICAL MANUFACTURERS ASSOCIATION OF CANADA 
1110 Gilling Building, 141 Laurier Avenue West, Ottawa 4, Ontario 


June 16, 1966 

Honourable A. J. MacEachen, 

Minister of National Health and Welfare, House of Commons, 
Ottawa 3, Ontario. 


Dear Mr. MacEachen: 
My colleagues and I in PMAC are disquited by the delay in the implemen- 
tation of the recommendations contained in the Hilliard Committee Report. 


When Dr. Eloise Jones raised the issue of the present administration of 
compulsory licensing in the House of Commons, she said she did so as a “matter 
of urgent public importance” under Standing Order 26 of the House. There was 
no dissent from this statement, and the Hilliard Committee was established. The 
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report of that Committee underlines the importance of effective regulation of the 
licensed manufacture of potent drugs. 


The Food and Drug Act, in our view, gives you, as Minister of National 
Health and Welfare, the power to establish and enforce such regulation. An 
amendment to the Regulations to further define the expression “New Drug” may 
be required, but our legal advisers tell us that the Governor in Council has the 
authority to do so under the existing legislation and that an amendment to the 
Food and Drug Act would not be required. 


On behalf of the Association, I would, therefore, urge that all of the Hilliard 
Committee recommendations be implemented, and in particular, that the defini- 
tion of “New Drug” as contained in the Regulations be amended to include a 
drug not currently in “New Drug” status, if, with prolonged use, new or more 
serious or more frequent side effects develop. 


When you tabled the report in the House of Commons, our Association 
immediately issued a statement of support and I would like to quote the 
following passage: “The Committee’s recommendations will, if properly en- 
forced, strengthen the administration of the patent act as it affects phar- 
maceuticals, and this in turn will encourage responsible drug manufacturers to 
continue their increasing investments of research money in Canada’s medical 
future.” Further, I stated on behalf of the Association that the report is “a major 
stride forward in the continuing struggle to keep unsafe drugs from being made 
and sold to the people of Canada.” 


PMAC representatives met with officials of the Food and Drug Directorate 
and explained to them just how important we feel that these recommendations 
are. Dr. Hilliard has made it clear—and we agree with him—that his Commit- 
tee’s proposals constitute a vital defence of the public interest in the matter of 
drug safety. We are surprised and disturbed to discover that members of the 
FDD seriously doubt that your Department has the legal authority either to act 
effectively under existing regulations or to establish new regulations under 
which the specific recommendations of Dr. Hilliard and his associates could be 
carried out. 


We want to emphasize that in no circumstances do we question the good 
faith of the members of your Directorate. What we do question is the legal basis 
for their doubt. 


The crucial issue is the extent of the Minister’s authority, as the Minister of 
National Health and Welfare, to declare as a “New Drug” a product that has 
been accepted as no longer ‘‘new.” We gather that FDD doubts that it has the 
legal powers to re-classify such a product and here we feel FDD is in error. I 
understand that the FDD plans amendments to the present regulations that 
would call for re-classification when, to quote the Hilliard Committee, a drug “‘is 
to be manufactured or produced by a method or process that is substantially 
different from the method or process currently being used in Canada.” However, 
the FDD believes that the Hilliard Committee recommendations for the re-clas- 
sification of a drug cannot be put into effect without an amendment to the Food 
and Drug Act when “if with prolonged use, new or more serious or more 
frequent side effects develop.” 
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Yet, unless the Directorate is prepared to make such a re-classification, 
when a second manufacturer is licensed to produce a potent drug product the 
control exercised over his activities will be quite rudimentary. He is not required 
to meet the same pharmacological, toxicological and clinical standards as the 
original manufacturer, nor is he required to carry out the toxicity and mislabel- 
ling reporting that are considered essential for a “New Drug.” 


Further, in its reeommendation No. 7, the Hilliard Committee stated: “. Be 
no manufacturer shall market any drug unless he has available a product 
brochure containing complete information on the indications, contraindications, 
precautions, dosage and side effects, as well as a resume of the pharmacological 
and clinical studies carried out on that drug.” Unless a second manufacturer has 
to prove product equivalency according to the “New Drug” requirements, the 
validity of any physicians’ information copied from the literature of the original 
manufacturer must be highly questionable. 

The decision whether to issue a compulsory licence lies with the Patent 
Commissioner; the Directorate can only inform the Commissioner about the 
adequacy of an applicant’s manufacturing facilities. Unless the product for which 
a compulsory licence has been issued is treated as a “New Drug” it will be 
distributed without regard to the many and complex questions of drug safety 
that were defined by the Hilliard Committee. 

In these circumstances, we feel strongly that failure to redefine a “New 
Drug” according to the criteria laid down by the Hilliard Committee constitutes 
a failure to carry out the intentions of a committee set up by your predecessor 
to consider the public safety implications of uncontrolled compulsory licensing. 


Dr. Chapman stated to the Parliamentary Committee on the Cost of Drugs 
the other day that the definition of a “New Drug” is “a matter of judgment.” The 
factors influencing judgment can change, and to consider the FDD absolutely 
bound by past decision could prove extremely hazardous. Past decision in an 
area of advancing scientific knowledge surely cannot be immutable. 

I would suggest to you, finally, that the legal powers of the Minister to issue 
necessary new regulations in the interest of public safety are very widely defined 
in Section 24 of the Food and Drug Act. It is stated that: “The Governor in 
Council may make regulations for carrying the purposes and provisions of this 
Act into effect, and, in particular. ..may make regulations. . . (o) respecting: 

(i) the method of preparation, manufacture, preserving, packing, label- 
ling, storing and testing of any new drug, and 

(ii) the sale or the conditions of sale of any new drug, and defining for 
the purposes of this Act the expression ‘New Drug.’ ” 


To sum up: the report of the Hilliard Committee underlines the importance 
of effective regulation of the licensed manufacture of potent drugs. The Food and 
Drug Act, in our view, gives you, as Minister of National Health and Welfare, the 
power to establish and enforce such regulation. 

It is our fervent hope that you will. 

We would welcome an opportunity to meet with you at your convenience to 
discuss the matter further. 

Yours sincerely, 

Wm. W. Wigle, M.D., C.M., 
President. 
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June 24, 1966 


The Hon. Allan MacEachen, 

Minister of National Health & Welfare, 
Brooke Claxton Building, 

Tunney’s Pasture, 

Ottawa 3, Ontario. 


Dear Mr. MacEachen: 


Further to my letter of June 16th I can now tell you that the legal 
representatives of the Association had a useful meeting with Dr. Chapman, Mr. 
Allmark and Mr. Curran at which time it became apparent that my letter had 
been written as a result of a misunderstanding as to the position of the Food and 
Drug Directorate relative to the Hillard Committee Report. 


It has now been decided to explore further the legal and scientific matters 
involved in the implementation of the recommendations and further meetings 
will be held between the legal and scientific representatives of the Association 
and officials of the Directorate. Therefore, this matter is to be adjourned pending 


these further meetings and there is no need to reply to my letter of the 16th at 
this time. 


Yours sincerely, 


Wm. W. WIGLE, M.D., C.M., 
President. 
Wm. W. Wigle, M.D., C.M., 


ce: Dr. R. A. Chapman 


HUME, MARTIN & ALLEN 
BARRISTERS AND SOLICITORS 
110 CHURCH STREET 


TORONTO 1, CANADA 
July 12, 1966 
Mr. R. E. Curran, 
Barrister & c., 
The Food and Drug Directorate, 
Ottawa, Ontario. 


Dear Mr. Curran: 


Further to the meeting held in your office on the 23rd of June, 1966, it was 
agreed that I would set down my views with respect to a few matters discussed 
at that meeting relating to the power of the Governor-in-Council to make regula- 
tions under The Food and Drug Act. 


It is my understanding that some of the recommendations of the Hilliard 
Committee Report would require amendment of or new regulations in order to 
effectively implement that report. It is recommended that a manufacturer who 
has been granted a compulsory licence on a new drug must forward a New Drug 
Submission to the Directorate but that it was felt by the Department of Justice 


Jan. 31,1967 DRUG COSTS AND PRICES 2143 


that under the present regulations the Food and Drug Directorate does not have 
the authority to redefine a product which is “not a new drug”’ so as to give it new 
drug status if certain injurious side effects occur over a period of use. 


It is further my understanding that the Department of Justice felt that the 
present Food and Drug Act does not permit retroactive reclassification of a drug. 


If I have correctly stated the problem, may I say that I am of the opinion 
that the present statute would authorize the making of any regulations which the 
Governor-in-Council deemed necessary for the due carrying out of the purposes 
of the Act. 


The former statute only permitted the making of regulations with respect to 
specific headings. It is significant that the 1952 statute permits the Governor- 
in-Council to make regulations “for the carrying of the purposes and provisions 
of the Act into effect’. There follow some particular headings in Section 24 but 
these particular headings are specifically stated not to restrict the generality of 
the general power to make regulations. 


If, therefore, the Governor-in-Council deems it necessary to make a regula- 
tion redefining an old drug as a new drug for the purposes of carrying the 
provisions of the Act into effect, it is my opinion that Parliament has empowered 
the making of that regulation. 


There is legal authority for the proposition that a Court will not substitute 
its opinion for that of the Governor-in-Council unless a particular regulation 
under a statute is so completely irrelevant to the subject matter of the statute 
that it would be impossible to argue its necessity. It is my opinion that a Court 
would not interfere with nor declare invalid any regulation deemed necessary 
by the Governor-in-Council for the carrying of the Act into effect, particularly 
if the recommendation arose from a report such as the Hilliard Committee 
Report. 


It is further significant that in 1962 additional headings were included in 
Section 24; including a heading relating to defining the expression “new drug” 
It may well be argued that the 1962 amendment was not necessary as the 
general power of making necessary regulations is unrestricted provided it 
relates to the purposes of the statute. 


If, therefore, it is necessary to implement the recommendations of the 
Hilliard Committee and to redefine an old drug as a new drug, it is my opinion 
that the necessary regulations would be within the competence of the Gover- 
nor-in-Council and would be valid. The power to make regulations being unre- 
stricted and Section 24 (1) (0) (II) containing specific authority to make a 
definition of a ‘‘new drug’, it is my view that it is only necessary for the regu- 
lation to be passed by the Governor-in-Council, in which event the regulation 
has the sanction of Parliament. I also include the power to make a retroactive 
reclassification if the Governor-in-Council deems it necessary in the public 
interest for carrying the purposes and provisions of the Act into effect. If a drug 
has been on the market and suddenly shows effects not previously detected, it 
would seem to me to be a matter of extreme public interest that the drug be 
reclassified as a “new drug” for the normal procedure of administering the Act 
and protecting the public interest. 
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It was suggested at the meeting that there were other procedures that could 
be adopted but I believe that a direct approach to the problem is more satis- 
factory as a regulation would be published for all to read and understand. 


I trust that my comments will prove of some assistance and am 
Yours very sincerely, 


ERE eC 
F. R. Hume (facsimile) 
CC to Gordon F. Henderson, Esq., Q.C. 
Mr. G. J. Gorman 
Dr. W. W. Wigle 


DEPARTMENT OF JUSTICE 


Ottawa 4, September 23, 1966. 


Rh. E. Curran, Esq:, @.C:, 
Legal Adviser, 
Department of National Health and Welfare, 
Brooke Claxton Building, 
Tunney’s Pasture, 
Ottawa 3, Ontario. 
Re: Definition of “new drug” 


Dear Sir: 
208719 


I refer to your letter of July 21, 1966, with which you enclosed a copy of a 
letter to you from Mr. F. R. Hume, Q. C., Counsel for the Canadian phar- 
maceutical Association. 


After carefully considering the arguments raised in Mr. Hume’s letter, I find 
that I am still of the opinion that the Governor in Council has no authority under 
the Food and Drugs Act to make a regulation to include in the definition of “new 
drug” an old drug if previously unknown serious adverse reactions develop from 
its use. 


Mr. Hume’s opinion appears to be based in large part on the general 
regulation making power given to the Governor in Council by the introductory 
words of section 24 of the Food and Drugs Act. I do not think that that general 
power is of any assistance in this case because, speaking generally, such a 
general power does not give any authority to define a word or expression for the 
purposes of an Act. You will appreciate that the power to define a word or 
expression for the purpose of an Act is, in effect, the power to extend or restrict 
the operation of the Act. In the case of the Food and Drugs Act, the Governor in 
Council would have had no authority to define the expression “new drug” if it 
had not been specifically given by paragraph (0) of subsection (1) of section 24. 

The authority to define the expression “new drug” given by paragraph (0) is 
a very broad one. However, it is not without limits and, in particular, does not 
authorize the Governor in Council to include in the definition of new drug a drug 


——— 
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that does not have something about it that is new. I do not think that the fact 
that previously unknown adverse reactions develop from the use of an old drug 
gives that old drug the necessary quality of newness. 


The possible consequences of a regulation of the kind in question should also 
be kept in mind. One result of it could be that a person lawfully selling an old 
drug one day could, without this knowledge, be in contravention of the new drug 
regulations the next day for selling the same drug. A regulation having that 
result would have to be carefully considered by this Department from the 
standpoint of the Bill of Rights. 


Yours truly, 


(SIGNED) D. S. Thorson 
Assistant Deputy Minister. 


October 20, 1966. 
Mr. Frederick R. Hume, Q.C., 
Messrs. Hume, Martin & Allen, 
Barristers and Solicitors, 
110 Church Street, 
Toronto 1, Ontario. 
Re: Definition of “new Drug” 

Dear Mr. Hume: 

As I advised you, I forwarded a copy of your letter of July 12 to the 
Department of Justice in order that they might give consideration to the points 
which you raised. 


This has been and the Department of Justice advises that they do not feel 
the opinion already given can be altered. They point out in particular that while 
the authority to define a new drug is broad, the definition must imply at least 
something that is new in order to bring a drug into that status. The very fact 
that certain adverse reactions might be reported in connection with an “old” 
drug does not of itself give to that drug the necessary quality of newness. 


There is, of course, an additional matter that is pointed out and this relates 
to the situation where if reported adverse reactions automatically brought an old 
drug into new drug status, a person could without knowledge contravene the 
provisions of the Act by selling such drug in the same way as he may have sold it 
over a previous lengthy period. This you will appreciate, could involve the bill of 
Rights. 

I am grateful for the interest you have shown in raising the matters that you 
did and I hope this will indicate that they have been given very careful 
consideration. You can be assured, of course, that the situation you raised is not 


one that will be overlooked because there are other ways of dealing with a drug 
which is suddenly found to produce hitherto unreported adverse reactions. 


Yours very truly, 


R. E. Curran, 
General Counsel. 
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October 21, 1966 
R. E. Curran, Esq., Q.C., 
Department of National Health & Welfare, 
Legal Division, 
Ottawa, Ontario. 


Dear Mr. Curran: 
Thank you for your letter of October 20th. 


I note the opinion expressed by the Department of Justice and will pass 
copies of your correspondence on to my clients. 


Yours very truly, 


HUME, MARTIN & ALLEN 
Per: F. R. Hume 
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APPENDIX ”“F” 


PHARMACEUTICAL MANUFACTURERS ASSOCIATION OF CANADA 
1110 Gillin Building, 141 Laurier Avenue West, Ottawa 4, Ontario 


January 9, 1967. 

Mr. A. M. Laidlaw, 
MacLaren, Laidlaw & Corlett, 
30 Metcalfe Street, 

Ottawa 4, Ontario. 


Dear Mr. Laidlaw: 


During the course of our appearance in front of the Parliamentary Committee on 
Drug Costs and Prices on Thursday, November 24th, you requested certain facts 
and figures which we were unable to supply at the time. I have since given you 
this information on the telephone and the present letter is to confirm that 
conversation. 


1. You requested me to give you the history of prescription prices in 
Canada. 


According to the surveys conducted yearly by the Canadian Pharmaceutical 
Association in all provinces, the average prices of prescriptions to the consumer 
were as follows: 


1941 — 0.87 
1946 — 1.14 
1949 — 1.38 
1954 — 2.28 
1959 — 2.98 
1965 — 3.32 


It should be noted that during those years, the operating costs of the 
pharmacists have increased so that the cost of ingredients in 1949 constituted a 
larger percentage of the price to the consumer than in 1965. The therapeutic 
efficacy of the products has increased considerably, of course. 


2. You asked if the products used by the Dominion Bureau of Statistics to 
establish the prescription index were purchased by brand names or by generic 
names. 


I am informed that DBS uses three therapeutic classifications of drugs in 
what it calls a “basket of goods’. These are: antibiotics, sedatives and hypnotics, 
and ataractics. 


The antibiotics are: Tetracycline 250 mg., 16 caps. Penicillin G 500,000 Lu. 
12 tabs. 


The tetracyclines surveyed contain six brand names and one generic name. 
The penicillins surveyed consist of three brand names. 


The sedatives and hypnotics are: Phenobarbital 1 gr., 100 tabs. Secobarbital 
Sod 3 gr., 24 caps. 
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We are told that all brands and generic names of these drugs are surveyed. 
The ataractic is: Meprobamate 400 mg., 50 tabs. 


The actual products surveyed contain seven brand names and no generic 
names. 

3. You wanted to know what proportion of the yearly research budget of 
our member companies constituted clinical research. The figures suppled to us 
by 37 of our 58 members for the year 1965 indicated that the proportion is 
23.2%; the actual figures are: 

Total out-of-pocket research expenditures: (85.4 % of which is spent in Cana- 
da), 9,544,479. 

Clinical Investigation (including medical Department), 2,204,825. 

Total sales of packaged human pharmaceuticals (37 compagnies), 125,054,386. 


It is interesting to note that these companies’ research expenditures repre- 
sented 7.6% of sales in 1965. Comparable figures for Japan are, 5.1% of sales; 
United Kingdom, 4.2% of sales; and the United States, 9.6% of sales. Despite 
criticisms to the contrary, the Canadian pharmaceutical industry has nothing to 
be ashamed of in the research field. 


Please do not hesitate to call on us should you require additional informa- 
tion. 


Very sincerely yours, 


Guy Beauchemin. 
Executive Vice-President. 
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APPENDIX “G” 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers & Solicitors 
Patent & Trade Mark Agents 
116 Albert Street, Ottawa 4, Canada 


January 12, 1967. 


Dr. Harry C. Harley, M.P. 

Chairman, 

Special Committee of the House of Commons on 
Drug Costs and Prices, 

Parliament Buildings, 

West Block, 

Ottawa, Ontario. 


Dear Dr. Harley: 


Re: Submission of Micro Chemicals Limited, Gryphon Laboratories Lim- 
ited and Paul Maney Laboratories Canada Limited to The Special Committee 
of The House of Commons of Canada on Drug Costs and Prices. 


As you know we are the Solicitors for Hoffmann-La Roche Limited in patent 
matters in Canada and we have been asked by our client to write to you 
commenting on the references made on pages 30 and 31 in the brief of the above 
submission concerning the Statement in the Reasons for Judgment of the Su- 
preme Court of Canada in Hoffmann-La Roche Limited vs. Bell-Craig Phar- 
maceuticals Division of L. D. Craig Limited, (1966) S.C.R. 313 as follows— 


“Such royalty should also be commensurate with the desirability of 
making food or medicine available to the public at the lowest possible 
price consistent with giving to the inventor—not the patentee—reward 


for the research leading to the invention.” 

The words “to the inventor” can of course be narrowly interpreted and this 
problem has always been apparent both to our client and to ourselves in dealing 
with the compulsory licence applications that have been made in respect of 
Roche patents under Section 41 (3) of the Canadian Patent Act. 


Before the British Patent Statute was amended in 1949 the British equiva- 
lent of Section 41 (3) read exactly as the Canadian Section 41 (3) now reads 
and the question of the interpretation of the words “to the inventor” arose in 
the Case of re Glaxo Laboratories Limited (1941) 58 R.P.C. 12 at pages 16 and 
17 where it was held— 


“At the Hearing, Mr. Lloyd Jacob referred to the direction in Sub- 
section (3), that “in settling the terms of such Licence and fixing the 
amount of royalty” or other consideration payable, the Comptroller shall 
have regard to the desirability of making the food or medicine available to 
the public at the lowest possible price consistent with giving to the 
inventor due reward for the research leading to the invention.” He sug- 
gested that this direction requires me to make any royalty that I may fix 
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under the Licence payable not to the Patentees but to the original inven- 
tor. I do not, however, so read the Subsection. Where the inventor and 
original Patentee has entirely disposed of his interest in the Patent, it 
would, I think, require a clear direction in the Act before it could be held 
that any royalty payable under a Licence granted under this Subsection, 
or any part of that royalty, should be paid to the inventor. And the 
Subsection does not so provide. The provision in question merely gives 
directions as to the considerations to be taken into account in settling the 
terms of a Licence and fixing the amount of royalty or other consideration 
payable thereunder, and for that purpose takes the case where the inven- 
tor is still the Patentee and so entitled to the royalties under the Licence. 
It is not, in my view, intended to give the inventor an interest in the 
Patent which he would not otherwise possess.” 


It is apparent, therefore, that the interpretation placed on the pertinent 
words of the British Statute was not consistent with what is suggested by Micro 
to have been the interpretation of the same words in the same section in Canada 
by the Supreme Court of Canada. 


In the above brief and orally before the Parliamentary Committee when the 
above brief was presented, a great deal was read into the statement of the 
Supreme Court of Canada that does not actually exist. The statement stands 
isolated in the judgment without preceding or subsequent explanation of what it 
was intended to mean. In fact, the interpretation of the said words was not even 
before the Supreme Court of Canada in the case involved. 


During the hearing of that case in the Exchequer Court of Canada, it was 
conceded by Counsel on behalf of Bell-Craig Limited that the words ‘“‘to the 
inventor” should not be narrowly interpreted. At that time Counsel for Bell- 
Craig said as follows: 

“Your Lordship was asking me at the end of yesterday afternoon 
about the position I took with regard to the use of the word inventor in 
section 41 (3). May I put my position in this way. The word must, I 
submit, be read the way it stands as inventor, as it is in the section, except 
where, as in this case, the inventor has assigned his invention to somebody 
else who becomes the patentee; and in my submission the patentee is 
entitled, by virtue of the assignment, to that reward for research leading 
to the invention to which the inventor would have been entitled but for 
the assignment. That is in my submission the way in which the patentee 
gets into the picture.” 


The reasons for judgment of the Exchequer Court of Canada in the said case 
are found in (1965) 2 Ex. C.R. 266 and the President of the Court who wrote the 
reasons commented on the fact that the interpretation of the said words was not 
an issue before the Court in a foot note found at page 292 of the Report. 


Our Firm acted as Solicitors for Hoffman-La Roche Limited, both in the 
Exchequer Court of Canada and in the Supreme Court of Canada in the said 
case. At no time during the appearance before the Judges of the Supreme Court 
of Canada was any reference made either by Counsel or by the Judges to the 
interpretation of the said words. 
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As mentioned, the statement of the Supreme Court of Canada is without any 
explanation as to the thought behind it and it cannot be said that the controversy 
was “settled by Mr. Justice Abbott’. If it has in fact been settled, then obviously 
a great injustice has been read into the Section which was never intended to be 
there. The justification for the interpretation made to the Committee by Counsel 
who appeared for Micro before the Committee was made on the basis that the 
Canadian subsidiary owning the patent had not itself done any of the research 
involved. This would mean that the costs of research would only be recoverable 
in the country where the research was conducted. This would certainly make the 
price of drugs prohibitive in such a country, particularly in countries the size of 
Canada or Switzerland. 


Yours very truly, 


R. G. McClenahan 
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APPENDIX “H” 


HOFFMANN-LA ROCHE LIMITED 
1956 Bourdon Street, St. Laurent, Montreal 9, P.Q. 


January 10, 1967 

Dr. Harry C. Harley, M.P. 
Chairman, 
Special Committee of the House of 

Commons on Drug Costs and Prices, 
Parliament Building, 
West Block, 
Ottawa, Ontario. 


Dear Dr. Harley, 

Your Committee will probably recall that much of the testimony of Roche, 
both in its written brief and verbal answers was directed to explaining the 
problem and the importance of the scale of and increase in the capital required 
for the distribution and servicing of drugs. 


Our main point has been that no matter who supplies the goods or services 
which the public requires, whether it be the State itself, the larger international 
drug companies, or the smaller national companies, such as those who describe 
themselves as “Canadian-owned”, the growth of drug consumption has posed 
and continues to pose this fundamental problem. 


In the discussion which Roche had recently with the Sainsbury Committee 
in the U.K., Roche pointed to the acceptance by the U.K. Government in a White 
Paper published in 1961 that the nationalised industries, providing coal, elec- 
tricity, gas, water etc. must require the consumer to provide, in advance, in the 
prices it currently pays for those commodities or services, the capital required 
for the future expansion of their supply. 


The reality and importance of this problem was, in Roche’s view, perhaps 
the only significant point to emerge from the appearance before the Committee 
on November 24th, 1966, of the ““(Canadian-owned” manufacturers, whose views 
apparently were mainly those of Mr. Dan. 


You will probably recall that in the course of our own verbal explanations 
to the Committee we suggested that it was unrealistic to believe that small local 
concerns could adequately supply the public with the greater part of the drug it 
needs. Mr. Dan’s submission seems amply to confirm that, hence “several of our 
members will merge. . . probably with a substantial public participation”’. 


Mr. Dan also suggested that the “Canadian-owned” may introduce new 
drugs. But, as we have explained, launching any new drug necessarily involves 
having available, in advance, a national organisation of men and money for the 
launching. And all that would necessarily have to be covered in the price of the 
drug. 


In Roche’s opinion therefore, the public will merely be deceived if too much 
credence is given to claims by whomsoever they may be made, that drugs can be 
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generally supplied to the public otherwise than in the pattern that now exists, or 
for the most part, at the levels of price that now exist. 


Nor is it realistic to believe that the larger international companies can be 
replaced by the smaller socalled ‘“(Canadian-owned” manufacturers. At any rate, 
Dr. Wright of Empire seemed to accept that even if positive and substantial 
action were taken to this end, 15 years would elapse before the “Canadian- 
owned” manufacturers could wholly supply the market. 


We think perhaps some brief comment by Roche may assist the Committee, 
in regard to the somewhat involved argument of Mr. Dan about “Primary, 
Secondary and Tertiary Markets”. This is relevant to the other main point of the 
Roche testimony, namely that the drug industry is likely to remain interna- 
tionally organised if only because disease and ill-health are international. Re- 
gardless of the ethical problem for any individual “nation”, as to whether it 
should or should not pay other nations for their research, know-how etc., and 
whether that payment should be secured by adequate patent protection, Mr. 
Dan’s “invention” of these three separate types of market is naive and illogical; 
as doubtless the Committee realised. 


The naivety is perhaps very simply seen by trying to apply Mr. Dan’s 
propositions to the industry as it exists today. Apparently the only markets 
which would clearly be “Primary” for Roche, and the other major Swiss con- 
cerns, would be Switzerland itself, and probably the U.S.A. But the markets in 
the rest of the world, including that of the U.K. would hardly seem to qualify as 
“Primary”. For most of the German and British concerns, it seems likely that 
only their domestic market would qualify as “Primary” by Mr. Dan’s tests, if 
such words in them as “most” may be relied upon. Apparently the costs of 
research would only be recoverable from Primary Markets. This would certainly 
make the price of drugs, in those markets, quite prohibitive. 


It is not true, as Mr. Dan writes on page 6 of his Oral Submission, that the 
sales in other countries, which he calls Secondary Markets, are “usually small’. 
The British and German concerns would certainly have only a minor part of 
their sales in Primary Markets, and the overwhelming part in Secondary and 
Tertiary Markets. 


The “passionate pleading”’ of Roche hardly seems to be destroyed by these 
rather weird notions. In fact the pleading was only that it be realistically faced 
that all consumer patients everywhere in the world must contribute to drug 
research, though some, of course, may often, in practice, contribute more than 
others. Possibly the consumers in the U.S.A. have in fact contributed most, as 
they have tended to do to other international burdens in recent years. 


Yours very truly, 


Hoffman-La Roche Limited 
C.A. Nowotny 
Assistant Secretary 
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MINUTES OF PROCEEDINGS 


FRIDAY, February 3, 1967. 
(44) 


The Special Committee on Drug Costs and Prices met this day at 9.40 o’clock 
a.m., the Chairman Mr. Harry C. Harley, presiding. 


Members present: Messrs. Brand, Harley, Howe (Hamilton South), Howe 
(Wellington-Huron), MacDonald (Prince), Mackasey, MacLean (Queens), 
O’Keefe, Orlikow, Tardif (10). 


In attendance: Dr. Irwin Hilliard, M.D., F.R.C.P. (C), Physician-in-Chief of 
the Toronto Western Hospital. 


Also in attendance: Mr. A. M. Laidlaw, Q.C. of Ottawa, Legal Counsel for 
the Committee. 


The Chairman welcomed Dr. Hilliard, Chairman of the Special Committee 
appointed in 1965 by the Minister of National Health and Welfare to consider 
problems involved in the compulsory licensing for the manufacture of new 
drugs. Dr. Harley expressed his regrets for having omitted to invite, at the same 
time, the two other members of the above Committee. ; 


Dr. Hilliard explained the background of his report as it appears at pages 
146 to 150 of the Committee’s Minutes of Proceedings and Evidence. 


The Committee considered the Hilliard report, paragraph by paragraph, and 
questioned the witness as they went along. 


Mr. Laidlaw also asked questions. 


On behalf of the Committee, the Chairman thanked Dr. Hilliard for his 
appearance. 


At 11.00 o’clock a.m. the Committee adjourned to 9.30 a.m., Tuesday, 
February 7, 1967. 


Gabrielle Savard, 
Clerk of the Committee. 
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EVIDENCE 
(Recorded by Electronic Apparatus) 


FRIDAY, February 3, 1967. 


The CHAIRMAN: Gentlemen, I see a quorum. I would like to start the 
meeting; we have only an hour and a quarter before the bells ring this morning. 


We have with us this morning Dr. Hilliard from Toronto, who I am sure you 
are all familiar with by reputation; his report has been referred to many times in 
the Committee hearings to date. Dr. Hilliard is not here to present a brief; he is 
here to answer any questions or queries you might have concerning his report. It 
is a pleasure to have Dr. Hilliard with us. 

I should say that Dr. Hilliard’s position is physician in chief of the Toronto 
Western Hospital, and, of course, chaired what is now called the Hilliard Com- 
mittee which brought its report into the Minister on July 8, 1965. For those who 
want a copy of it in front of them, it has been reprinted as part of our 
proceedings of Thursday, June 16, 1966, Minutes of Proceedings and Evidence, 
No. 4, page 146. It was also reprinted in the P.M.A.C. brief. 


The meeting is open for discussion and questions. 


Dr. IRWIN HILLiaRD (Chairman, Physician-in-Chief, Toronto :Western Hos- 
pital): Mr. Chairman, may I make an apology. In flying over this morning I 
realized that I had been the chairman of the committee because I knew least 
about it, and here I am before a group of very knowledgeable people who know 
much more about the whole matter than I do without my two lieutenants. I 
really think it would have been preferable if we had thought to ask Professor 
Gowdey and Dr. Gaudry to be here this morning as well. If I muff some of the 
questions that they would answer quite easily, Ican only apologize and say that I 
was busy and did not think clearly about what you might require in this 
Committee this morning. With this apology, Mr. Chairman, I will be glad to 
attempt to answer any questions you might ask. 


The CHAIRMAN: The Chairman takes full responsibility for the other omis- 
sions. I invited Dr. Hilliard at the request of several of the members of the 
Committee, and I must say that it never crossed my mind until this morning that 
we should have also included the other members of your Committee. I apologize 
to them in absentia. Mr. Mackasey? 


Mr. MackasEy: To give Dr. Hilliard a chance to familiarize himself with the 
informal atmosphere of these committees, perhaps he would like to explain to us 
before we get into detail, the philosophy behind the report. 


Dr. HiuurarpD: Very briefly the fact is, that we had a good directorate with 
fairly clear cut ideals and a good administrative set-up. The Food and Drug 
Directorate was responsible for the public safety as far as drugs were concerned 
and they were doing a good job. As we got to know them and discussed matters 
with them we realized in greater detail how seriously they took their respon- 
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sibilities. This was obvious, and it did not seem necessary to set up any other 
committee or organization to do the job which they were established to do. 

However, with this premise it became obvious that they had to be informed. 
As we studied the compulsory licensing procedures, we realized, to our horror, 
that there were many loopholes; that they might not be informed, and that the 
public would be in considerable danger. We also felt that regulations should be 
made that would allow them, in any dangerous situation, to bring the drug under 
consideration into the same category as new drugs, so that the safety of the 
public would be ensured. 


I should say, too, Mr. Chairman, that I am not clear on how many recom- 
mendations have been implemented; I know some have. I realize the difficulty in 
implementing others of them. 


Mr. MackAsey: Dr. Hilliard, as a layman on this thing and new to the whole 
industry and the problems, although since I have been on the Committee I have 
learned a little bit, something has puzzled me, particularly terminology. Do you 
think the terminology—new and old—is really a very accurate one in this whole 
concept; should we not be searching for better terminology? 


Dr. HILLIARD: That is a very good question. The more I studied this, the 
more convinced I was that this was poor terminology. When does a drug not 
become new? It was used primarily to make use of the very good regulations 
which have already passed with regard to new drugs. The Committee fell in line 
with the nomenclature, and I see this gets us into some difficulty. 


Mr. MackKaseEy: It might get you into some, but I think it gets the Food and 
Drug and all of us into even deeper problems. As I read some of the literature 
concerning opinions expressed by the Department of Justice—again, I am not a 
lawyer—it seems to me that they fall into the trap, if I may use that expression, 
of precisely what you are saying in sticking to a concept of “new” that I do not 
think is really applicable to the Food and Drug Directorate. 


Dr. HILLIARD: You will notice, Mr. Mackasey, in the recommendations, that 
we were not thinking of how they would be implemented. Some of them are not 
applicable because of the varied differentiation between new and old drugs. We 
thought it should be left to those who make the laws to know how to tie the 
recommendations into the legal framework. We realized that new recommenda- 
tions would have to be brought in. 


Mr. MackAasey: If I recall, Dr. Hilliard, one of the problems—just as you 
have mentioned—of the Department of Justice, while sympathetic to the im- 
plementation of some of your recommendations, comes back to the definition of 
what is new and what is old. This is why I value your opinion on whether we 
should not find better expressions, even within the Food and Drug Directorate. 


Dr. HILLIARD: I would be heartily in support of that. 


Mr. Mackasey: Mr. Chairman, I do not know how you want to proceed on 
this. Do you want to go paragraph by paragraph with the report, or do you want 
to start with the recommendations? 


The CHAIRMAN: Perhaps it would be best to have any general questioning 
first and then go into each heading of the report. 


Mr. MackaseEy: Then I will pass, Mr. Chairman. 


Feb. 3, 1967 DRUG COSTS AND PRICES 2159 


Mr. O’KEEFE: Just one question, Dr Hilliard. It has been said that it is 
impossible for a government agency—in this case, I suppose, the Department of 
Health and Welfare—to completely protect the Canadian public in connection 
with impure drugs or even dangerous drugs. Is this really so, that it is impossi- 
ble? 

Dr. HiuuiarD: If one would take “impossible” in its correct meaning, this is 
true. We know: that drugs such as phenacetin and aspirin, which are not con- 
trolled at all, can kill people. So it is impossible to make all drugs completely safe 
for all people. 

Mr. O’KEEFE: I was not thinking particularly of drugs like aspirin, but other 
dangerous drugs. I understand they are not inspected when they come into 
Canada, at least not every batch is inspected. Should that really be impossible? 


Dr. HILLIARD: The committee tells us we could get a lot nearer to it if we 
followed some of the recommendations, considering drugs such as you mentioned 
coming under the regulations of new drugs. We felt that this would tidy it up 
very neatly. 

Mr. O’KEEFE: But even with the old drugs, doctor, do you not think it is a 
rather frightening thought for an ordinary layman to realize that he is not being 
protected, or his family is not being protected by the proper government agency, 
and that they have been told it is impossible to have this done? I do not accept 
the word impossible there, and I was hoping you would not. 


The CHAIRMAN: You mean, every batch of every drug? 


Mr. O’KEEFE: Yes; if it is dangerous, I think it should be inspected; that 
seems obvious to me. 

Dr. HILLIARD: I think the difficulty sometimes is that the danger is not in the 
drug but in some impurity which may have come into it. It really would require 
a much larger organization to carry out this kind of inspection. I am sure this 
Committee has come to the conclusion, as our committee did, that really safety 
lies in the character and the commitment of the people making the drug, as much 
as it does in the machinery that produces them, and in the inspection that we 
carry out. 

Mr. O’KEEFE: Do you think it is safe for us to rely on that commitment? 

Dr. HILuiarD: No; I think we should have other safeguards as well. 

Mr. O’KEEFE: Thank you, Mr. Chairman. 


The CHAIRMAN: I think perhaps recommendation No. 10 deals with that to 
some extent, under imported drugs. Are there any other general questions of Dr. 
Hilliard? If not, perhaps we should go on to— 

Mr. MacxaseEy: I do not know if my question would fall under a general 
heading, I do not mind not bringing it up now if it will fall under a clause. But 
reading Dr. Hilliard’s statement by Dr. Chapman—I am trying to get my hands 
on it—I notice there, a resistance to the Hilliard report; or maybe I sense one; 
that may be a better expression. Are you familiar with Dr. Chapman’s statement, 
of the Food and Drug Directorate? 


Dr. HILLIARD: No, I am not. 


The CHAIRMAN: You are referring to the statement Dr. Chapman made just 
the other day. 
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Mr. Macxasey: Well, Mr. Chairman, this is for you to rule on, and I will go 
by your ruling. On page 8 of Dr. Chapman’s brief there is a definite reference to 
recommendation No. 5; now, would you prefer that I ask my question when we 
come to No. 5? 

The CHAIRMAN: Yes, I would think so. 

Mr. MackASsEy: That is fine; I will do that. 

The CHAIRMAN: I was just noticing that some of the numbering seems to be 
absent. 

Mr. Howe (Hamilton South): Mr. Chairman, this is an extremely general 
question. In the Committee report that I am looking at, on page 147, I come to 
the words compulsory licence down near the bottom of the page at paragraph 
No. 1; on page 148 I find paragraph No. 2; and at page 149 I find paragraph 
No. 7. 

The CHAIRMAN: I was just saying that there are many numbers missing. 

Mr. Howe (Hamilton South): I am sorry, I did not hear; I was too busy 
deciding that for myself. 

The CHAIRMAN: I think we will just go by the headings rather than refer to 
the numbers. 

Mr. Howe (Hamilton South): Are there simply numbers missing, or are we 
missing several paragraphs of information that we should have? 

Mr. MAcKASzEy: I have the Hilliard report here, and if I see that we jump 
one, or vice versa, I will point it out to you. 

The CHAIRMAN: I think the report is complete; it is the numbering that 
seems to have gone awry. 

Mr. Howe (Hamilton South): The report is complete as printed and the 
error is in the numbering? 

The CHAIRMAN: Yes, as far as I am aware. 

Dr. Hruuiarp: Mr. Chairman, my I make one comment. This was sort of an 
implied general question. We found that the Food and Drug Directorate, and 
those who were working with us, were most helpful and most co-operative; this 
was also true of Mr. Michel the Commissioner of Patents. I do not think we could 
have produced a report in this detail if it had not been for, not only their 
co-operation, but their sympathetic approval of what we are trying to do. 

Mr. MackaseEy: Yes, I am certain that they are working toward the same 
end that you are, and that is to increase safety. But in their brief they imply that 
certain of your recommendations can be arrived at by other ways and means. 

Dr. H1Lu1arD: Yes; I realize that we did not really take into consideration, 
maybe, the easiest way to do it, and I can see we are putting a lot of hard work 
in the Food and Drug Directorate. 

Mr. Mackaszy: We will see when we get to that clause. 


The CHAIRMAN: Is it the wish of the Committee to move down on the report 
and discuss compulsory licence? Do you have a question Dr. Brand? 


Mr. Branp: No; I will leave it until later. 


The CHAIRMAN: Are there any questions under that section of compulsory 
licensing? 


Mr. MacKASEyY: Excuse me, Mr. Chairman, are you going down one by one? 
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The CHAIRMAN: We are at compulsory licensing; I think we will just forget 
the numbers completely. The report begins at page 146. 


Mr. Howe (Hamilton South): Compulsory license is on page 147. 
The CHAIRMAN: Yes, that is correct; the report began on page 146. 


Mr. MAcKASEY: In the statement under compulsory licence, I would just like 
to read this to you, Dr. Hilliard: 

Compulsory licensing for the production of a drug and its implica- 
tions relevant to the protection of the public were discussed at some 
length. This subject of licensing was considered important as the commit- 
tee feels that patents are valuable in stimulating research and develop- 
ment in the field of drug therapy. 


We have heard a lot of controversy on this; certain witnesses have ex- 
pressed a contrary opinion. Would you like to elaborate a little further there? 


Dr. HILLIARD: The committee was unanimous in feeling that patents had a 
value. We realized that, as a committee, we had to take into consideration the 
importance of drugs to people as well as their cost. We were not as concerned 
about cost of drugs as this Committee certainly is. We felt that to give not only 
credit, but some financial remuneration for research done seemed a very logical 
way in our modern society and we felt that this should be protected to some 
extent by the use of patents. 


Mr. Howe (Hamilton South): To the same extent it is now, Dr. Hilliard. 


Dr. HILLIARD: I think, Mr. Chairman, the Committee is probably aware of 
the fact that in the last 15 years there have only been ten compulsory licenses 
given and one could argue that the reason there were not more was the threat of 
compulsory licensing. This is true, but we really did not have any strong 
criticism of the patenting laws as applied to drugs as long as there was the 
loophole that the cost would not become a difficulty for the people. 


Mr. MacKasey: As long as— 


Mr. ORLIKOW: May I ask you a question, Dr. Hilliard? Did your Committee 
look at the—if you did not do any studies on your own with regard to cost 
—evidence presented to other groups, such as the Kefauver Committee in the 
United States, and the Restrictive Trade Practices Commission in Canada, both 
of which came to the conclusion that patents have been and are being used to 
keep the price of very important prescription drugs at a quite high level? 


Dr. HILLIARD: We realize that they sometimes were misused in this regard. 


Mr. OrLIKOW: No; I would just like to get it clear, so that in fact you were 
really concerned only in terms of principle; that there should be nothing done to 
inhibit the development of new drugs. You did not really look at the implications 
in terms of cost, did you? 


Dr. HILLIARD: I think that at least one other member of the commission was 
very aware of the Kefauver Report and both of them were more knowledgeable 
on this point than I am. 


Mr. MacKASeEy: Again, this is a point of clarification. Your report does not 
mention costs, of course, and I may have led the Committee into the cost field. 
The area I had asked you to comment on, and which you did, was the statement 
that patents are valuable in stimulating research and development in the field of 
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drug therapy. Judge Thorson, who appeared before us, as a very knowledgeable 
witness a few weeks ago, in discussing patents and compulsory licensing, ex- 
pressed the opinion that the compensation to the innovator was a mere pittance. 
This was his expression and I thought quite objectively he made the statement 
that—-this I think is a fair comment, Mr. Chairman, since you say, stimulate 
research—that the amount of research done in Canada should be taken into 
consideration when royalties are being established. Have you any comment on 
that? 


Dr. HILLIARD: Well, certainly in my own department, both in Toronto and 
Saskatoon, we had support for research, clinical trials, and so on, from drug 
companies. I had the impression that they would like to do more of it in Canada, 
and it certainly would help clinical departments a great deal if we did have this 
support and were able to carry out our own trials rather than taking results from 
the United States. It is not that Canadians are any more susceptible to drug 
allergies than anybody else, but it is a matter of pride, I think, that we should 
do our own trials and I think that those to whom we had talked felt that having 
a chance to make it sort of their product, partly by patent and partly by name, 
and so on, added prestige to their company, and it was more than just the 
financial remuneration. 


The CHAIRMAN: Could I ask you a question, Dr. Hilliard. You said, we would 
like to do more research. Do we have the staff in Canada to do the research; do 
we have the people? 


Dr. HILLIARD: It is hard to answer a question like that. We could have the 
people if we had the finance. In other words, we are losing people to the United 
States because they have the finance and we do not. By finance I do not mean 
just for the payment of the people doing the research but for the building of 
research space. I have three scientists I would like to bring to Toronto but I 
cannot because we have not the space and because we have not the money to 
build the space. Does that answer you? 


Mr. MacKAsEy: It is sort of the chicken and the egg process. 


Mr. HowE (Hamilton South): Mr. Chairman, Mr. Mackasey said that we 
were inadvertently led into the price field by him. I think that we were led into 
the price field by the government in their terms of reference to begin with, so to 
pursue it along the lines which— 


The CHAIRMAN: Well, Dr. Hilliard’s point was that they did not really take 
the aspect of cost into consideration in their report at all. 


Mr. Howe (Hamilton South): Well, then I would like to ask some lead- 
ing questions, if I may. Taking into account that we are dealing with prices 
do you not think that name brand companies are over-protected by patents 
at the expense of the consuming public, in the drug line, when it has been 
shown in this Committee that generic drugs are just as safe, as far as public 
consumption is concerned. The Food and Drug Administration have proven this 
fact, certainly to my satisfaction. Do you not think that this is providing them 
with an over-protection? 


Dr. H1uuiaArp: I think there are many ways of influencing people, Dr. Howe. 
I am not sure that changing the patent law is the most persuasive way of doing 
it: 
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Mr. Howe (Hamilton South): I do not understand what you mean by 
influencing people, Dr. Hilliard. 

Dr. HILuiarp: I, for example, I do not think that the pharmacists or the 
medical professions or, the buying groups, like the hospitals, and so on, bring 
enough pressure to bear on the large companies to reduce their prices. I think 
that this is probably a way in which we can be more successful than, or as 
successful, as doing away with the patent system, although I would agree, that 
the generic names is something that we all are working toward. 

Mr. Howe (Hamilton South): Do you not think that part of this is due to the 
overbearing influence of the PMAC group that has the money to educate people 
and doctors, and pharmacists, along this line. 

Dr, HILLIARD: I think we all share the blame, Dr. Howe. 

Mr. Mackasey: Including doctors. 

Dr. HILLARD: I said, “we”, as doctors. 


Mr. ORLIKOW: What pressure can you bring on the pharmaceutical manufac- 
turers except the threat, and the carrying out of the threat, of buying generic 
products, as an alternative. What other pressure can you bring on them? 


Dr. HILLIARD: Well, not buying drugs very much; I do not know, but I would 
think that where you have large groups like the hospital commissions and the 
government, and so on, there must be ways in which they can influence the drug 
companies. 


Mr. ORLIKOW: Yes, but the obvious way is to buy somebody elsé’s product. 
Dr. HILLIARD: That is correct. 


Mr. ORLIKOW: But if a patent has got the product tied up how can you buy 
another product? 


Dr. HILLIARD: Well, I think we really feel that most of the drugs are tied up 
by patents. I do not think this is as serious a threat, probably as you would 
imply. 

Mr. Howe (Hamilton South): Dr. Hilliard, may I just interject, seeing I was 
interrupted when I was given my time to be heard. Are we not as doctors all 
buying drugs with our patients money? 

Dr. HILLIARD: The point I was making is that so often we send the prescrip- 
tion and the patient to a pharmacy and never say there are several brands of 
this, you might get the more reasonable one. At least I very seldom think 
seriously of the cost of the preparation. I am sure other doctors are much better 
at it than I am; but when we think of the cost of drugs, many of us feel that 
drugs, except for a very small proportion of the population, are not an expensive 
item because they should not be used very long, and that we should be careful to 
prescribe the right drugs for the right condition and having done this, we stop 
short of thinking well, could they get this a more reasonable way. 


Mr. Howe (Hamilton South): Could you not accept the possibility of a 
Canadian formulary of equal quality drugs as determined by the Food and Drug 
administration as being a system that could conceivably lower the price of drugs 
considerably without decreasing the quality of drugs that patients are receiving? 


Dr. HILLIARD: I actually had one or two suggestions which included that, Dr. 
Howe, but that was not in my report. 
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Mr. Mackasey: Mr. Chairman, there have been certain statements made in 
the last ten minutes along the lines of how or what. Is it not a fact, Dr. Hilliard, 
that under the present law there are at least several ways to bear on the prices 
the first one being the issuing of compulsory licenses? Are compulsory: licenses 
issued only in particular cases by the government to protect the Canadian 
consumer against a monopoly? Is this not the philosophy behind compulsory 
licensing? 

Dr. HILLIARD: That is so, yes. 

Mr. MacxkaseEy: Then, do we not also have the Restrictive Trade Practices 
Commission, in case there is price fixing? So it is wrong for any member of the 
Committee to say that we have no ways and means of protecting the public. 

Dr. Hm.1arp: I assumed that the Restrictive Trade Practices Commission 
were active in this field, I quite agree. 

Mr. MackaseEy: Then, you would agree that out of the study you have done 
on compulsory licensing these things have been issued—there are ten in num- 
ber—and if I recall the evidence they are issued to provide competition, healthy 
competition, for those companies, those innovators who have the field to them- 
selves, and who, in the opinion of the courts, represent a threat to the public in 
so far as costs are concerned? 

Dr. HILLIARD: Correct. 


Mr. Macxasry: Now, perhaps, Dr. Hilliard, you might tell us why your 
committee was ever set up in the first place, because I think this is an important 
point here. 

Dr. HILLIARD: Officially, or theoretically or practically? 

Mr. MACKASEY: Well, I mean— 


Dr. HiwuraRD: I do not recall the details but I understood there was an 
application for a drug particular which concerned one of the members of 
parliament, because it might, if not properly prepared, be dangerous to the 
people that wou'd be using it. It was in light of this drug being manufactured 
under a compulsory license or by some special agreement without adequate 
control that brought the matter to the atention of the house. 


Mr. Mackasrty: Adequate control by the person obtaining the right to 
produce this drug through the medium of compulsory licensing? Was the concern 
with the innovator or with the copier that led to the events of establishing a 
committee report. 

Dr. HILLIARD: The copier. 


Mr. MAcKASEy: So, at least in some areas, there is a distinction between the 
brand and the generic firms, or let us get into the innovator-copier area, which is 
not quite consistent with what we were talking about a few moments ago. 


Mr. MacLean (Queens): It seems to me that on occasion we do not see the 
woods for the trees. Surely the question is not so much whether an innovator by 
having a new drug patented therefore gets more for its manufacture and its sale 
than might be the case if it were not patented. Surely the question is whether 
this money, this extra money, these extra charges on the users of drugs, are going 
to research which is the purported justification for the higher price, and for the 
purpose of patents to begin with. I think it is completely wrong to state that 
merely because a copier might be able as a freeloader to produce some drug 
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cheaper than a patented drug that therefore this is morally right and completely 
beneficial to mankind. 

Take a case which may not be a very good illustration. The benefits which 
have accrued, it would seem to me, from the discovery of penicillin are so vast 
that the entire cost of all drugs probably that are sold in Canada would not begin 
to compare with the benefits which have accrued from the use of penicillin and 
the thousands of lives that have been saved—if there is any benefit in being alive, 
sometimes the cost of living is so high that, as a witness said, we wonder if it is 
worth it sometimes. Surely, if the extra price involved actually goes to more 
research which advances the pharmaceutical research throughout the world and 
thereby produces from time to time new drugs which are highly beneficial to 
mankind the price which is being paid is certainly not too great. The question 
boils down to whether the extra charges fall fairly on the people who bear them. 

Dr. HinyiarD: Yes, Mr. Chairman, I think the committee felt very much 
along the lines that Mr. MacLean has indicated. We felt that if this was used as a 
deterrent to the high cost of drugs, our responsibility was to make sure that it 
was safe; but we felt that the responsibility for deciding whether the price of a 
certain drug which had been developed with a lot of research and time and effort 
just was not the responsibility of the committee. 

Mr. ORLIKOW: May I just ask one supplementary question, Mr. Chairman, at 
this point. Is it not right, Dr. Hilliard, that penicillin is a pretty poor example 
because it was developed without any patents and the British government made 
all the information available to anybody who wanted it? 

Dr. H1mu.1arD: It is only in part true. As you know, it had to be sent to our 
wealthy neighbour to the south of us to really exploit its development; that it 
required a large amount of money to make it available in the way in which it 
was. 

Mr. OrLtikow: But you did not have the one company monopoly with a 
patent that you had in the other antibiotics which have been used since then? 

Mr. Macxkasry: Dr. Hilliard, do you know how long penicillin lay on the 
shelf because people would not spend the money to develop it? 

Dr. HILLIARD: Thirty years, was it? 

Mr. Mackasey: Do you think a lot of lives could have been saved in those 30 
years if private industry had had an opportunity to afford to develop penicillin? 

Dr. H1,urarpD: That is true, although I think the reason it stayed there was 
that somebody did not look at it with an inquiring mind. 

Mr. MacKasEy: Yes, but who could that someone have been? As Mr. 
Orlikow mentioned, who had the possibility at the time, 30 years earlier or 
during that time? 

The CHAIRMAN: I think it was first discovered in 1928. I think that was the 
date. 

Mr. Macxasey: And it was put on the commercial market when—which is 
Mr. MacLean’s point after all. 

Dr. Hm.rarp: I was thinking of 1926, but 1928 was about the time. 


Mr. Macxkasry: Then only because private industry realized the possibility 
and were ready to spend a million dollars to commercialize it. 
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Mr. Brann: No, that is not correct. I cannot agree with this. That is not 
historically correct, Mr. Chairman. Correct me if I am wrong, Dr. Hilliard. Is it 
not true that as far as penicillin is concerned its value was not recognized until 
Dr. Florio, I believe, recognized its possibilities. 


Dr. HILLIARD: The point I was making was not just the discovery but the 
developing and production and so on. This is an expensive part of modern drug 
development. 


Mr. BRAND: Oh, I agree with this. I got the impression from the questioning 
that nobody wanted to put any money into developing it so it lay there for so 
many years. I just do not think that this is true. 


The CHAIRMAN: I would also say it is probably a poor example and it is now 
one of the cheapest drugs that is available. 

Mr. HoweE (Hamilton South): Mr. Chairman, supplementary to that very 
point, if sufficient public money had been made available to develop these drugs, 
rather than by development of private enterprise, does this not indicate that 
drugs, such as in the case of penicillin, insulin, and so on, would be much cheaper 
to the public rather than by the competition of private enterprise. 

The CHAIRMAN: I think insulin itself is still a patent drug and royalties are 
still paid to the University of Toronto. I am sure of that. 


Mr. Howe (Hamilton South): I do not think there is any royalties being paid 
on insulin. 

The CHAIRMAN: I am afraid there is. They are payable to the University of 
Toronto. 


Mr. BraAnp: I am afraid I will have to agree with the Chairman because I 
know it is true that royalties are still being paid to the University of Toronto. 


Mr. Howe (Hamilton South): This is a rather unusual political situation. 


The CHAIRMAN: We are getting into cross issues here. Mr. MacLean, do you 
have anything further? 


Mr. MAacLEan (Queens): I do not think I have anything more to say, except 
that I started out by saying that I thought penicillin was a poor example. 
Suppose as a result of research, some new drug is developed that is effective in 
stopping completely some now incurable disease, surely whether the required 
dosage is going to cost $4 or $5 is a small item if it is going to save a life. That, of 
course, does not relieve the Committee from it responsibility of making sure that 
there are not excessive prices to begin with, and secondly, making sure, as far as 
this is possible that the cost of drugs fall fairly on the users. It seems to me that 
the key problem in the cost of drugs is the fact that the buyer does not-have a 
choice. If a drug is necessary, he has to have it, and some people cannot afford it. 
To me, this is the main problem so far as the price of drugs is concerned. 


Mr. HowE (Wellington-Huron): I was rather interested in the suggestion 
that the committee was impressed by the willingness of the Commissioner of 
Patents to work closely with the Food and Drug Directorate. In discussing this 
with Dr. Chapman there came up the question of whether the staff was adequate 
in the Food and Drug Directorate to look after all the work that was brought 
before them and whether there was much of a backlog in their work, or if there 
was quite a period of time between the application and granting of licences. 
Could you go into that, Dr. Hilliard? 
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Dr. Hiniiarp: Not directly. I know when we suggested frequent inspections 
they pointed out there was a limited staff and that they would give precedence to 
new companies or companies preparing new drugs but that there was a limit to 
what they could do in one year. I did not get the impression that there was any 
undue delay because of the priority that was given to some of the matters 
brought out in the report. 


Mr. HowE (Wellington-Huron): This question was discussed in the brief 
that we have before us from the Alberta government indicating that there 
probably was not enough staff in the Food and Drug Directorate. We sometimes 
feel that the person who discovers a new drug has a monopoly in the field. 
During the period when he has a monopoly we know that drugs are at a certain 
price and then all of a sudden they drop. I was wondering if you could comment 
on whether, if there was more staff and more adequate facilities in the Food and 
Drug Directorate, that period would be shortened? 

Dr. HILLIARD: Common sense would say that it probably would but I have 
no statistics on it. 


Mr. Howe (Wellington-Huron): As I say, this is a recommendation in the 
brief by the province of Alberta. 


The CHAIRMAN: I should point out that you are referring to a brief that the 
Committee has not considered. 


Mr. Howe (Wellington-Huron): It came up before, that they could, I will 
not say, be more efficient but probably more expeditious in their examination of 
the licensees if they had more adequate staff. Do you feel that there are areas 
where there might be a shortening of time between the application and the 
granting of the licence? 

Dr. HiLiarp: I do not know, Mr. Howe, really. I know that they are pressed 
from comments they made when we increased their responsibilities but I do not 
know exactly to what extent this has delayed in any way the granting of 
licences. 

Mr. HowE (Wellington-Huron): I think it would be interesting to find out 
from the Food and Drug Directorate— 


The CHAIRMAN: Yes. They will be back before the Committee. 

Mr. Howe (Wellington-Huron): —the average time it takes before the li- 
cences are granted. 

The CHAIRMAN: Are there other questions, Mr. Howe? 

Mr. HowE (Wellington-Huron): That is all. Thank you. 

Mr. BRAND: Yes; Dr. Hilliard, I would like to ask a few very general 
questions. They are related I suppose to the recommendations in your report, sir, 
but some of them perhaps you will not want to answer, which is quite all right. 

Since we are discussing the cost of drugs, do you feel, Dr. Hilliard, in your 
wide experience as a physician that you can separate quality of drugs from cost 
of drugs? In other words, can you prescribe on cost alone, or must quality always 
be a consideration? 

Dr. HILLIARD: I would think quality is the major consideration. 


Mr. BrAnpb: And frankly a lot of the discussion we have had in the Com- 
mittee has been on the quality of drugs. Do you believe that all the drugs on the 
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Canadian market right now are of quality sufficient to ensure therapeutic effec- 
tiveness? Coul you say this without fear of argument? 


Dr. HILLIARD: That sounds like a legal question, Dr. Brand? 
The CHAIRMAN: A very leading question. 
Mr. BRAND: I will rephrase the question. 


Dr. HrzuiaRD: I would reply that I do not think there would be anyone in 
this room who would be willing to guarantee the quality of all the drugs in all 
the drugstores in Canada at this moment. 

Mr. Branp: I was thinking, of course, of just prescription drugs at the 
moment. You did mention a few minutes ago that a lot of us do not say to the 
patient that there are several different brands of these drugs that he can get, 
some cheaper than the others. Would you say that you can be absolutely sure of 
every one of these brands on the market? 


Dr. Hitiiarp: I would not know enough about it, but I would expect the 
pharmacist would be able to indicate where two preparations were of the same 
standard of quality; I would not certainly know, Dr. Brand. 

Mr. BRAND: Then you have to depend to a large degree on the pharmacist. 

Dr. HILLIARD: Yes. 


Mr. BrANp: This, of course, goes back to the report and you refer 'to the Food 
and Drug Directorate to a great degree. Do you believe that their methods or 
their facilities, and I am thinking particularly of their methods of testing drugs, 
are adequate to ensure the therapeutic effectiveness of drugs on the market 
today? 

Dr. HiLLiarD: Dr. Brand, the more I got to know about the Food and Drug 
Directorate, the higher my regard became for their methods of control. I thought 
they were doing an excellent job. 


Mr. BraAnp: I agree with this statement but it does not quite answer the 
question. 


Dr. HILLIARD: You said there was one question I did not need to answer 
exactly. I will take that one. 


Mr. Branp: Let me rephrase the question. Since most of the testing done by 
the Food and Drug Directorate would include such things as testing the active 
ingredient in a pill and the disintegration of the pill and perhaps a little testing 
in simulated gastric juice, do you think this method is sufficient from your own 
experience, and we will forget about the Food and Drug Directorate for the 
moment. Do you think there is any advantage to doing blood levels in VIVO 
testing of drugs prior to putting them on the market. 

Dr. Hini1arp: Oh, I think the clinical trials are very important. I think this 
is part of the information that they insist on having before recommending a drug 
for use. We thought that regulations laid down for new drugs, Dr. Brand, 
covered this and you probably have them there. 

Mr. Brann: I did not think it had, as a matter of fact, that was why I asked 
the question. In fact, I am sure it does not. 

Dr. Hriu1arp: It depends on how you read the words “clinical safety and 
efficacy”. This has to be provided and I assumed that, although—I think, Mr. 
Chairman, if the Food and Drug Directorate are coming before you again, this 
might be a good time for this to be asked. 
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The CHAIRMAN: Yes, we could ask them directly. 

Mr. BRAND: Dr. Chapman made some rather strong statements as a result of 
doing the— 

The CHAIRMAN: I do not think that blood levels came into it, as I remember. 

Mr. Branp: I beg your pardon. 

The CHAIRMAN: I do not think we discussed clinical tests. 


Mr. BRAND: Well, this is exactly the point, is it not? He stated that he took 
issue with a paper by Mr. Searle and Dr. Pernarowski on phenylbutazone. He 
said he disagreed with the results of this completely. 

The paper was on 23 different brands of phenylbutazone and the Food and 
Drug Directorate tested one of them but did not of course do any blood levels or 
anything of this nature, and on the basis of this, felt that the drugs were safe for 
use. 


The CHAIRMAN: But Dr. Pernarowski had not done any blood levels either. 
Mr. Brann: That is not correct; I am afraid he did. 
The CHAIRMAN: At least they were not in the report then, as I remember it. 


Mr. Branp: I would be very happy to get you a copy of the report, Mr. 
Chairman, to show you that in fact they did. He was one of the subjects 
himself; I had the opportunity to speak to him just the other day to confirm 
this point. You see what I am getting at Dr. Hilliard. They test them in certain 
ways but not the clincial efficacy and yet they will allow a drug to go on the 
market. The clinical testing is not done by the Food and Drug Directorate, but 
has been done by the large manufacturers before they approach the Food and 
Drug Directorate. This does not hold true necessarily with compulsory licensing. 
Some of the smaller firms may not do any blood levels or clinical trials with their 
drugs. Some of them do, admittedly, but some do not. We may have the 
analogous situation of a drug with the same amount of chemical, if you want to 
use that word, in the pill that appears on the shelf and yet the actual therapeutic 
effect of the drug may be entirely different. This brings me to my next question. 
Do you believe there is such a thing as generic equivalency? 


Dr. HILLIARD: I suppose that is the nearest thing we have at the moment. 
Mr. BRAND: To what? 


Dr. HILLIARD: To having exactly the same comparison from one drug to 
another. 


Mr. MackKAaseEy: May I ask a supplementary question? This brings me toa 
paragraph in your letter to Judy LaMarsh, of July 12, expressing your misgiv- 
ings of this slight differentiation between the generic and the brand. This is the 
point Dr. Brand has made; this difference—I should not say, you have minimized | 
it, which is the basis or the crux of the whole Hilliard report. 


Dr. HILLiarD: I do not have that paragraph right before me. 


Mr. Mackasey: I will read it after Dr. Brand is through, because I intend to 
come to it anyway. 
This is of course my interpretation, it may not be yours Dr. Hilliard. In 
your letter you say: 
It was a shock to the members of the committee to find the heavy 
responsibility put on the Commissioner of Patents. Many of the newer 
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drugs are so complicated in their formulae that part of the products, the 
isomers, might not be active therapeutically, though chemically pure, and 
some dangerous impurities may not be sufficient in amount, in small 
samples, to be detected. 

The even greater worry to the committee was this much larger area 
of drugs produced under agreement. The Food and Drug Directorate are 
not informed ahead of time and no inspection is required, although it 
might occur in the course of time. Samples of the new product prepared 
by the new company— 


Now we are talking about the company that obtains permission and a 
compulsory licence. 


—are now being analysed. 


This is the point Dr. Brand was getting at. 


Dr. HILLIARD: I think Dr. Brand’s point was a little more than that. They 
analyse it, but they do not insist on clinical trials and it has to do with efficacy. Is 
that not right, Dr. Brand. 

Mr. BRAND: Yes, that is right. 


Dr. HILLIARD: I understand that they do take the sample and make sure of 
the chemical purity, but as you pointed out the isomer may not be as active as 
originally thought. 


Mr. MacxaseEy: The point I am trying to make is that nobody as yet proved 
to my benefit in this Committee that you can copy anything precisely. What 
bothers me is, how important is the fact that there must be some areas of 
difference between the original product and the product produced under com- 
pulsory licence, or for that matter produced by a competitive brand? 


The CHAIRMAN: For the guidance of the Committee I would like to say that 
the letter under discussion is reproduced on page 144. 


Mr. BRAND: I have had recent information, Dr. Hilliard, on the testing being 
done on various brands of prednisone. Some of them, apparently, say a 5 mg. 
tablet, with an actual clinical trial and testing the blood levels obtained, show 
that there is a wide variation in the time it takes to produce the blood level with 
these different brands, and also in some instances, less than 2 mg of the drug is 
actually going into the blood stream, and in some 5 mg. There is a wide 
variation, though they all assay out in pure chemical terms as being 5 mg of the 
active ingredient. 


Dr. H1LurarpD: I think, Mr. Chairman, Dr. Brand’s point is a very good one. I 
think we do need facilities in Canada for drug testing, particularly the clinical 
trials, opposed to the biochemical ones, which are so much more simple. One 
would hope that, as a result of the work of this Committee it would be possible 
in Canada to do a great deal more clinical testing of drugs, through research 
departments in medical schools. 


Mr. HoweE (Hamilton South): Mr. Chairman, may I ask Dr. Brand a ques- 
tion with regard to this. He has made a lot of rather nebulous statements about 
efficacy of absorption of drugs. I wonder if these facts could be produced to the 
Committee, because firstly we are considering price, and your intimation is that 
there is a direct ratio, between the less efficient drugs and the price of drugs. If 
this is so, I would like to see these figures, because I think this is an important 
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consideration and if we are dealing with facts this should be taken into account 
when we make our recommendations as a Committee. 


Mr. BRAND: Mr. Chairman, through you to the gentleman on my left, I will 
say, I will be very happy to provide such information for tabling if you so wish. 
There are many well-known papers on this subject including some by Ernest 
Shain, Max Sadove of Chicago, and many others. I would be very happy to table 
these, which would show exactly the point I am trying to make. As I pointed out 
in a Committee meeting, I obtained from one of the witnesses the statement that 
the Food and Drug administration of the United States, recognizing this problem, 
has already $4 or $5 million for setting up a type of program which will carry 
out proper clinical testing, to test the therapeutic efficiency of drugs. I agree with 
my hon. friend that this is a very serious problem and one which should be of 
very great concern to the Committee. Furthermore, I think Dr. Hilliard has 
agreed with me already that quality is of prime importance when you are 
prescribing drugs, not just the cost, but quality, despite the fact that the 
government has already pointed out that they buy on cost alone and they have 
given that evidence before this Committee, as you know, Mr. Chairman. 

The CHAIRMAN: Cost alone subject to their being on the government list and 
meeting the specifications of 74-GP-1. 

Mr. BRAND: On the chemical purity of the drug, and that is the point, Mr. 
Chairman. 

Mr. MacKASseEy: Could I read another paragraph to strengthen your point. I 
do not know where it appears in the Committee, but I know where it appears in 
the Hilliard report. Perhaps Dr. Hilliard with Dr. Brand’s permission might 
comment. It is a simple statement. It says: 

More and more drugs are being produced by synthetic processes of 
increasing complexity. Because of the number of steps involved and the 
need for proper care at each intermediate step, it has become essential 
that adequate quality control procedures be established and carried out at 
all levels of the manufacture or synthesis of the chemical involved. It is 
not sufficient any more to perform a simple test on a finished product. 


I think this was the point Dr. Brand was getting at: 


It is not sufficient any more to perform a simple test on a finished 
product. 


And this bothers me: 
In many cases such tests would not disclose the presence of potential- 
ly dangerous by-products or impurities or even chemical isomers which 
should be removed from the desired material if at all possible. 


And then finally—and this is what I would like someone to analyse: 
Minor changes in process may perhaps lead to quite different con- 
taminants in finished products and these contaminants may be toxic and 
may even be missed by routine chemical analysis. 


Do I gather from this, or do I get the wrong conclusion, doctor, that these 
minor changes in process could be the minor changes in process of the copier of 
the original method employed by the innovator. Am I right there? 

Dr. HILLIARD: This is what we were worried about. 
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Mr. Mackasey: Are you still worried about it? 
Can I repeat it then: 
Minor changes in process may perhaps lead to quite different con- 
taminants in finished products and these contaminants may be toxic and 
may even be missed by routine chemical analysis. 


Dr. HILLIARD: I think Dr. Roger Gaudry was the one most familiar with this 
aspect and he had certain examples, which he brought before the committee, 
which concerned us. 


Mr. MAcKASEyY: I am not trying to be unfair to the copiers. How can we 
possibly under the pretence of dropping cost permit such a situation under 
compulsory licence? I am not against compulsory licence per se. I am against the 
Department of Justice permitting someone under compulsory licence. 


Dr. HILLIARD: Frankly, Mr. Chairman, this is what concerned us. When we 
took a look at it, we did not realize that this had been functioning in Canada for 
these years, and we felt we did not have the direction to discuss whether this 
should be continued or terminated. What we were trying to do is to make it as 
safe as possible. We did consider Dr. Brand’s question of insisting on clinical 
trials of all the variations and we felt that, although it was very reasonable and 
certainly beneficial, it was not possible in Canada until we had a greater 
extension of our research facilities. To put something in, which at this time could 
not be implemented, did not seem reasonable. 


Mr. MAcKASEY: What you are saying, in conclusion, is that as long as we do 
grant compulsory licence as long as necessary as some brake on prices there will 
constantly be the problem of minor changes in process leading to contamination. 
What your report has done, realizing that this is inevitable, is to try to minimize 
it? 

Dr. HILLIARD: That is right. 

Mr. HOwE (Hamiiton South): The intimation is that the cheaper drugs, the 
copier, the generics, are necessarily the drugs that are less effective. Is this the 
intimation? Is this factual; is this suggested or can any make of drug be less 
efficient than another, clinically? 


Dr. HILLIARD: We did not imply that the copier was necessarily the ei 
one. All we meant was, when you innovate, when you start a new production 
line in a different circumstance, you run into certain dangers, which have to be 
safeguarded. 

Mr. Howe (Hamilton South): No, you said that it did not necessarily mean 
that the copier was the cheaper one. I ask, is the copier necessarily the less 
effective one, the more dangerous one? 

Dr. HILLIARD: He might have.a better preparation. 


Mr. Howe (Hamilton South): That is my point. So it can be either way. 
There is no direct ratio or relationship between the price of the drug and the 
efficacy of that same drug, necessarily? 

Dr. HILLIARD: Not necessarily, but we all know that one way to reduce a 
price is to reduce control and some of the very careful analysis that should go 
along with it. 

Mr. HowE (Hamilton South): But Mr. Chairman, it was shown in the PMAC 
brief that this is a very small portion of the cost of the drugs, so I do not think it 
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really enters into it. There are many other factors. If my memory is correct, the 
control of the drug was either a half of one cent of the 374 cents that the 
manufacturer received out of a prescription dollar. This is a pittance. This is not 
important. I hardly see this as a genuine means of lowering price in many 
instances to only 10 per cent of the brand name drug. Certainly this 90 per cent 
is not used up in quality control; therefore, my question is: Are you intimating 
that there is necessarily a genuine relationship between the price of drugs and 
the quality, or efficacy, the clinical effectiveness of this drug? 


Dr. HILuiarD: I do not think I implied that, Mr. Chairman. 


Mr. Howe (Hamilton South): I just wanted to make sure that that implica- 
tion was not there, because again this is important in their consideration. 


Mr. Mackasey: Mr. Chairman, I think I agree with Dr. Howe. To clear it up 

I would like to say that Dr. Hillier is not here to worry about costs. I 

understand that your report was set up to make sure that drugs which are 

reproduced by compulsory or voluntary licence would be as safe as or safer than 

that of the innovator. This leads me to the next paragraph in which you refer to 

the minor changes in process which lead to contamination. Then you say in the 
next paragraph, which again bothers me: 

Chemical producers with insufficient staff and technical facilities may 

either be unaware of or tend to ignore these problems— 


Now, the problems which you have just mentioned are contamination. You 
go on to Say: 


Chemical producers with insufficient staff and technical facilities may 
either be unaware of or tend to ignore these problems, or may be unable 
to institute the necessary control procedures which will ensure a stand- 
ardized product which is safe when used according to direction. 


It seems to me that we should have at the disposal of the Canadian people 
some way of making sure that an institution that obtains a voluntary or compul- 
sory licence does not fit into this last section, and I will reread it: 


—or may be unable to institute the necessary control procedures— 


Why would not an institution be capable of instituting the necessary control 
procedures? 


Dr. HILLIARD: I think Dr. Gaudry was aware of some companies that were on 
the whole producing the simpler products and might be quite safe and efficient in 
their production. They might want, through a compulsory licence, to prepare 
more complicated ones and this would be the worry of the committee, that they 
would not have adequate staff for the new drugs which they are copying, rather 
than the ones which they have been doing quite safely. 


Mr. MAcKASEY: Would you draw the Committee’s Ses to your recom- 
mendations which would prevent this? 


Dr. HILLIARD: The committee felt that in treating these drugs prepared by 
the companies under compulsory licence, they should be treated as carefully as a 
new drug. This is in essence what they say. They made the three points of 
chemica'ly, that they were prescribed properly and the information was availa- 
ble. It really boils down to taking as careful a look at it as banat do with a brand 
new preparation coming on the market. 


2174 DRUG COSTS AND. PRICES Feb. 3, 1967 


Mr. MACKASEY: This is equally true of those who get the voluntary licence? 
Dr. HILLIARD: Yes. 


Mr. MAcKASEY: I am falling into the trap of compulsory licence, the volun- 
tary licence— 


Dr. HILLIARD: Which is the largest, of course. 


Mr. MacLean (Queens): Mr. Chairman, I have a supplementary question. Is 
not the crux of the whole thing that copiers, whether they are compulsory 
licensees or voluntary licensees, should be prepared to prove that their product 
is, as a result of clinical tests, at least as effective as the product they are copying 
and they should not be able to put a product on the market as a licensee which 
might not pass clinical tests? 


Dr. HILLIARD: I think that is true. 


The CHAIRMAN: If I may ask a question: Going back to Mr. Mackasey’s 
question of a moment ago about the risks of having an impure product on the 
market and you say this is a risk in your clinical knowledge. Have you ever seen 
this happen, a new product came on the market and it obviously had some 
impurities or there was something wrong with the product? 


Mr. HowE (Hamilton South): Mr. Chairman before Dr. Hilliard answers 
that, what do you mean by “new product?” Do you mean a copy product or do 
you mean— 


The CHAIRMAN: A copy product, but not a new product. 


Dr. HILLIARD: I do not have the details here, but they could be furnished if 
the Committee so desires. 


The CHAIRMAN: I would point out to the Committee that we only have 10 
minutes left and we might make our questioning brief. 


Mr. A. W. LaiLaw (Legal Counsel for the Committee): I wonder if I might 
ask Dr. Hilliard a question regarding his recommendations with respect to the 
compulsory licencing provision of the Patent Act. I have been told that as a 
result of your report, Dr. Hilliard, there is very close collaboration at the 
moment between the Commissioner of Patents and the Food and Drug Direc- 
torate, but it is on an informal basis and I believe the Commissioner of Patents 
writes the Food and Drug Directorate when an application for a compulsory 
licence is made. The Food and Drug Directorate then replies. I am wondering 
whether your recommendations here do not, in effect, take away from the Com- 
missioner of Patents his present sole discretion with respect to issuing a compul- 
sory licence and transfer that onus to the Food and Drug Directorate. I under- 
stand that the Commissioner is very jealous with respect to his prerogative 
rights under the Patent Law as it stands at the moment, and he feels that he can 
ask the Food and Drug Directorate what he wants, but he does not necessarily 
have to follow any advice given by the Food and Drug Directorate. Are you 
really in fact recommending, sir, that the authority of the Commissioner of 
Patents be changed by law and either transferred in total or in part to the Food 
and Drug Directorate? 


Dr. HILLIARD: You have put that very well, Mr. Laidlaw. I would expect 
that a lawyer would put it down that way. Wes, we thought there would need 
to be some revision of the Patent Act. 
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At the moment, legally the Commissioner of Patents has full responsibility. 
Let us assume that he feels he should grant the licence, although the Food and 
Drug Directorate have recommended against this, and some of the drug comes on 
the market and within a month, it has to be given over to the Food and Drug 
Directorate and they check it, and they find that it is not standard or even 
dangerous; the Commissioner of Patents has really put himself in a very awk- 
ward position. I would think that although it does, in a sense, detract from his 
sole responsibility, nevertheless he runs a very serious danger to his reputation, 
if he proceeded contrary to the advice of the Food and Drug Directorate. 
Therefore, although he has full legal responsibility, I think he would feel—and I 
think any Commissioner of Patents would feel—a moral responsibility to pay 
very careful attention to the recommendation of the Food and Drug Directorate. 


Mr. LAIDLAW: Then by law you think there should be a shared responsibility 
between the Commissioner and the Food and Drug Directorate with respect to 
these doings. 


Dr. HILLIARD: I think this would make it easier. 


Mr. LAIDLAW: The only controversy on this is that there have been com- 
plaints I believe when compulsory licences have been issued in the past—these 
10 or 14 licences—that it takes some time to issue from the time the application 
is made. The Commissioner has told me that this time varies between six months 
and 33 years, between the time of application and the time the licence is granted. 
By introducing the Food and Drug Directorate, by law, also to participate in this 
decision, I am wondering whether or not this would extend the length of time 
before the licence is granted to such an extent that no one would apply for 
compulsory licences, with the consequent result that prices could not be reduced 
by the issuing of a licence. 

Dr. HILLIARD: I would not think this was really necessary. One of the 
dangers of our modern world, with telephones and so on, is the lack of communi- 
cation. I think, if one considers a drug company preparing to produce a product 
and it would take quite some time to get the machinery and the know how and 
so on, that it is during this stage they could also be going through the procedures 
of getting their licence and accreditation with the Food and Drug Directorate. I 
really cannot see any undue delay unless, as was suggested by Mr. Howe, they 
did need a few more people in their department, and I am sure we would all be 
in favour of that. 


Mr. LAIDLAW: Thank you, Dr. Hilliard, that is all I have, Mr. Chairman. 

The CHAIRMAN: Mr. Mackasey. 

Mr. Mackasey: To supplement what you just finished saying, and I am only 
going by memory, but I think somewhere you implied that there was a possibili- 
ty of firms obtaining compulsory licences or, for that matter, selling drugs for a 
considerable period of time before the Food and Drug Directorate catch up with 
them. Is that in here? 

Dr. HILLIARD: I do not recall, but certainly in the past it has occurred that 
they have not caught up with them for some time. 


Mr. MackKAsey: Is it possible at all theoretically? Surely it could not be 
possible for those who are applying for a compulsory licence to do this? 
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Dr. HILLIARD: No; this would be in the secondary group where a threat of 
compulsory licence caused a secondary supplier to be tied in with the primary 
producer. 


The CHAIRMAN: I think Dr. Chapman said that this was not now possible 
under the new notification program. 


Mr. MacKAsry: Excuse me, Mr. Chairman, but it certainly is. It is quite 
possible under the notification program. Mr. Allmark is bowing his head that I 
am right and this will not go on record. All the notification of drugs does is 
enable the Inspector of the Food and Drug Directorate eventually to catch up 
with those who put drugs on the market without notifying the Food and Drug 
Committee, and this cou!d still take months. There is no fool proof method other 
than registering or licensing. 

The CHAIRMAN: I think we might go into that when the Food and Drug 
people are before us. 


Mr. Branp: I would just like to ask Dr. Hilliard two very short questions. 
Do you think it is about time, in view of the importance of the drugs on the 
market to the consumer, that the Food and Drug Directorate are separated into a 
food testing branch and a drug testing branch, with a pharmacologist rather than 
just a chemist overseeing the operations. Do you think pharmacologists perhaps 
in a sense have a little more to offer on the therapeutic effect of drugs? 


Dr. HILLIARD: I think it should be a combination. In certain drugs, the 
chemical side is the important one and in certain others it is the pharmacological, 
and I think they would have to be tied in. It seems neater to have them separate, 
but it is very hard to separate them. 


Mr. Branpb: Do you think it would be a good idea to have some pharmacolo- 
gists around there though? 


Dr. HiLLiarD: I do not know whether they have, or have not, but I think, as 
you point out, the whole testing is both in the biochemical and the phar- 
maco!ogical field. 


Mr. BRaAnpD: Thank you. 


Mr. MacLean (Queens): I have one brief question on recommendation 5, for 
clarification. We have not come to it yet, but might I be permitted to ask a 
question. It reads: 


That the definition of a new drug be amended to include a drug not 
currently in new drug status if it is to be manufactured or produced by a 
method or process that is substantially different from the method or 
process currently being used in Canada; or if with prolonged use, new or 
more serious or more frequent side effects, develop. 


That is perfectly clear as it stands, but surely is it not the case that the 
statement is not as broad as it should be? Are there not cases where it is not a 
matter of new side effects being developed by the prolonged use of a drug, but 
that new side effects are discovered that were always there, but were unsuspect- 
ed, such as was the case with thalidomide? 


Dr. HILLtIarD: Yes; I think as Mr. Mackasey has pointed out, it is unfortu- 
nate to use the term “new drugs”. If a drug has been on the market 10 years and 
you. want to re-evaluate it, Iam sure that when this is put into legal terms there 
is a clearer way of saying the drug which is developing side effects should be 


Feb. 3, 1967 DRUG COSTS AND PRICES 2177 


re-evaluated in the same way that a new drug would be; this would make it 
clearer to me. 

Mr. MacLEan (Queens): Is it not wrong to use the words developing side 
effects; side effects were always there but were not realized. 

Dr. HILLIARD: Disclosing and— 

Mr. MacLean (Queens): Discovering— 

Dr. HILL1arD: Exhibiting new side effects. 

Mr. MACKASEY: Well, are we finishing up now, Mr. Chairman, or are we 
going on? 

The CHAIRMAN: That is up to the Committee; as far as I am concerned we 
are ending. 

Mr. MAcKASEyY: Well, the biggest area has yet to be investigated. Could it be 
possible then, in view of the fact that the Food and Drug Directorate will be here 
to talk about the Hilliard report, if we are not satisfied, Dr. Hilliard would come 
back, because I do not think we ever got to the main point of your brief. 

There is an area, for instance, where you stress the desirability and the 
necessity of literature. 

Mr. HILLIARD: Yes. 

Mr. MAcKAsEy: This is a little contrary to some of the expressions here that 
all literature is bad. We have had this said in the Committee. You are recom- 
mending more information—and I am _ just jumping around through it 
briefly—and the availability of information is one of your recommendations; 
notificaton, identification, and an area on imported drugs, Mr. Chairman, all must 
be passed over and ignored because of a shortage of time. 

The CHAIRMAN: We will take into consideration what you have said, Mr. 
Mackasey. 

Mr. MackaseEy: I do not think we are doing justice to perhaps the most 
important report that has come before us in years. I just do not think we have 
had time to do justice to it. 

The CHAIRMAN: We could sit this afternoon while the house is sitting, but I 
doubt whether we would get enough Committee members to make a quorum. 

Dr. HILLIARD: Mr. Chairman, I would be glad to come back, and if so, I 
would like to have Dr. Gowdey and Dr. Gaudry with me; I think they would add 
quite a bit to the discussion. 

The CHAIRMAN: That is fine. Gentlemen, there is one other piece of informa- 
tion I have, but perhaps I should put it on next meeting. 

The meeting is adjourned until Tuesday when we have the Director of 
Investigation and Research, (Combines Investigation Act), before us, at 9.30 a.m. 
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MINUTES OF PROCEEDINGS 


TUESDAY, February 7, 1967. 
(45) 


The Special Committee on Drug Costs and Prices met this day at 9.50 o’clock 
a.m. The Chairman, Mr. Harry C. Harley, presided. 


Members present: Messrs. Brand, Enns, Forrestall, Harley, Howe (Hamilton 
South), Howe (Wellington-Huron), Hymmen, Isabelle, MacLean (Queens), 
Orlikow, Rynard (11). 


In attendance: From the Department of the Registrar General: Mr. David H. 
W. Henry, Q.C., Director of Investigation and Research (Combines Investigation 
Act); Mr. F. N. MacLeod, Senior Combines Officer, Combines Branch; Mr. R. M. 
Davidson, Officer in Charge, Merger and Monopoly Section. Mr. Michael Sheldon, 
of Montreal, Assistant to the General Manager, Smith Kline & French/Montreal. 


Also in attendance: Mr. W. J. Blakely, C.A., of Kingston, and Mr. A. M. 
Laidlaw, Q.C, of Ottawa, respectively, Accountant and Legal Counsel for the 
Committee. 


Agreed—tThat a report entitled ‘“‘The Cost of Pharmaceuticals and Medicines 
in Canada, 1961-1965” copies of which have been distributed to the Members of 
the Committee, be printed as an appendix to this day’s proceedings. (See 
Appendix “‘A’’) 


Agreed,—tThat a letter dated January 27, 1967 from the Honourable Minister 
of National Health and Welfare to the Chairman of the Committee be printed as 
an appendix to this day’s proceedings. (See Appendix “B’’) 


The Chairman called Mr. Henry who introduced the officials accompanying 
him. 


Mr. Henry went through the statement which had been previously distribut- 
ed to the Members. He was questioned on some of his remarks. Mr. Sheldon was 
invited to comment on some information contained in the above statement which 
concerned Smith Kline & French/Montreal. 


Agreed,—That the statement of Mr. Henry be printed as part of the record. 


On motion of Mr. Isabelle, seconded by Mr. Brand, 


Resolved,—That a per diem allowance be paid to Dr. Irwin Hilliard who has 
been called to appear before this Committee on Friday, February 3. 


Mr. Henry was questioned. He was assisted by Messrs. MacLeod and Da- 
vidson who also supplied information to the Members. 


Mr. Blakely commented on cost allocation. 
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Mr. Henry was further questioned. 


The Chairman thanked the officials for the information supplied to the 
Committee. 


At 12.40 o’clock p.m. the Committee adjourned to 1.00 p.m., Thursday, 
February 9. 


THURSDAY, February 9, 1967. 
(46) 
The Special Committee on Drug Costs and Prices met this day at 1.20 o’clock 
p.m. The Chairman, Mr. Harry C. Harley, presided. 


Members present: Messrs. Forrestall, Harley, Howe (Hamilton South), 
Howe (Wellington-Huron), MacDonald (Prince), Mackasey, MacLean (Queens). 


In attendance: From the Food and Drug Directorate, Department of Na- 
tional Health and Welfare: Dr. R. A. Chapman, Director-General, Food and 
Drugs; Mr. M. G. Allmark, Assistant Director-General, Drugs; Dr. L. Levi, Chief, 
Pharmaceutical Chemistry Division; Mr. A. Hollett, Director, Bureau of Oper- 
ations; Dr. R. C. B. Graham, Division of Medicine and Pharmacology. 


Also in attendance: Mr. A. M. Laidlaw, Q.C., of Ottawa, Legal Counsel of 
the Committee. 


The Chairman called Dr. Chapman who was questioned. 
Mr. Allmark also answered questions asked by Members. 


Dr. Levi gave information on the investigation carried out on bulk chemi- 
als. 


Mr. Hollett explained how the regulations governing radio and television 
commercials can be applied. 


Dr. Chapman was further questioned. 


On behalf of the Committee, the Chairman thanked the officials of the Food 
and Drug Directorate, and at 2.45 p.m. the Committee adjourned to 9.30 a.m. 
Tuesday, February 14. 


Gabrielle Savard, 
Clerk of the Committee. 


EVIDENCE 
(Recorded by Electronic Apparatus) 


TUESDAY, February 7, 1967. 


The CHAIRMAN: Gentlemen, I see a quorum. We will start our meeting this 
morning. 

Before we begin with our witnesses today, there are two matters I would 
like to bring to the attention of the Committee. First, I have received 24 copies of 
a report entitled: The Cost of Pharmaceuticals and Medicines in Canada, 1951 to 
1965, which is really an updating of portions of the report ‘Provision Distribu- 
tion and Cost of Drugs in Canada” that was prepared for the Royal Commission 
on Health Services—the Hall Commission—in 1963. There is a great deal of fact 
and figure about drug prices in this, and I think the best thing to do would be to 
have it printed as part of the record, and you will also get a copy in the mail 
today. I am sorry, it has been sent within the last day or so. Is it agreed that it 
become part of today’s record? 


Some hon. MEMBERS: Agreed. 


The CHAIRMAN: There also is communication from the Minister of National 
Health and Welfare, the hon. Mr. MacEachen, forwarding to us two resolutions 
passed by the National Pensioners and Senior Citizens’ Federation. I suggest, 
rather than read it, that it he made part of today’s record. It deals with some 
assistance for old age pensioners for drug provision and also asks for an inquiry 
into hearing aid costs. Is it agreed that this become part of today’s record? 


Mr. Howe (Hamilton South): Is it applicable to the drug prices, do you 
think? 


The CHAIRMAN: Not really, they want a government inquiry into whether 
drug prices are justified, which is what this inquiry is doing, and whether some 
system would be devised where they could be made available free, when 
necessary, to those in the low income group. 


Mr. HowE (Hamilton South): Drugs? 
The CHAIRMAN: Yes. 
Mr. BRAND: Not hearing aids? 


The CHAIRMAN: Drugs, and they inquire also about hearing aids in a later 
resolution. 


Mr. Brann: As long as it is applicable to our terms of reference, because we 
are getting so cluttered up with— 


The CHAIRMAN: The first one certainly is, and the other one is part of the 
letter. Is it agreed? 


Some hon. MEMBERS: Agreed. 
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The CHAIRMAN: We have with us today, Mr. Henry, who is the Director of 
Investigation and Research, Combines Investigation Act. He has with him, two 
members of his staff and I think I will call on him to introduce them. Mr. Henry 
has prepared a statement which has not been in your hands very long—probably 
just since this morning—I have discussed this with him and decided that the 
best thing to do is to go through it very rapidly and cover the major points in it. 
Mr. Henry? 


Mr. Davip H. W. Henry Q.C. (Director of Investigation and Research 
(Combines Investigation Act) Department of Registrar General): Thank you, 
Mr. Chairman. Gentlemen, I have with me, on my right, Mr. R. M. Davidson, and 
on his right, Mr. F. N. MacLeod. Mr. Davidson’s specialty is economics; Mr. 
MacLeod is a lawyer who did the major part of the work on the Green Book, 
which, as you know, is the basic book of data that was prepared as a result of the 
inquiry under the Combines Investigation Act that we undertook about 1960. 


Before I make my statement, I know members of the Committee will fully 
understand this but perhaps for the record I should say that I am speaking here 
as Director of Investigation and Research, a statutory officer, making what 
contribution I can to this difficult subject; I am not speaking for the government 
or making any announcement of government policy, as you understand. 


Now, again, before I get into the text of what I had proposed to say, I would 
like to point out that Iam making one assumption here in my remarks, and that 
assumption is that it is the purpose or the object of this study to attempt to find 
a way to reduce the prices of drugs. My remarks are made in that context. 


I am also making another assumption, and that is, that I regard as complete- 
ly paramount the necessity of making sure that Canadians receive drugs of high 
quality, drugs which are safe, and drugs which are effective. Anything I say has 
borne that in mind, and as I say, to me that is paramount; it is not even an issue 
in this debate; I do not think anybody would quarrel with this point. 


So, my object today, if I may put it very briefly, is to try to clarify for the 
members of this Committee the issues, as I see them, arising out of the great mass 
of material that has been placed before you. I am seeking to reduce them to their 
simplest terms so that, through the mass of detail, it may be possible to 
determine exactly what the issues are with which this Committee has to grapple, 
as I see them, and I hope that you will find this helpful. I have attempted to 
make this an objective analysis—this is always the approach we take in the 
combines branch with the sole purpose of seeing how this problem, of what we 
generally regard as the high cost of drugs, may be met. 


Now, gentlemen, my basic contribution in this matter is contained in the 
so-called Green Book, that is as far as data are concerned. You are familiar with 
the Green Book and I need say no more about it except that it contains the data 
that we were able to find at the time of the inquiry, and, of course, is valid as of 
1960. I can say this. I think there is no real difference in the basic facts 
concerning this industry as between 1960 and now. There have been changes in 
the data, but it is my view that there is nothing of significance to the purpose of 
this inquiry. In other words, the Green Book, I think, points up the trends, and 
the data may be used as an analysis just as much as current up to date data. 


One thing I might mention is that there has been a recent increase in 
research, attributable, as I see it, to the government’s incentive program that 
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perhaps has taken place since the Green Book was prepared. Members of the 
industry may also say that the change has taken place in the law with respect to 
the setting of a royalty for a compulsory licence. I do not see that as a change in 
the law, but nevertheless since royalties are now smaller it may be that some 
individuals consider compulsory licences are a little easier to get. 


Apart from those things, gentlemen, I think the basic data in the Green 
Book and the implications that can be drawn from that, are completely valid 
now. 


Now, I have been asked to deal with patents and research; that is what I am 
concentrating on today. On page 2 of the paper, which I understand you now 
have, and which I sent over yesterday, I have tried to set out the problem, and 
perhaps you would not mind if I read the paragraphs that deal with that. 


As I see it, the problem is effectively stated by that portion of the terms of 
reference of the Committee which reads: 


That the Committee be empowered to consider and recommend as it 
may deem expedient respecting a comprehensive and effective program to 
reduce the price of drugs. 


In further defining the problem the following points may be considered. (a) 
The price of patented drugs in Canada is too high, and I emphasize the word 
“patented”. This fact has been determined by two commissions (Restrictive 
Trade Practices Commission and Hall Commission). The prices of patented drugs 
have been described as among the highest in the world if not the highest. For 
the purposes of this Committee’s work, however, it is necessary only to make the 
point that the prices of patented drugs are higher than they need be. (b) The 
high level of such prices is attributable primarily to lack of effective price 
competition. This is likewise the finding of the two commissions; this is also the 
view of one professional economist who has appeared before this Committee and 
it is a view that I personally share. 


Apparently the problem is created and aggravated by certain characteristics 
of the industry. I made a brief survey of some relevant industry characteristics, 
which I will not read through, but I will say briefly that we are relying in 
Canada on the private enterprise system to get our supplies of drugs. Under such 
a system manufacturers, distributors, and retailers all seek to make profits, 
which is perfectly proper; that is the way the system works. This system, in the 
drug field, is subject to certain statutory controls, which is not unusual because 
there are other industries which are also subject to statutory controls. 


Now, drug manufacturers do two things. They manufacture and they im- 
port. As I will say later, they rely very heavily on imports; notwithstanding that 
they also carry on manufacturing activities. As there is no developed fine 
chemicals industry in Canada the basic drugs are mainly imported. In many 
cases final dosage forms are imported. The manufacturing activity in Canada is 
largely a matter of converting bulk drugs into dosage forms and packaging and 
marketing them. By converting, I do not mean merely, necessarily, just a 
mechanical operation, because compounding is also included in my expression 
“converting”’. 


Now, I said something about the size of the employment group here. It is 
well known, there is something like 10,500 employees in the industry at the 
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manufacturing level. I merely want to point out that on the basis of DBS figures, 
recently received, 4,500 of those employees are actually employed on manufac- 
turing itself; the remaining 6,000 are on activities that you would not call 
manufacturing. We have the DBS definition of manufacturing here, if you wish 
me to read it. 


There is a footnote on page 3A, incidentally, which is designed to help avoid 
falling into the trap which may come out of statistics used to indicate the amount 
of imports; I am not going to say anything more about that because this can be 
read and discussed later if necessary. (The footnote follows): 


3A 


*The P.M.A.C. brief to this Committee states, at page 287 of the Minutes of 
Proceedings and Evidence, No. 5, June 23, 1966, that approximately 83 per cent 
of prescription products sold in Canada were manufactured here, the remaining 
17 per cent being imported. As the Hall Commissicn has observed, meaningful 
statistics as to the proportion of drugs imported and those manufactured in 
Canada are not available. Where competition does not operate as in the case of 
patented drugs, the large differential between cost of production and selling 
prices of such products seriously distorts available statistics on the industry in 
Canada. To take an example, a drug is imported into Canada from a parent 
company, almost in a ready-to-sell condition, for $3.88 (see page 16). Packaging 
expenses of 24¢ bring the total factory cost of up to $4.12. It is sold by a Cana- 
dian subsidiary for $63.51. When this is translated into general statistics this 
becomes imports into Canada $3.88, value of sales by Canadian company 
$63.51. This, in turn, becomes the basis for a statement that 94 per cent of the 
drugs sold in Canada are produced in Canada. But in so far as our example is 
concerned, production in Canada is virtually nil. It is obvious that if total 
figures include many examples like this, they do not provide a reliable indica- 
tion of drug manufacturing in Canada. 


Now, on page 4, I am still finishing up the discussion of the characteristics of 
this industry. Perhaps all I need to say is that this industry is a large interna- 
tional industry, comprising mainly very large international firms whose econom- 
ic and commercial policies tend to be determined—dquite properly—on the basis 
of maximizing the profitability of the world wide operations of the international 
firm. These policies do not necessarily coincide with the best development of the 
Canadian economy and the Canadian branch of the firm. Just as an indication of 
that approach I have referred you to a comment in the Hoffmann-La Roche brief. 


The industry is characterized by relatively high profits and by limited 
economies of scale; I do not think there is any dispute about that. 


The industry is highly protected and there are high barriers to the entry of 
newcomers who might inject new and more vigorous competition. The high 
barriers to the entry of new competitors are the result of patents, trade marks, 
the tariff, the anti-dumping laws, the very intensive and costly program of 
marketing and promotion, and the requirements of the food and drugs laws. 


Those, gentlemen, I put in there just so you will understand what we are 
talking about when we talk about this industry being protected. 
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Although this is a research-based industry, relatively little research has 
been, or is as yet being done in Canada. I am not overlooking the fact that there 
has been some increase since the government’s incentive programs were institut- 
ed. I am also not overlooking the contribution of some Canadian firms, and I may 
say this in passing—if I may be permitted to do so—that I have seen one plant, 
because I was offered the opportunity to do so, at the time we were preparing the 
Green Book. I have seen the Ayerst, McKenna and Harrison plant, and at that 
time it was supervised on the research side by Dr. Roger Gaudrey an eminent 
Canadian scientist whose reputation, of course, is well known to all of you. I, as a 
layman, was impressed by that operation; I know this company has made 
progress in the development of new drugs, particularly the drug premarin—is 
that right? I know what is in premarin, but the name sometimes escapes me. 


I would like you to understand that I recognize this, and I mention this 
company because I actually have seen its plant. Of course there is also outstand- 
ing work being done by Connaught Medical Research Laboratories which is not a 
commercial institution, and I point that out to indicate that advances are made 
outside the commercial field as well. There is no need for me to elaborate on the 
work of the Connaught Lab. 


Now, those, gentlemen, are structural characteristics; could I say a word 
about price characteristics in this industry? Everybody, I think, understands the 
basic idea that in the marketplace, supply and demand determines price. I would 
like to read, however, two or three paragraphs on page 5, if I may. 


In this industry, on the demand side, the demand for ethical drugs is 
determined largely by the incidence of sickness and the writing of prescriptions 
by doctors. Demand is said to be inelastic in that the requirements of patients for 
drugs do not rise proportionately or fall proportionately according to the change 
in price, but are dictated by the necessities of illness and the choice of the 
physician. 

In these circumstances price tends to be set at what the traffic will bear 
—that is an expression which I will be glad to explain, it has a meaning in 
economics. 


The price of patented drugs rarely appears to rise even with increasing costs 
or increasing demand; likewise, there is no downward pressure on prices which 
tend to remain level for a particular patented drug throughout the life of the 
patent. Price therefore does not tend to have any identifiable relation to cost and 
does not, as it would in the case of a competitive product, tend to approximate 
cost of production but rather tends to be considerably above it. 


On the supply side competing supplies of a drug are limited by reason of the 
barriers to the entry of new producers able to manufacture the same products; 
notwithstanding that profits and prices are high, few newcomers have in fact 
entered the field of competition with the established firms on a substantial scale. 


Price competition during the life of the patent is found only in limited 
circumstances, notably in sales to institutions and governments. Instead, compe- 
tition takes the form of product differentiation which requires inordinately large 
sums to be spent on promotion of a particular firm’s product, usually by its brand 
name, primarily to the physicians who make the selection at the time of pre- 
scribing for the patient. Competition is therefore cost-increasing rather than 
price reducing. The more intense the competition, the higher costs are driven. 
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There being no downward pressure on price there is no downward pressure on 
cost with the result that pressures within the firm for more detailmen, more 
advertising, etc., tend to be inflationary, and resulting high costs are used to 
justify high prices. 


Mr. Chairman, those are some basic facts about this industry which I think 
are sound and which I think are probably not open to too much dispute. Now, my 
next paragraph is perhaps important; it is entitled “the Solution”. I am not 
giving the solution, gentlemen, but I am trying to point out here at this stage 
what the choices appear to me to be. Now, these are basic choices; they are not 
water-tight compartments; it is quite possible that there will be variations of 
these, but I suggest that these are the basic choices. 


First, preserve the status quo. This I believe is the net effect of representa- 
tions by the industry. By preserving the status quo I mean that the drug 
industry will be regarded by the Committee as requiring statutory protection for 
its own sake in order that it may manufacture and do research in Canada behind 
a protective wall of patents, trade marks and other protective devices. This 
choice will not result in lower drug prices to the patient; indeed, it is this 
protection which has produced current price levels. To preserve the status quo, 
therefore, requires rationalizing or justifying the present level of prices and this 
the industry does by stating that it is subject to extreme competition; that its 
costs are irreducible; that research is costly; that it needs protection if it is to 
exist in Canada, and that, in any event, the patient can afford the prices of the 
drugs because his standard of living is high. 


Now, basic choice No. 2 is direct control, and perhaps I should say that there 
may be variations of this which we might generally call government interven- 
tion. 


But direct control is the extreme end of the stick. The imposition of price 
control would presumably have the immediate result of lowering the price of the 
drug to the selected level by law. Price control was used in wartime under 
conditions of national emergency. In the absence of such an emergency direct 
price control is a device which normally falls within the jurisdiction of the 
provinces and is not available to the federal authorities or parliament. Moreover, 
the imposition of direct controls immediately calls for the extension of such 
controls to different levels of trade and ultimately to the allocation of raw 
materials and other resources themselves. In addition to an extensive network of 
such controls, it is axiomatic that the results lead to economic inefficiency 
because administrative action is not a satisfactory substitute for market forces in 
the allocation of resources and the development of efficient industries; it is also 
an impairment of the private enterprise system. 


Now, the third basic choice is the development of price competition. This is 
the device recommended after mature consideration by the two commissions and 
by one professional economist who has appeared before this Committee. It is, in 
my view, the soundest remedy and will also be effective. 

Let me say at once that if a program to encourage price competition on 
ethical drugs is soundly planned and applied with determination, there is no 
question in my mind that the price of drugs will be reduced. 


Such a program, however, in my opinion, requires several measures to be 
adopted as a package. 
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Some package proposals are before this Committee in one form or another 
(by the two Commissions and by a professional economist, Doctor English). I 
need here say only that it should be clearly understood that items which are 
alone intended to reduce cost, for example, the removal of the sales tax, cannot 
be expected to work unless downward pressure is at the same time placed on the 
price of the product to force it to come into as close approximation as possible 
with the cost of its production. I will shortly give you an illustration of the 
difference between behaviour of the price of patented drugs in this respect and 
the price of unpatented drugs, the latter tending to approximate cost of produc- 
tion under the pressure of competition; the former bearing no real relation to 
cost of production at all because of the absence of pressure on price. 


The point I am making is very simple; it is insufficient to reduce the 
manufacturer’s cost by eliminating, for example, some of his costs of promotion, 
research costs, and so on, without placing pressure on price because price being 
what the traffic will bear, reduction in costs will merely result in a larger 
mark-up at the same price. If that does not happen in the immediately short 
term, it will happen, gentlemen, over the long term. I can refer you to an 
example of how this is likely to work, taken from an actual case of a trade 
marked product made by one of the leading firms, which is reported in my 
annual report for 1964, page 31. I have that report with me—I will not get it out 
just now, gentlemen—but the substance of it is, to put the matter shortly, we 
managed to get the price of the imported product down somewhat by having a 
new value for duty placed on it by national revenue. 


An hon. MEMBER: The cost. 


Mr. HENRY: The cost of the imported product, because this was simply an 
imported product resold by the Canadian company. Having produced this result, 
we were told by the company it was not their intention to reduce the price in any 
event. That is the matter of it in a nutshell. This is just an example of how 
reducing the cost does not necessarily bring about a reducticn in price. That is in 
the annual report for 1964. 


Now, I would like to read the next paragraph if I may. If as a result of a 
package remedy downward pressure is brought to bear on price, then it is an 
inevitable economic result that the firms, once price begins to move towards cost 
of production, will seek to reduce and minimize their cost. At this stage costs 
which were previously thought to be irreducible are suddenly found to be 
capable of reduction; the firm is forced to seek a greater degree of efficiency, to 
eliminate wasteful operations and expenditures, and, in short, to streamline the 
operation to its most economical and efficient level. It is possible that some firms 
may be unable to face this kind of competition. If so, they will have to retrench 
or may even be eliminated, but those who remain will be the healthy firms. Some 
reduction in the number of firms or number of products in this industry may 
possibly take place, although not inevitably, but this would, I suggest, be to the 
advantage of the industry as a whole and certainly to that of the nation. Some 
people, gentlemen, like to call this process rationalization, a word which I think 
you have often heard, and the object of rationalization is to produce a healthy 
and efficient industry. 


I think the next paragraph is important. I should also point out that in my 
view it is central to any program of injecting price competition into the industry 
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that the monopoly at present afforded by the patent system be substantially 
weakened. I will discuss this further in a moment. But I say, in passing, 
gentlemen, that I do not use the word “monopoly” here, in any sense of an 
epithet; it is simply a statement of fact that a patent gives a monopoly. 

It should also be recognized that any proposal to inject price competition 
calls for action at three major levels—the manufacturer’s level, the retail level, 
and the patient’s level (which effectively means the level of the physician). I 
mention the physician merely so that it will be borne in mind that no matter how 
much opportunity for price competition may be made available, unless a physi- 
cian has confidence in the source of the drug and in the measures taken to ensure 
the purity, safety and effectiveness of the product he would not prescribe it for 
his patient. It is therefore important that along with any package of measures 
adopted, full attention be given to the necessity of building up confidence on the 
part of the physician in competing products available so far as safety, quality 
and effectiveness are concerned. In the absence of such confidence, a downward 
pressure on drug prices cannot, in my view, be achieved. This is primarily the 
role of the Food and Drug Directorate which must be supplemented by arrange- 
ments for the provision of reliable, objective information about drugs available, 
which, primarily of course, is for the information of the physician. 


Patents. Perhaps I might just read the paragraph on page 11 which indi- 
cates an important point. 


In the first place, it is the high cost of patented drugs with which we are 
concerned. As I have said earlier, what is here meant is that the price is higher 
than it need be. This is demonstrated by reference to (a) The price to institutions 
and governments. (b) Prices of the same drug in other countries. (c) The price 
in Canada charged by newcomers. (d) The price of unpatented drugs or drugs 
on which the patents have expired. (e) Extreme examples in the Green Book 
of disparity between laid-in cost and ultimate selling price. 


As a matter of fact, one or two of those examples are given later in this 
paper; so we need not look at the Green Book. 


In the second place, patents have no relation to quality. Industry submis- 
sions would have us believe that only a patented or trade marked drug carries 
the assurance of high quality and safety. This is simply not the case. Assurance 
cf quality depends upon, firstly, the controls exercised by the Food and Drug 
Directorate, and secondly, the integrity of the particular manufacturer. The 
patent, however, confers no guarantee of quality, nor is it an essential condition 
of quality; otherwise a serious situation would arise when the patent expires 
or is declared invalid. 


The third point which I would like to make is that one must not make the 
mistake of talking about the price of drugs as if there is one uniform pricing 
practice. In this connection an important distinction must be made between 
patented and unpatented drugs. 


Unpatented drugs are very much like other commodities such as hardware, 
clothing, food or the like. Subject only to the Food and Drug regulations being 
complied with, they may be manufactured, distributed or sold by anyone. They 
are freely available at all stages of production. 


A firm may manufacture an unpatented drug right through from the basic 
chemical to the final dosage form, it may buy the chemical and carry on from 
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there, it may buy the dosage form in bulk and package it or it may buy the 
dosage form fully prepared and simply put its own label on it. Whenever the 
selling price of the dosage form is high in relation to the cost of manufacture or 
of procuring the drug for resale, so that there is an opportunity for a seller to 
make a profit, additional firms will enter the field. This will put pressure on 
prices and they will fall. If they fall too far, some firms will be forced out of the 
field and prices will probably rise. Eventually the situation will level out and 
prices will tend to stabilize at the level at which an efficient producer can make a 
profit. This is typical of the private enterprise system and is the situation which 
obtains in respect of any commodity which is in free supply where there are few 
barriers, either natural or artificial, to the entry of new firms into the field. 


That paragraph says, substantially this: The selling price in the case of an 
unpatented drug which is subject to free competition in the market, is directly 
related to the cost of production. Competition ensures that that relationship is 
maintained. One need only look at the way prices behave on unpatented drugs to 
understand how this works. 


The pricing of patented drugs is entirely different. When a new drug is 
discovered and patented the owner of the patent normally becomes the exclusive 
seller and sets whatever price he sees fit on the drug, subject to the principle of 
what the traffic will bear, which I mentioned before. The evidence that we 
cbtained in our inquiry indicates that the price set almost never bears any 
relaticn to the cost of production but is many times higher. There are reasons for 
this, which the industry, of course, has, and can explain. 


The point that I am making is, and it is only a simple point, that we are not 
dealing with products the price of which is set by competition as that term is 
ordinarily understood and certainly not the kind of competition that exists in the 
case of unpatented drugs. 


I put some figures here, without taking you through all the words, dealing 
with the original penicillin G which was not patented. Originally, as you will see 
at the bottom of page 13, the going price has dropped from $2,300 in 1947 for one 
billion international units, to $33 in 1959; and since then it has gone still lower. It 
is a commodity in free supply and it has a going market price just as copper, 
gasoline, or any other similar commodity. The last price noted on January 27 is 
$19.50 to $20.00 for potassium penicillin and $21.50 for procaine penicillin. 


The prices of dosage forms of a non-patented drug have reflected the 
reductions in the cost of the basic drug. I give an example that Mr. Gregory of 
Ayerst, McKenna and Harrison referred to in evidence before this Committee, 
just indicating to you, that that particular dosage form drug dropped from $9.85 
in 1950 to $1.50 in 1959. Mr. Gregory simply referred to a vial of penicilin but it 
would appear to be the dosage form referred to on page 162 of the Green Book 
because the figures are the same. The $1.50 is the list price. Assuming that the 
discount to the druggist is 40 per cent off list, a druggist would pay 90c. This 
would include sales tax of approximately 9c so that the net return to the 
company would be 8lc. Since this is a rather sophisticated dosa ge form, involv- 
ing the preparation and sealing of a sterile solution, it is difficult to see how the 
price could fall much lower. Another illustration of the low price of penicillin is 
the one million international unit vial of crystalline penicillin powder. The most 
recent general drug price book appears to list this dosage form at prices from 55c 
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to 65c. This means that the net return to the drug manufacturer on this dosage 
form is about 30c to 35c. 


Now when we turn to patented drugs the situation is quite different. The 
last day I was here, expecting that I might be called, there was considerable 
discussion about the drug stelazine and we may take it as an example of a 
patented drug. Stelazine is Smith, Kline and French’s trade name for trifluopera- 
zine dihydrocloride. At the time we obtained information in our inquiry in 1960 
Smith, Kline and French was importing stelazine tablets from its parent compa- 
ny in the United States. The prices paid for 1,000 tablets were: 


SDA eA 079 NE GT es a daar Oo SM I a ed Sia ST -£o 
aE Sg AS TVA SAS RE RNS SPI, MEP eC eee it Sl a2 
Re OOM G COME, ea od teehee ee cd cn Deals to Be ae $1.80 
LOY RAE SIZEL. cotortuinis nemo Rene Ma yas ee eh ee, Gea te $3.10 


I have here Smith, Kline and French’s list prices and prices to hospitals if the 
Committee wants full details but for the purposes of illustrating the situation, I 
shall refer only to one size, the 50 tablet package of 2 mg. tablets. The list price, 
ie., the suggested retail price, was $6.25 and the price to hospitals was $3.20. 
Prices to the trade were list price less 40 per cent which would mean that the 
price to the trade was $3.75. This would include sales tax so the return to the 
company, i.e., price to the trade less sales tax, would be $3.38. Now if we put this 
on the basis of 1,000 tablets we arrive at the following figures: * 


Cost#or bi O00Mee OES ak iene shh tiicutas aye atone SP eaegs a 
Return to company if tablets sold to hospital ....$ 64.00 
Return to company if tablets sold to trade ...... $ 67.60 
Price HOMCONSUMER Ae oak «vice ee be 2 se eras dale te $125.00 


Special prices were quoted on quantity sales to hospitals. If a hospital bought 
5,000 tablets the price was $37.60 per thousand and if it bought 25,000 tablets the 
price was $33.84 per thousand. 

According to the price book, which incidentally is the same as the figures 
we had in the Green Book in 1960—in other words, the prices have not changed 
—the return to the company on the tablets it sold to the hospitals is $64.00, 
based on the cost of $1.32; the return to the company on the tablets it sold to 
the trade is $67.60 and the price to the consumer, which of course as you 
know is the list price, is $125.00. Then there are some special prices quoted to 
hospitals on quantity sales. Smith, Kline & French recently stopped publishing 
suggested list prices, but as of June 1965 it would appear the price on this 
product has not changed. 

Another example is trancopal made by Winthrop. This is also an imported 
drug as was stelazine. The reason these examples are chosen, gentlemen, is that 
you can get the invoice cost to the manufacturer in Canada. That is the price he 
paid for it; he simply imports the drug and pays for it, so you know what it costs 
him in clear terms. On trancopal, we have some more figures as well, indicating 
that the factory cost is a little more than the cost of the imported drugs. A 
thousand tablets of 100 mg. cost $3.88 to bring into Canada; then there is 


* See Green Book page 201. 
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packaging 10 cents, packaging labour 7 cents, factory overhead 7 cents, total 
factory cost $4.12. Then again we have price to hospitals in quantity $57.16; 
regular price to hospitals $63.51, price to retailers $70.50, and suggested retail 
price $117.50. That is the spread between the company’s selling price and what it 
costs the company to bring in the drug, which is only bringing it in, not 
manufacturing in Canada—it is simply importing it, paying an invoice cost and 
then packaging it which, as you will see from these figures, is a relatively small 
expense. 

All I am trying to do here, gentlemen, is to explain that there is a large 
spread between the manufacturer’s cost of the drug, whatever that may be, and 
the price at which it is sold. That spread has some significance because in that 
spread there is room for some form of economies in distribution if people other 
than the manufacturers or their competitors can have the opportunity of getting 
that drug. This is the reason why we show this disparity as well as to show you 
that patented drugs are priced in a completely different manner from unpatented 
drugs. 


Mr. Howe (Hamilton South): May I just interject a question. Are these 
imported as the final dosage form, or imported as the raw chemical? Does any 
manufacturing take place, other than simply bottling, distributing, on these two 
that you selected? 


Mr. MacLeop: Our information is that these are imported as tablets in 
bulk. 


Mr. Howe (Hamilton South): But in the final dosage form. ' 
Mr. MAcLeop: That is correct; that is our information. 


Mr. ORLIKOW: I would assume, Mr. Henry, that when they buy this either 
from their parent company, or from some company that manufactures basic 
drugs, the seller is including in this price of $3.88, what he considers a fair part 
of the cost of original research. 


Mr. HENRY: That is quite possibly so, Mr. Orlikow. I know that there is 
somebody here from Smith, Kline & French, but let me say that, practices vary 
in this respect. Some firms, according to our studies in 1960, in fact charged some 
proportion of cost of research in the price of the drug that is imported into 
Canada, so it is quite conceivable that when we bring a drug in and pay the 
invoice cost, that is also in part in payment for research that has been done 
abroad. Other companies work on a different basis. They have a contract be- 
tween the company in Canada which is buying its research from the company 
abroad and presumably makes a payment to the company. There are different 
methods and I cannot tell you exactly what the situation is in this case. 


Mr. Branp: Mr. Chairman, I would just interject, I do not think you are 
right that stelazine is brought in in tablet form. I think that is actually entablet- 
ed in Canada. I am almost sure that evidence was brought before us. 


Mr. Henry: I am certainly open to correction, but the main point is that we 
are not aware that there is any other cost; we have no other figures of other cost, 
which is to be added to the $1.32. We had figures in the other case. 


Mr. ENNS: This is a point of order; there are witnesses here from the firms 
involved. Is there anything out of the order in having them confirm or deny? 
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The CHAIRMAN: These are figures as of 1960? 


Mr. Henry: Yes. The cost figures are in 1960—the price figures, of course, 
are checked against the current price list and they have remained the same. 


The CHAIRMAN: In 1960, was stelazine imported in bulk or in finished form? 


Mr. MIcHAEL SHELDON (Assistant to the General Manager, Smith, Kline 
& French/Montreal): I did not work with Smith, Kline & French in 1960 and I 
am afraid I do not know the facts as they were then. All I can say is that at 
present we manufacture stelazine in Canada and we do most of the chemical 
synthesis in Canada, so there may have been a change, but my impression is 
we have always actually done the manufacturing here. 


Mr. MacLeop: Our information from Smith, Kline & French, as of April 18, 
1960, was that they imported trifluoperazine dihydrocloride which is the basic 
drug. They imported it in capsules, two forms of capsules and they imported it in 
tablets 1 mg, 2 mg, 5 mg and 10 mg at the prices set out in the Green Book and 
reproduced in the statement which Mr. Henry is making. 


Mr. Rynarp: Mr. Chairman, surely we do not have to go back in this 
Committee seven years to have a report brought.in. This seems to me to be 
wrong. Do we not have anything that is up to date and modern, instead of 
quoting a figure of seven years ago in a world that is going as fast as ours. That 
does not seem to me to be right. 


The CHAIRMAN: Mr. Henry has already told you that this is based on the 
1960 report. 


Mr. RYNARD: Why base it on that? 
The CHAIRMAN: Because those are the only figures available to them. 
Mr. RyNaArRD: This is a fact finding Committee of today, not seven years ago. 


The CHAIRMAN: The point he made earlier is that these were the only figures 
he has. 


Mr. RYNARD: I realize that. 


Mr. Henry: Perhaps I should explain. We, of course, concluded our inquiry, 
which is a formal inquiry, under which we exercised formal powers against 
drug companies to obtain returns of information from them under the powers 
conferred by the statute. This is a formal inquiry, which was terminated at the 
time. We do not have access to any up to date figures without starting a new 
inquiry. I think it is quite obvious that we, having made our contribution back in 
1960, really have no particular business to conduct a new inquiry on this matter. 
My position on it is that I assume that the necessary figures, that is, current data, 
that this Committee would work with, would be produced before this Committee 
by the drug manufacturers. This is why at an earlier stage I was very firm in 
explaining to Dr. Harley that I am not able to produce any new figures beyond 
what is in the Green Book and therefore they should be sought from the 
companies themselves, which is the only proper thing to do; and I entirely agree 
that we are here working on the basis of some earlier figures that we had. 


Mr. RynArp: Mr. Chairman, I just want to add that that puts it in the right 
perspective. 
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Mr. Howe (Hamilton South): Have you any reason to believe that there has 
been any change in the basic facts now, from what you quoted from 1960. 


Mr. Henry: No, sir. 


Mr. Howe (Hamilton South): Does a similar situation exist. In other words, 
this $1.32 has not suddently gone up to $30 or $40. 


Mr. Henry: I have to tell you that I do not know what the laid in cost is now 
and I am not able to furnish the actual figure because we have not obtained 
anything beyond the $1.32; it could be more now. 


Mr. Howe (Hamilton South): But there is no reason to believe that it has 
gone up to $30 or $40? 

Mr. Henry: There is no particular reason why it would go up anywhere 
_ near $64. 


| Mr. RYNARD: But still we do not know. 


Mr. Henry: This, sir, is a matter that can be easily checked. 


Mr. ORLIKOW: Mr. Chairman, I suggest the proper procedure is that if any of 
the companies mentioned here or mentioned in the Green Book feel that the 
department has done a disservice to them, that the Committee will be very 
happy to have them come here and bring their records, their figures, and show 
how they have been misrepresented. And of course they would be subject to 
questioning by the Committee and by the committee’s accountant and counsel. 


The CHAIRMAN: Of course, you will also find, if you work back from the 
wealth of information this Committee already has, we probably already have 
this information. 


Mr. Branp: Mr. Chairman, may I point out that I believe the province of 
Alberta is coming before us soon and they have a very comprehensive list of 
pricing, which is considerably different from some of these here. 


Mr. Henry: Mr. Chairman, could I just add one more thing. The figures that 
are here were valid in 1960, and I have no reason to believe that the principle 
has changed. The date may change; that is perfectly true, and as I say, we are 
neither omniscient nor are we dogmatic about these matters and it certainly 
would be fair to make sure that the current figures are before the committee. I 
have no quarrel whatever with that. I just do not have them, nor do I feel I could 
go out to get them, the way I could in 1960, but all figures that are here were 
valid in 1960. Our information about the importation of stelazine was from 
Smith Kline & French. The letter that Mr. MacLeod has read, was given to us by 
Smith, Kline & French about the importation of stelazine and we assume we can 

- accept what the company told us. 


Mr. OrLIkow: And we can also assume, I suggest, Mr. Chairman that if 
Smith Kline & French decided to manufacture in Canada, rather than import as 
they were doing in 1960, they did it because they could do it at least as chap and 
probably cheaper than they were importing or they would have continued to 
import. 


Mr. Henry: This may be, Mr. Chairman, but do you understand why we 
have chosen these figures. It is just a simple illustration of a drug that is 
imported and the only cost you have is the invoice price. There is no need for a 
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sophisticated cost accounting performance to throw a lot of cost into this. It just 
is a simple importation of drug at a price which is then marked up from $1.32 to 
$64.00. It is as simple as that and that is the only point I am trying to make. 


Mr. Howe (Hamilton South): You do not know whether on that $1.32 
there was a profit to the parent company? 


Mr. Henry: No, I do not know. All I know is that that is the price they 
paid; also I do not know if they had a packaging cost, such as was the case in 
the Trancopal where we did have knowledge of packaging costs and we added 
them in to show them. Whichever way you look at it, gentlemen, the main point 
I am making is that, as of 1960, some drugs were being imported and you can 
identify the cost because of the invoice price. Then, you can see the mark-up on 
that when the sale takes place to hospitals. All we are saying is that first of all 
this is the way patented drugs are priced, and, secondly, surely within that 
spread there must be somebody in Canada who can distribute cheaper than that. 


Mr. Howe (Hamilton South): Do you have any comparable figures equal to 
this on the so-called and I quote ‘‘generic firms’. We are very hesitant to use this 
word in this Committee. Is there any way you can acquire this because as a 
rule these are not imported in dosage form, so you cannot get the true compara- 
ble figure. 


Mr. Henry: Mr. Chairman, when we go away from here I would be glad to 
see whether our data would allow us to produce this from the Green Book. I 
cannot tell you just for the moment although Mr. MacLeod will look while I am 
going on with this and if we can find it immediately we will let you know. I am 
not sure that we have taken such an analysis of a generic drug firm as such. 


Mr. MacLeop: I do not think we have. Scattered throughout the Green Book 
in various places there are bits of information which we have obtained from 
so-called generic houses. I will see if I can put my hand on one but it will take a 
little time. Basically what we obtained from generic firms was the prices that 
they paid for various drugs, some in bulk form, some in finished form and these 
are mentioned at various places in the Green Book. 


The CHAIRMAN: Shall we return to the brief? 


Mr. HENRY: When we get through the paper we can come back to this and 
cover the ground, because I would like the Committee to have it all in perspec- 
tive. 


On page 17, perhaps we could go down to the middle of the page because the 
others are just an elaboration on the same theme. 


The question may be asked: What happens when the patent on a drug 
expires? There are very few examples of this because most of the important 
drugs have been discovered and patented within the last seventeen years and the 
patents have not yet expired. However, there is a recent example in England 
where Pfizer’s patent on Terramycin (i.e. oxytetracycline) recently expired. 
Pfizer’s selling price to druggists for one hundred 250 mg. capsules was 111 
shillings and 9 pence or $16.76. Around April 1966 Imperial Chemical Industries 
started producing and selling oxytetracycline under the trade name Imperacin. 
Its price to druggists for one hundred 250 mg. capsules is 37 shillings or $5.55, 
that is one-third of Pfizer’s price. Pfizer’s price has since been reduced and the 
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last information which I have is that it is now the equivalent of $12.58. Thus the 
situation is that as soon as the patent expired another firm entered the field and 
reduced the price of the product by two-thirds. The original patentee then 
reduced its prices by 25 per cent. Later I will have some final figures on that. 
Members of the Committee will, of course, know that Imperial Chemical In- 
dustries is one of the major companies of the world. It produces a line of 
pharmaceuticals, including the widely used anaesthetic Fluothane, which are 
sold in Canada by Ayerst, McKenna and Harrison. It sells oxytetracycline under 
a brand name. It cannot be disparaged, by being referred to as a fly-by-night 
operator or as a generic name firm, although I think it might be called a copier if 
I can put it that way because I have seen that expression used; I understand 
what it means and I think in this context I.C.I. is a copier. 


To summarize, the pattern of pricing of patented and unpatented drugs 
differs in at least two important respects: 
(a) prices of unpatented drugs are governed by the cost of manufacturing 
the drug; prices of patented drugs are not; 


(b) prices of unpatented drugs fluctuate, almost always following a gen- 
eral downward trend as costs of manufacture decline; prices of 
patented drugs usually remain fixed and unchanged for years. 


There are one or two other things in here. There was a question raised by 
Mrs. Rideout who is not here so perhaps we could leave this to be read in due 
course. It is about a vial of penicillin which has dropped in price. The only point 
I wanted to make is that this is an example of the trend in unpatented drugs but 
not patented drugs. 


There is constant, intense price competition. This, of course, is the reason for 
the $1.50 price of the vial of penicillin referred to by Mr. Gregory. I don’t 
suppose Mr. Gregory intended the price reduction which he quoted to be an 
example of trends in drug prices. It is not. It is an example of trends in prices of 
unpatented drugs. No similar situation exists in respect of patented drugs. And 
Since many of the more widely used drugs are patented, prices of such drugs are 
not subject to the kind of price competition which results in “price wars’ and 
lower prices. 


There is no precise formula which we can apply to a particular price for a 
patented drug and determine if it is high and, if so, by how much. But it may be 
helpful if, going back to one of the examples which I cited and eliminating sales 
tax, we state the question in this way: Are prices reasonable when a bottle of 
tablets which are manufactured, packaged and labelled ready for delivery to the 
consumer at a cost of $4.12 are sold to the trade at $63.51 and resold by the trade 
to the consumer at $105.85? Exact figures vary from one drug to another and 
even from one dosage form of a particular drug to another dosage form of the 
same drug, but the example I have given is not untypical of the situation in 
respect to the pricing of patented drugs. Prices to the trade and to the consumer 
bear no meaningful relation to the cost of production. I suggest that looking at it 
in this way puts the matter in perspective. 


I would like to take you over, if I may, to page 20 which is referring to the 
patent system. I do not want to bore the Committee with a description of how 
the patent system works in relation to drugs because that has been very 
competently done by others. 
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Patent systems throughout the world have a common economic objective 
which is expressed in statutory form. The Patent Act creates a temporary 
monopoly of the patented product or process for the inventor with the object of 
encouraging invention and innovation and of making the fruits of inventiveness 
available in due course to the public at large. The grant of a patent to the 
inventor or his assignee gives him the power to prevent others from making, 
using or selling the patented product or process. 


Patents relating to food and drugs are placed in a special category. In the 
first place, the Act provides that in the case of an invention relating to sub- 
stances prepared or produced by chemical processes intended for food or medi- 
cine, the patent does not include a patent on the substance itself except when 
prepared by the particular process described. Any person, therefore, is free to 
produce, import or sell the same drug so long as it is not made by the patented 
process. The inventor is however protected to the extent that the onus is on a 
newcomer to show that the drug he makes, uses or sells is not made by the 
patented process. 

This is both with respect to the subject matter of the patent and also for the 
provision of the grant of a compulsory licence which is capable of being used for 
or intended to be used for the preparation or production of food or medicine. As 
you know, the Commissioner of Patents is the official who grants the licence and 
he also fixes the royalty. 


I think the Committee is aware, the industry considers royalties fixed under 
this provision are inadequate. 


I might say that I thought it would be useful if I put in a few words at the 
middle of page 21 in which Mr. Justice Abbott of the Supreme Court of Canada 
has described how Section 41(3) works on the assessment of royalty. Of 
course, all hon. members who know his background will recognize that he is 
fully experienced in financial and business affairs and matters relating to the 
public interest from the standpoint of the Government of Canada. I think he can 
be regarded as one who is well able to pronounce on this subject. At any rate, 
this is his version of it which now is the law. 


“In my view the purpose of s. 41 (3) is clear. Shortly stated it is this. 
No absolute monopoly can be obtained in a process for the production of 
food or medicine. On the contrary Parliament intended that, in the public 
interest, there should be competition in the production and marketing of 
such products produced by a patented process, in order that as the section 
states, they may be ‘available to the public at the lowest possible price 
consistent with giving to the inventor due reward for the research leading 


> 99 


to the invention’. 


At the bottom of the page—perhaps I might read the paragraph. Thus, the 
usual patent protection has not been granted in the case of drugs. Remember you 
cannot get a patent on the product itself. To put the matter in simple terms the 
patent is on the process—that is different from other patents. Second, the 
monopoly is not the usual patent monopoly in that a compulsory licence can be 
ontained almost as of right—not quite. Then, of course, the patent system is 
preserved because a royalty must be paid under the licence. 


*Hoffmann-LaRoche Ltd. v. Bell-Craig Pharmaceuticals Div. of L. D. Craig Ltd. [1966] S.C.R. 
313 at 319: 
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The industry in the P.M.A.C. submission refers to this as discrimination; I 
prefer to suggest that parliament has recognized the important principles of 
public policy involved, and it has weighed them—this, after all, is the art of 
government—weighing up different and perhaps, conflicting principles of public 
policy—and has decided that, in this particular case, the immediate welfare and 
interest of the general public is paramount and the private interest of the 
industry, and the more speculative advantage to the public of added research 
incentives, is to be subordinated in this case. An exception is therefore made to 
the general pattern of the act in the case of food and drugs. It does not answer 
the question to say that the section is not in harmony with the general philoso- 
phy of the patent system. It is an exception to it and one can quite frankly say 
so. 

It is a noteworthy fact that the patent system is an expensive way of 
stimulating inventive activity in Canada. Something less than 5 per cent of all 
patents issued in Canada are issued to residents of Canada; the remaining 95 per 
cent are issued to non-residents. While statistics in the field of drug patents are 
not available, it was the opinion of the Commissioner of Patents when he 
appeared before the Restrictive Trade Practices Commission that the percentage 
of drug patents issued to Canadians is considerably smaller than 5 per cent. 


It might be pointed out that tax incentives and grants can be applied by the 
government on a much more selective basis than patent incentives. In other 
words, tax incentives and grants can be made available only to the firms which 
are actually willing to do research. Patent incentives, on the other hand, are 
given equally to those who are prepared to do research in Canada and to those 
who are not. 


In other words, if we are thinking in terms of how to induce research in 
Canada all I am saying here is the patent method is a shotgun method which is 
not aimed at research by itself but to government incentive programs. The 
commissioning of projects is aimed at the people who are prepared and willing 
to do the work. 


I do not think I need to take you through the next paragraph except to 
mention that compulsory licences have not been sought in any significant num- 
bers although perhaps there is a slight upturn in the last two or three years. The 
point I make at the bottom of page 22 is that in many cases it is apparently 
uneconomical to manufacture in Canada the basic drug covered by the patent. 
This may be the reason why there are no compulsory licences sought to manu- 
facture basic ingredients in Canada, because it is uneconomic as witness the fact 
that existing firms import most of their active ingredients. Note the statement 
in the PMAC brief that states: 


It has not proved economically feasible to develop a pharmaceutical 
chemical industry itself, primarily because of limited size of the Canadian 
market. 


Now, there is our position on the manufacture of basic drugs. We are still 
mainly importers of the basic drugs, dependent upon the people who make them 
abroad. 

Therefore competition has not developed through compulsory licensing for 
manufacturing. The alternative stimulus to competition, namely, the importation 
of drugs ranging from the basic chemicals to final dosage forms, has not, in fact, 
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been given an opportunity to work in the Canadian market by reason of the fact 
that the Commissioner of Patents has taken the view that he is not authorized to 
issue a compulsory licence for import under section 41(3) of the Patent Act. 

So, owing primarily to the patent monopoly, importation of lower priced 
drugs has been prevented. This is one of the reasons, gentlemen, why, when one 
looks abroad and sees low priced drugs we ask why can we not get these in 
Canada, the answer is if it is a patented drug then the patent prevents it. 

It is, I suggest, clear that drug patents are the major contributing cause to 
the high price of drugs by reason of the restraint placed on competition by the 
patent monopoly. The Restrictive Trade Practices Commission has recommended, 
accordingly, that drug patents be abolished; the Hall Commission has recom- 
mended that, as the first step, authority be given to issue compulsory licences for 
import and that total abolition of patents on drugs be held in abeyance. 

I think, as a practical matter that the suggestion of the Hall Commission is a 
practical one in the circumstances because if you abolish patents on drugs you 
then are certainly impairing the patent system with respect to a particular group 
of commodities in the economy. But if you merely licence imports you are still 
preserving the system—it is true you are weakening the system, but you are still 
preserving it because the licensing of the import carries with it the right to 
get a royalty. If we assume that that royalty can be computed in an adequate 
way to give a proper and fair return to the owner of the patent, then you 
have preserved the patent system. This is a very important aspect; you have 
given some return to the person who owns the patent who of course, as you 
know, is not always the inventor as a result of giving the compulsory licence. If 
you abolish the patent then, of course, you wipe that all out. I am suggesting to 
the Committee that there is a way out on this point, assuming that the Commit- 
tee considers that something ought to be done to the patent system. It is not 
initially necessary in my view to abolish patents on drugs. The same result 
could be obtained in my view by taking the lesser course, which I think will 
work, and you still are not open to criticism that you have, so to speak, 
obliterated this area of patent protection in Canada. 


As I say, I think the Hall Commission’s recommendations are very practical 
in that respect. I would expect that if you granted compulsory licences for 
import that the net result would be that imports of drugs now reaching the 
market would be made from their cheapest souree—Gentlemen, I am on page 24. 
I think if I may just read this page it is as clear as I can put it—which in all 
likelihood would turn out to be the parent companies abroad. In other words, I 
am not suggesting that all the drugs which come in from abroad are going to 
come from unknowns. This may be quite minimum. The fact is that once the 
pressure is on the established companies to get their prices down they are not 
going to let this Canadian market go. They are going to come in here and, as I 
see it, we will be getting the same drugs or many of them at a lower price but 
imported. This is one possible result. I have put in here—just for you to think 
about—a short quote from the Hoffmann-La Roche brief: 


The mischief for Roche lies not so much in what business would 


actually be lost to copiers but what happens to the price level as a result 
of their entry. 
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In other words, one more point, I think, to be made, gentlemen, is that this 
device would reduce prices. 


It is of course accepted and understood that the Food and Drug Directorate 
would provide a program of quality and safety control to ensure that any 
imported drugs meet necessary standards. It is my understanding that this 
should present no insuperable problem provided the resources are made availa- 
ble. One must bear in mind that the task becomes one only of degree because the 
Food and Drug Directorate at present apparently quite satisfactorily manages 
the task of supervising imports of non-patented drugs and drugs upon which the 
patents have expired. The proposals of the Directorate for improving their 
capacity for the control of imported drugs—which Doctor Chapman explained to 
the Committee the other day—will obviously facilitate any step up in the 
program that might be necessary to take care of drugs imported under compul- 
sory licences. 


Moreover, such a program would be facilitated if the Food and Drug 
Directorate is involved in the decision by the Patent Commissioners to grant or 
withhold a compulsory licence to import as suggested by the Patent and Trade- 
mark Institute of Canada, and as is implicit in the Hilliard Report. 


An adequate program of quality assurance of this kind should satisfy 
physicians that drugs imported subject to such supervision may safely be 
prescribed. 

However, again I emphasize, gentlemen, that that is up to the physician. 


Now, research. As the Committee is well aware, the international drug 
industry is a research-based industry. Substantial and continuing research 
is necessary for the discovery and development of new and improved medicines. 
Such research is costly and the cost must be borne by someone. 


Research has several important functions which justify it. It produces new 
drugs; it produces improved products; it produces new and improved processes 
for manufacturing the products. These functions represent added cost to the 
industry. Research, however, may also produce a greater efficiency of operation 
and to the extent that this is the case it can be cost decreasing. There is, however, 
another type of research aimed merely at product differentiation which, although 
a competitive activity, does not necessarily produce new or improved products 
or achieve greater efficiency but is at the same time cost increasing. 


No one can question the importance of research in the development of our 
economy. In the context of this Committee’s inquiry, however, the important 
considerations are—in which directions it shall be encouraged; does it contribute 
to innovation and efficiency; what alternative vehicles are available to get it 
done; and who is going to pay for it? 

The patent system is designed as an incentive to invention and therefore to 
research leading to invention. There is no question that inventiveness in general 
terms is stimulated by the patent system. No doubt this is true in the case of 
some highly industrialized countries such as the United States. The proposition is 
not, however, necessarily true universally. In the case of the drug industry the 
patent system does not appear to have promoted significant invention in Canada. 
It also does not appear to have promoted significant drug research in Canada. 


It is significant that the increase in actual research in Canada in the 
pharmaceutical field during the past three years has in fact coincided with the 
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development of the government’s incentive program to encourage research and 
development through tax incentives and direct contracts for research projects. It 
is a fair conclusion that the patent system as an incentive in the drug industry 
has historically been ineffective in Canada. 

The research referred to by the industry as contributing to the cost of the 
products is mainly done outside Canada. There is of course, as a matter of 
economics, no reason why a Canadian firm should not purchase its research 
elsewhere. Indeed, as a matter of sound economics, it should weigh up whether it 
can more cheaply and efficiently do its own research or purchase it elsewhere. It 
nevertheless must be paid for. Moreover, the cost of much unfruitful research— 
in the sense that it produces no bonanza drug for the firm—must be borne along 
with the cost of successful research efforts. 


When the cost of research is paid for commercially it must be recovered by 
the company in the price of the product. Perhaps that simple basic proposition is 
all I need to say. However the paragraph goes on to say that it is open to foreign 
suppliers who wish to charge for research to recoup the cost they have incurred, 
including the cost of research, when selling the product in Canada. 


The above mentioned paragraph reads thus: 


“While this is not necessarily true in the short term, it must be true of all 
costs in the long term if the business is to survive. In the case of finished drugs 
imported into Canada for sale, the cost of research, or a contribution with respect 
thereto, may also be recovered by the royalty on the patent or by the repatria- 
tion of profits earned by the Canadian subsidiary. However, it is open to each 
foreign supplier to recoup whatever costs he has incurred, including the costs of 
research, when he sells his product in Canada.” 


It is not obvious why Canada should provide any special measures to 
guarantee that foreign suppliers should be able to recover any particular costs 
by any particular method in Canada. 


The Committee might also consider whether it is necessarily to be accepted 
that, where research has been carried on outside of Canada and where the drug 
would obviously have been produced in any event for world markets whether or 
not the Canadian market was available, the foreign firm, as a matter of econom- 
ics, is required to obtain any contribution that is labelled research from the 
Canadian market. I suggest that the only economic necessity for such a firm is to 
recover the cost of its research and other continuing overhead actually incurred 
in Canada, just as to be viable in Canada it need only earn a reasonable return 
on its investment in Canada. I was talking about paying for research commer- 
cially and on page 28 I say: 


“The other major mode of paying for research is through government 
subsidies, incentive programs and the like.” 


Of course there are institutional programs as well, and I take that as read. 
Where such programs are adopted the cost of the research is borne by the tax 
payers at large and that portion of the cost is therefore spread over a much 
wider group; when the cost is borne commercially and passed on in the price of 
the drug, it is ultimately borne by the smaller group of patients. 


If substantial drug research is to be undertaken in Canada and actively 
encouraged as public policy, the Committee I think must consider how the cost of 
that research is to be borne. If it is to be borne by the people who use the drug, it 
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will be charged to them in the price of the drug over the long term. If research 
can be purchased more cheaply abroad, then, assuming properly competitive 
conditions, this would decrease the cost to Canadian companies. 


Either way it is essential that the pressure of price competition be con- 
tinually brought to bear on the companies in order that all their costs, including 
that of research, may be minimized through the achieving of the greatest degree 
of efficiency in the organization and administration of research programs and 
staffs and the avoidance of unnecessary and wasteful research expenditures. 
Moreover, I suggest that only sharp price competition over the long term can 
effectively achieve such economies. 


It is also important for the Committee to bear in mind that whether or not 
research will be done in Canada commercially will depend upon whether it is 
economically attractive to do so. This fact is well pointed up in the Hoffmann-La 
Roche brief at page 777 of the Minutes of Proceedings and Evidence, No. 11, 
October 20, 1966. If—as I do not believe to be the case—the development of 
research in Canada will be hindered by a more flexible patent policy as recom- 
mended by the two Commissions, then the Committee must very carefully weigh 
the extent to which Canadians can be asked to pay the cost of that research as 
reflected in the price of drugs, through greater patent protection. 


Gentlemen, I ended this paper by attempting to define for the assistance of 
this committee what semed to me to be the fundamental issues arising out of this 
matter of patents and research. I worked this over quite carefully and I hope you 
will not mind my reading it. The Committee has the task of weighing broad 
principles of public policy and perhaps making a choice between conflicting 
principles. This requires that the board underlying issues be identified and 
examined carefully. What is really required is a consideration of the social cost 
and benefits of alternative arrangements for supplying drugs to the Canadian 
market. 


Perhaps the first* fundamental issue emerging in this Committee’s proceed- 
ings is whether a drug manufacturing industry ought to be preserved in Canada 
in its present form. To do so requires continuation of the present protective 
devices which the industry considers necessary to its viability, but which deny 
Canadians access to less costly supplies of drugs. To remove significant elements 
of that protection (as by extending compulsory licensing to imports, or by 
abolishing drug patents) should lower the prices of drugs reaching the Canadian 
market but may well shift some sources of supply to plants abroad. It is possible 
that some Canadian drug manufacturers may become distributors to a greater 
extent than they are now. Manufacturing would then tend to concentrate on 
those products which Canadians can produce most efficiently. The issue may 
perhaps be stated thus: Ought drug manufacturing in Canada as such be pre- 
served and the social cost of protecting the industry paid for by patients through 
the price of drugs? I suggest to you this is the first basic issue in this whole 
study. 

The second issue is whether research in the field of drugs is to be en- 
couraged in Canada. It may well be cheaper for Canadian firms to acquire their 
research abroad, particularly through their parent organizations. Assuming it is 


*This does not overlook the matter of safety and purity which is not an issue—it is 
obviously paramount. 
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desirable to do research in Canada as an end in itself, the social cost may be 
borne by patients through the price of the drug, through subsidies and incentives 
to research under government programs or by institutions and the public at 
large if research is channelled into universities and other institutions who might 
be called upon to bear a greater share of research in this field. The issue may be 
stated, therefore thus—Is research in the pharmaceutical field to be encouraged 
in Canada and, if so, is the social cost to be paid by the patient or the public at 
large or a combination of the two? 

To the extent that these social costs are to be borne by users of the drugs, 
that cost must be built into prices of the drugs and the public must be made 
aware that the high price of drugs is the price they pay for the preservation and 
stimulation, as a matter of public policy, of drug manufacturing and research in 
Canada. Those, as I see them, are the issues before this Committee, Mr. Chair- 
man. 


The CHAIRMAN: Thank you vey much, Mr. Henry. 

Gentlemen, before we proceed with the questioning, is it agreed that the 
complete statement prepared by Mr. Henry be printed as part of today’s record? 

Agreed. 


The other day we passed a resolution authorizing the Committee to pay Dr. 
Hillard for his travelling expenses; we neglected to also pass a motion that he be 
paid a per diem allowance for that day, Friday, February 3. Is it agreed that we 
do so? 


Mr. ISABELLE: I so move. 

Mr. Branp: I second the motion. 
Motion agreed to. 

The meeting is open for questioning. 


Mr. BRAND: I am sorry I did not have this brief about a week ago, so that I 
could have an opportunity to annotate it a little more thoroughly. It is a pretty 
lengthy brief. 


Mr. HENRY: I must apologize too. I had my problems. 


Mr. Branp: I understand this. I just want you to understand why I will be 
fumbling a little bit trying to remember all the various portions of the brief. 

You made quite a thing out of the fact that penicillin, not being patented, 
was the reason why the price went down so quickly. Is that right? 


Mr. Henry: Yes. What I have said is that the behaviour of the price of 
penicillin is characteristic of the behaviour of a drug which is operating in a free 
market and in this case an unpatented drug. 


Mr. BRAND: You also made the statement that Connaught Laboratories was 
not acommercial institution. You are aware that insulin was patented. 


Mr. Henry: That insulin was patented? 
Mr. BRAND: Yes, the process. 


Mr. Henry: Yes, the patent, I think, being held by the Connaught 
Laboratories. 
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Mr. BRAND: That is correct, and they have benefited from the revenues in 
the University of Toronto. 


Mr. HEnRy: Oh yes, decidedly. 


Mr. BRAND: What about cortisone. That was a patented drug. What has 
happened to the price of that? Do you have any figures on that? 


Mr. MacLeEopD: We did not do an extensive study on cortisone. 


Mr. BRAND: I am a little curious you did not when it is a patented drug in 
which the price has tumbled spectacularly over the past few years. I am a little 
curious why you would not use a patented drug as an example as well. 


The CHAIRMAN: That would have been in 1960. Would cortisone have come 
down in price by that time? 


Mr. BRAND: Cortisone was down considerably by 1960. As a matter of fact if 
you look at page 50 of the Green Book, you will see that you talk about it there. 
I am a little curious why you did not go into it here. 


Mr. MacLezop: The reason that we did not go into it is that starting out we 
set a field that we thought we could cover. We took two—the antibiotics and the 
tranquillizers then known. 


Mr. BRAND: Nevertheless is it not a fact that the price of cortisone, the 
patented drug, has dropped remarkably since its inception. 


Mr. MacLeop: That is quite true and there are certain reasons for that. 


Mr. BRAND: Could you give me some of the reasons for this. I am curious; 
in view of the fact that the free market forces brought down the price of 
penicillin it surely is valid to discuss then what forces brought down the price 
of cortisone, which was a patented product. 


Mr. MacLeop: I believe there are at least two: improved methods of produc- 
tion. In the early phases it had to be extracted at great costs from certain glands, 
which probably you know a great deal more about than I do; and further when 
certain progress was made in making it, it was found that the companies making 
it had to go to other companies to get related patents to use in the process. In 
return these other companies were licensed, so that the patents for the 
cortisone were widely spread and you will find as a fact that it is now produced 
by a number of companies, so that you have a number of companies competing to 
supply this particular drug to the market. 


Mr. BRAND: This is the only reason then that the price would come down. 


Mr. MacLeop: I must emphasize, and it is probably quite obvious, that Iam 
not an expert on cortisone but I mention that those reasons appear to be some of 
the reasons which have brought the price of cortisone down: reduced costs of 
production and the fact that a large number of companies hold patents in this 
field so that the drug is relatively— 


Mr. BRAND: You made the statement that reduced cost of production brought 
down the price of the drugs. Somewhere in this I recall Mr. Henry saying that 
the prices of drugs stayed the same despite the changes in production. Is that 
correct. 
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Mr. Henry: This is the general pattern, Dr. Brand, certainly as we under- 
stand it. 


Mr. Branp: It is not absolutely true. 
Mr. Henry: Obviously, one can find exceptions. 


Mr. Branp: On page 50 of the Green Book you make the statement of 
methods of production were improved by Merck and Upjohn and the cost was 
reduced. That flies in the face of your other contention to a degree, does it not. 

Mr. Henry: No propositions are absolute and if you would like us to attempt 
to analyse why these things happen in the case of particular exceptions, I will be 
very glad indeed to do so. I do not have the answers here. But if it 1s impor- 


tant— 

Mr. Branp: I think it would be important in view of the fact of the 
recommendations about the patent laws. What do you think would have hap- 
pened to cortisone if there were no patent protection, as was suggested initially 
by the Restritive Trades Practices Commission? 

Mr. Henry: In what respect. You mean what would have happened to the 
price? 

Mr. BRAND: Yes, what would have happened to the production of the drug. 
Do you think this would have mitigated against production of the drug? 

Mr. Henry: I do not know. I do not see why it should. It certainly has not 
with penicillin, for example. 


Mr. Branp: Penicillin was not discovered by a drug company, was it? 
Mr. Henry: No. 
Mr. BranpD: But a lot of these other antibiotics were, were they not? 


Mr. HENRY: Yes. 

Mr. Branp: I believe on pages 49 and 50 of the Green Book you point out a 
lot of these that were developed by the drug companies; there is quite a list here, 
as a matter of fact. 


Mr. Henry: Yes. 


Mr. Branp: Developed and patented by Parke, Davis & Co. Ltd., this 
chloromycetin, chloramphenicol; American Cyanamid marketed aureomycin 
developed and patented and so on. I will not read through the list. There is quite 
a large list here. 


Mr. Henry: There is no question about that, Dr. Brand. 


Mr. BRAND: You say on page 27: 
It is not obvious why Canada should provide any special measures to 
guarantee that foreign suppliers should be able to recover any particular 
costs by any particular method. 


Take the patent system in the United States as it is now. You are suggesting 
in your brief, correct me if I am wrong, that they can recover their costs of 
research somewhere else, but in Canada they do not have to. I wonder if that 
is a valid assumption. You are suggesting, perhaps, that a copier could produce 
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a drug cheaply because he would not have any of the costs of research or 
development, but then you would expect these companies to bring in their 
drugs, as you say at page 27 of your brief: 

In the case of finished drugs imported into Canada for sale, the 
cost of research, or a contribution with respect thereto, may also be 
recovered by the royalty on the patent or by the repatriation of profits 
earned by the Canadian subsidiary. 


Mr. Henry: Yes. 


Mr. BRAND: Despite this background of extra costs you would expect them to 
compete with the copier who has no such background of costs. 


Mr. Davipson: They do not really have extra costs in Canada, Dr. Brand. 
Basically the great majority of Canadian companies are copiers. In some cases 
the copier copies from an affiliated company abroad and in other cases the copier 
copies from a non-affiliated company abroad, but their costs are not necessarily 
different in Canada. 


Mr. BRAND: Well, let us go into something just a little different. Let us bring 
the car industry into this because it is the free market forces that govern. If it is 
your belief that it will work so well, why does it not work in the automotive 
industry? I am a little curious. Why do we not have cheaper cars in Canada? If 
the cars are designed in the United States, why should we pay for the design? 
Why can we not have cars here made by copiers? 


Mr. Davipson: I think one reason is that only three or four significant 
automobile companies have control over the whole industry. This is a great deal 
more significant than the control a company would have if it had 50 competitors. 


Mr. BRAND: Do you have to have 50 competitors before you get this free flow 
you are talking about? 


Mr. Davipson: No, you do not have to have 50; it depends on the industry. 
The economies of scale in the automobile industry are very important and 
therefore, it is very difficult for a firm to enter the automobile industry on a 
small scale. This makes it unrealistic to contemplate small Canadian companies 
starting up to produce automobiles. The economies of scale in the industry are 
far too great. 


Mr. BRAND: Do you suggest that this is not necessarily true in the drug 
industry? 


Mr. DAVIDSON: Yes; that is right. 


Mr. Branp: As far as quality control and things of this nature are con- 
cerned? 


Mr. DAVIDSON: Yes; that is right. 


Mr. BRAND: You make a few other statements in your brief which I 
question just a little bit. In referring to the Food and Drug Directorate on page 
24, you make a lot of what I would consider unwarranted assumptions which 
are not in accord with the evidence that was presented before this Committee. 
In particular, on page 24 you state: 

It is of course accepted and understood that the Food and Drug 
Directorate would provide a program of quality and safety control to 
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ensure that any imported drugs meet necessary standards. It is my 
understanding that this should present no insuperable problem provided 
the resources are made available. 


This is not quite what was presented to us. The fact, as pointed out by Dr. 
Chapman, is that there was a moratorium on any improvement in the Food and 
Drug Directorate which was stretched out for 12 years. Other problems came up 
such as the fact that there is no battery of pharmacologists. This is not a simple 
problem at all; it is a very serious one. 


Mr. DAviIpson: Yes, I understand that. 
Mr. BRAND: You make it sound much too simple here, in my book. 


Mr. Henry: It may well be that I make it sound much too simple. The point 
is, of course, that I am unable to pass a judgement on what the Food and Drug 
directorate can do and, as I have pointed out at the very beginning, the safety, 
the quality and the effectiveness of the drug are paramount. I can only go to the 
extent of saying that the question of quality control, if I can call it that, the 
safety control over the imported drug, no matter where it comes from, is a 
matter that has to be left to the Food and Drug directorate. If they cannot do 
anything about this, if they say to you, it is impossible for us to allow imports of 
drugs from abroad because we cannot possibly tell whether or not they come 
from proper sources and can be safety prescribed, then, of course, I think the 
exercise comes to an end as far as importation is concerned. However, I do not 
understand that the Food and Drug directorate takes that position. 


An hon. MEMBER: They certainly do not. 
Mr. BRAND: Well, they do in my view, certainly. 
Mr. Henry: Well, I have a different view, Dr. Brand, and this is as far as I 


can go because I cannot speak for them. The only person who can deal with this 
point is Dr. Chapman or somebody from his department. 


Mr. Branp: Let us assume for a moment—and I notice that you do not 
necessarily agree with this now—that we did away with drug patents completely 
in this country; where would this place Canda in relationship, say, to the United 
States which has a patent system? 

Mr. Henry: In what way, Dr. Brand? Do you mean— 

Mr. BRAND: Would this interfere at all with— 

Mr. HENRY: —that we square off with each other? 


Mr. BRAND: Well, yes. We have been doing that lately and I am sure there is 
no reason why we should not do it again. 


Mr. Henry: Yes. Well, there might be some name-calling. I think that that is 
point No. 1. 


Mr. Davinson: I think it is important, Dr. Brand, to recognize that particular 
patent systems vary from country to country around the world and in fact there 
is one area, right now, where we do not grant patents; whereas the United States, 
on the other hand, does, in the area of the development of new plants. We do not 
give any patents on that and the United States does, and they presumably are 
prepared to live with this difference. 
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Mr. BranD: Am I wrong in feeling from your brief, taking it as a whole, that 
you feel we would be a lot better off just to bring the drugs in and forget about 
research? 


Mr. Henry: No, I do not feel that way at all. Provided Canada is prepared to 
pay the social cost of supporting research in Canada, I think this would be a good 
thing. 


Mr. BrAnp: Do you mean the Canadian government? 


Mr. HENRY: Provided Canadians are prepared to pay the social cost. As I say 
in the brief, the cost has to be extracted from somebody and, at the moment, it is 
being extracted from the patient, if I can simplify it. You could, however, place 
part of that burden on the taxpayer generally by shifting the cost or part of the 
cost to the government or to the institutions, endowed institutions, and this sort 
of thing. You could spread it around. You have various choices here and perhaps 
one way of putting it is, it can be a little easier on the patient if general drug 
research is financed by a device which will spread the cost over a larger group, 
because all taxpayers in the long run will benefit because ultimately all taxpay- 
ers get sick. I think medically that is probably sound. Would you appreciate my 
point if I said that to encourage research in Canada for its own self requires you 
to consider the means by which it will be paid. Let us assume, and I am quite 
prepared to say it that it is a good thing to do— 


Mr. BRAND: You go into that in your brief as well. 


Mr. Henry:—then how do you pay for it? This is my main point and, of 
course, one of the biggest issues I have raised. 


Mr. BRAND: You feel it is better to spread it among all the taxpayers rather 
than just out of the— 


Mr. Henry: I think it would help your problem in connection with the high 
cost of drugs. If the companies are right and costs have to be “high” 
because research is costly,—and I am using that word “high” with quotes 
around it—then, of course, you are taking a chunk of that out and 
causing taxpayers at large to support it. You can have research, 
whether it is commercially feasible or not, induced by incentives of a more 
selective kind, as I explained in the brief, that is, you can direct your research 
incentives to the people who are actually prepared to do the research. As Hoff- 
mann-La Roche says in its brief, you do not just do research because it is nice to 
do it from some country’s national pride; you do it as a company because it is 
commercially profitable to do it there. If it is not commercially feasible as far as 
their policy is concerned they presumably would do it somewhere else. Ayerst, 
McKenna, on the other hand, does the research as I understand it for their 
parent and the rest of their world-wide network in Canada. The ball happened 
to bounce that way, probably for historical reasons. The point I am getting at is 
that the company must make its own choice and the basic choice as far as a 
company is concerned is going to be commercial consideration, is it profitable to 
do it? The companies say it is only profitable if you give continued protection 
and allow the present price levels to prevail. I say, well, if you agree with that 
argument the question is then, do you feel the patients should be the people who 
pay for this or should you stimulate research in some other way and perhaps 
spread the cost wider. If you weaken the patent protection as I suggest and as the 
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Hall commission does, as a first step by compulsory licensing of imports, then 
your research incentives will have to come from the government. Research can 
still be done by people who are prepared to do it. You do not just blanket out 
research because you discourage them by not giving them patent protection. 
Some companies may not do it, other companies may; this will depend in part on 
the incentives given. 


Mr. Branp: The fact still remains that the amount of money put into 
research in Canada right now is pretty minuscule. 


Mr. Henry: Yes, I use that in relative terms, relatively small, and I do not 
think anybody would suggest otherwise. Also, bear in mind that the PMAC in 
their brief say it is completely unrealistic to expect that Canadian research, 
research in Canada, will produce the major part of our drug requirements in the 
future. In other words, in the foreseeable future we are going to depend very 
largely on imports. Whether it is the basic ingredients, or the dosage form does 
not matter; that is the choice of each company in the process of doing business. 
We are going to go on being importers and, as I have said before, the Food and 
Drug Directorate are dealing with imports all the time. 


Mr. Branp: You would obviously accept the premise that you would have to 
spend many, many millions of dollars on the Food and Drug Directorate and on 
research before— 


Mr. Henry: Not many millions, no. 


Mr. BraAnpD: You realize, of course, that the Food and Drug Directorate are 
using the facilities of some of the major drug manufacturers now in order to do 
some of their work, and therefore they would have to reduplicate their own 
facilities, I presume, or such facilities themselves. 


Mr. Henry: Dr. Brand, it may be that I should not say this, but at one time I 
had an investigation made into this very point. Obviously I cannot commit 
another department, but at the time it was our understanding that an expendi- 
ture of $4 million on Drug inspection facilities would deal with the problem as 
we see it. Please, do not overlook the fact that this figure could be different now, 
but it was only a year ago that we made this estimate of what the social. cost 
would be of stepping up the quality control, if I can call it that, of imports, 
bearing in mind that imports are coming in now. All you would be dealing with 
is imports of patented drugs, many of which will be coming in from the parent 
firms. 


Mr. Brann: I think you are suggesting that we increase the staff sufficiently 
so that every drug that comes in can be tested, using the present methods. It is 
my contention, of course, that these lists are not adequate, and you would have 
to spend many more millions in order to make an adequate type of examination. 
For instance, Dr. Chapman did not indicate to this Committee that the type of 
tests they are doing is absolutely adequate. Some of them are being done in the 
universities. I think the Canadian Association of Medical Colleges, or some such 
organization, has recommended the expenditure of many, many millions of 
dollars for research in universities and this has been said in the house many 
times. Dr. Rynard knows the figures better than I do at the moment. 


Mr. Henry: Dr. Brand, this depends really on how the problem shapes up in 
actual practice. I, of course, cannot comment beyond what I have because I am 
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not competent to do so, but you must remember that there is a tendency to think 
in terms of all sorts of drugs, coming from unknown and suspect sources, 
flooding Canada. I do not see this happening at all. Indeed, I do not think the 
Food and Drug Directorate would permit this. I think what will happen is, if you 
will follow out what is generally presented in these suggestions of mine, that 
there will be the threat of cheaper drugs from various sources. The threat will 
come from the fact that smart Canadian purchasers—wholesalers or the smaller 
manufacturers—will look for alternate supplies. In the first place they will look 
for supplies of the drugs that, for example, show a marked difference between 
the Canadian price and the price abroad. You may remember that Dr. Howe put 
a list of 48 drugs or something of that sort down— 


An hon. MEMBER: It was 56. 


Mr. HENRY: Yes, it was 56. Those were particularly picked because there 
was a considerable spread between the price in England and the price in Canada. 


Mr. HowE (Hamilton South): There was a little selectivity there. 


Mr. HENRY: I understand that. The fact is, though, that it illustrates the 
point where you have a drug in that position and the patent protection is 
lessened because it is easy to get the licence. Then, of course, the Canadian 
importer—he may be a large drug wholesaler who wants to get the cheapest 
drugs possible and he would be prepared to compete—may select some of these 
drugs and say that he can get these cheaper in Italy and go over and do it. These 
are not suspect drugs; he gets them from reliable sources. If he is a manufactur- 
er, he can get drugs now. There are manufacturers who are operating under 
compulsory licences right now and voluntary licences who are having no difficul- 
ty whatever in getting the basic raw materials for the drug and whatever is 
necessary to put it into the dosage form. These are available on the market and 
there seems to be no problem about safety. 


Mr. Brann: I just have one more question at this time. I emphasize that. 
You made no mention at all in your brief of the cost of drugs at the drugstore 
level, the retail level. We certainly have some evidence of some wide disparity in 
charges at the drugstore level, some of them being just fantastically different in 
the prices charged for the same drug. Have you any thoughts on this? 


Mr. Henry: Dr. Brand, I said in my statement, that I had been asked to talk 
about patents and research, but I went out of my way to emphasize that I think 
action must be taken at the retail level as well as at the manufacturing level—I 
think it is quite unfair— 

Mr. BRAND: How? This is the point. This is what bothers me. 


Mr. Henry: I have not anything more than half formed thoughts on this at 
the moment. I did not come prepared to discuss it but may I put it this way? I 
think there can be very little quarrel that the drug distribution system in this 
country at the retail level is a high cost system. Part of this is due to the nature 
of our geography but we go about distributing drugs by having a multitude of 
small retail stores—in cities they are usually in reasonably expensive proper- 
ties—the retailer is not able to make ends meet on his pharmacy work; he is a 
professional man who has to turn to straight merchandising of unrelated pro- 


ducts in order to make ends meet. You have, therefore, what might be termed an 
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uneconomic operation, generally speaking, as far as prescription work is con- 
cerned. The pharmacist is not making a huge profit. Am I right about this that 
the pharmacist is having trouble? The evidence that he is having difficulties 
making ends meet on his pharmaceutical work—his compounding—is that he has 
to turn to other sources of revenue. I may be wrong about this figure, but I 
thought I read the other day that only one-third of the average business of the 
pharmacist goes into pharmaceutical work. Mr. Davidson says it is less than a 
third. Therefore, if this is right, here is a very large proportion of this profes- 
sional man’s business being carried for him by something that has nothing to do 
with his profession. 

That is one thing. It may be—I am not producing a solution here, I am just 
throwing out some thoughts; things that have been going through my mind 
because this, I think, is probably going to have to be the next step in the exercise 
at some stage—that it may be possible to devise a more efficient system of 
pharmaceutical distribution. The hospitals do this, for example, through the 
hospital pharmacy as far as patients are concerned, as you know. Whether some 
system could be devised, shall we say, by combining pharmacists in dispensing 
centres in a city where the costs could be localized in one set of premises, 
whether it could be done or not, I do not know. I see this as a way of cutting 
down the costs. You could then have a round the clock service, for example. You 
would have two or three centres in a large city with quick and efficient delivery 
services. This is the sort of thing that might be possible because I do not think 
the present system of operating a retail pharmacy gives any scope at all for the 
pharmacist to reduce his costs at the moment. 


Mr. BRAND: Yet there are examples across the country where pharmacists 
have done this. 


Mr. HENRY: Yes. 
Mr. Branp: And have done it very successfully without the difficulties that 


seem to be inherent in your statement about the trouble they are having keeping 
alive in business. 


Mr. Henry: Right. 
Mr. Branp: For example, there is one in Winnipeg who charges cost price 
plus a dollar professional component and has done exceedingly well and fills 


about 800 prescriptions a day. There is another one in Vancouver who does up to 
2,000 a day. 


Mr. Davipson: I think Dr. Brand, that may be where the solution lies. The 
trouble has been that the retail pharmacy trade has been one in which there has 
been very very little price competition and that can be accounted for, in part, by 
the fact that, as was indicated in the PMAC brief, most drug manufacturers price 
maintained their products at the retail level before resale price maintenance was 
prohibited under the Combines Investigation Act. It has taken a long time—the 
people in the trade have become used to this method of operating which 
de-emphasized the price appeal—for a few mavericks to decide that their best 
interest lies in narrowing the margins. 


Mr. BRanpD: Do you have any real evidence that the druggists are in trouble, 
economically? 
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Mr. Henry: Only the figures we have in this Green Book and I have not 
personally checked the recent ones that Mr. Turnbull probably put before the 
Committee. I am not suggesting that they are in real trouble. What I am saying 
is that they are not making high profits and they are all relying on something in 
addition to pharmacy to keep their operations going. What I am talking about 
here is the basic structure. 


Mr. BRAND: You are sure they must rely on other things such as cameras 
which have a much lower mark-up than drugs? 


Mr. HENRY: This may be. 


The CHAIRMAN: I think that was a long last question, Dr. Brand. You talked 
about four more things. You opened up a whole new subject. 


Mr. Henry: I wonder if I could complete this because I think it is very 
important. As I said, this may be the next round, but the starting point at the 
moment apart from the structural problems which are very basic and very 
underlying, are, of course, the things that may be done to interject some price 
competition at the moment. Some pharmacists, as you will have observed, have 
been competing. This was starting at the time we had our inquiry and just from 
general observation without any study being made, it is our impression that it 
has increased. You also have a movement on the part of the pharmaceutical 
profession generally to try to adopt the cost plus a fee method of charging. As 
has been explained, this probably will increase the cost of the lower priced 
prescriptions but decrease the cost of the higher priced ones; but it has this 
virtue that if the pharmacist does adopt a cost plus a fee method, you can 
identify what the drug cost him. If the manufacturers’ price to the druggist is 
reduced, you have made the first step. On top of that goes the professional fee 
which may or may not be supported by some form of legislation. Then, of course, 
you have the problem of collusion under the Combines Investigation Act if they 
do get together to agree what the fee should be for prescribing the drug. There is 
a problem here, let me put it that way. 

If the pharmacists adopt a system such as this and I understand the 
majority now in Ontario—well over 50 per cent—are doing it, you have been 
able to isolate the cost of the drug as long as he does not throw into that 
price—the cost of that drug—a lot of things like overhead and so forth. If he 
takes the cost of his overhead and other costs of his business out of his fee, the 
way a professional man normally does, then you see you can isolate the cost of 
the drug that was supplied by him by the drug house and you have part of your 
problem or rather part of your solution advanced because you can see then what 
is happening, much better than you can now. 

On the other hand, it is important not to allow the pharmacist to get into the 
position where the cost becomes fixed and there is some understanding that they 
will not cut that; and the fee becomes fixed so there is no competition on the fee. 
Then you have eliminated competition and that is the very point I made in the 
Green Book at the very end when I attempted to place an appropriate element of 
responsibility for the whole situation on the pharmacist. 

I have no solutions, as yet, Dr. Brand; I am sorry I cannot contribute more 


at the present time on that. 
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Mr. RyNArpD: I was very intrigued with the brief Mr. Henry presented. As a 
matter of fact, it is quite a brief until you read the last of it and that softened the 
whole thing. I was interested in two or three points. First, he hoped that he 
would build up a multiplicity of drug manufacturers across Canada who would 
bring down the price of drugs to the people. Is this statement correct? 


Mr. Henry: Not necessarily, sir. You do not necessarily have a multiplicity 
of drug manufacturers; indeed,— 


Mr. RYNARD: You were going to open up the field of competition by having 
more people going into the manufacture— 


Mr. Henry: That is right and manufacturers as such may be reduced. 
Indeed, the industry says there is over-extension in this respect. There are too 
many manufacturers here and this is what gives rise to the idea that possibly 
some rationalization, as some people refer to it, is necessary. 


Mr. RYNARD: You mean in Canada now we have too many drug manufactur- 
ers? 


Mr. Henry: First of all, the industry says that. I am not necessarily saying 
that. Certainly, we have a lot of drug manufacturers and we do not have 
concentration in really a few hands except for some of the important patented 
items; but it is not so much the idea that you proliferate manufacturers as to get 
a good distribution system going. As I said in the paper, if you place the pressure 
which I suggested on price, you may eliminate a number of manufacturing 
operations in Canada. Some manufacturers may go out of business; this is quite 
possible and this is what has to be faced. Naturally this is unpalatable for those 
who are selected by economic forces, but this happens. It has happened in a 
number of industries. 


As a matter of fact when the automotive parts plan was put in, the parts 
people were extremely sensitive about this because they thought they were 
going to be eliminated. This always happens when you have a new streamlined 
idea, but the whole purpose there was to bring in free trade, to cut down the 
barriers and get a good free trade movement of goods going, back and forth 
across the border. Here we are suggesting you open up freedom of trade by a 
somewhat different device, namely, cutting down some of this patent protection 
and as I said, without completely emasculating the patent system, because you 
still preserve the patent and give the patent holder a royalty on it. 

Now, what you may have in addition is a change in the character of the 
operation of the manufacturer because he may become more of a distributor. He 
may import from his parent company more of that he now tries to manufacture 
in Canada. He will manufacture in Canada the things he can do best. There are 
some drugs where if you look at the price list, you will see that the Canadian 
price is better than the other prices. If we can manufacture at a better price in 
Canada that is the kind of drug we should be concentrating on. That is the kind 
of drug you may ultimately be able to export because you can do better in 
Canada than other people can. 


On the other hand, in some products other people can do better than we can 
as far as efficiency and price are concerned and, therefore, if you want to seek 
the less costly drugs you go to those sources. Some manufacturers, therefore, 
may have to drop some of their activities in manufacturing and they may have to 
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import more and become distributors. You may have more distributors springing 
up, or you may have the existing wholesalers simply going abroad for their 
sources of supply to, shall we say, the United Kingdom, for the drugs that Dr. 
Howe has put down on his list, where they are cheaper. 


Mr. RYNARD: Really, Mr. Henry, you are suggesting something but you do 
not know what the end outcome may be. 


Mr. HENRY: You cannot tell with any precision what the outcome may be. 
You one perfectly right. 


Mr. RYNARD: That is the point I wanted to make. You do not know what 
would happen with this brief that you have presented, if those ideas were carried 
out. 


Mr. Henry: I have had to speak in generalities because—and I think Mr. 
Davidson would agree with me,—you cannot predict with certainty what is going 
to happen to company A, company B or company C. All you can say is that on 
the basis of economic experience, the following things are likely to happen. 


Mr. RYNARD: I wonder if you are sure they are likely to happen. Let us 
follow the one where you have a multiplicity of drug manufacturers, finally 
competition becomes pretty severe and what do you end up with? Just the same 
thing that you do with the motor cars. You end up with the three big ones. Then 
they fix their prices pretty well across the country. In the long run, you end up 
worse than when you started. 

This is one thing that could come from the suggestion that you are making. I 
believe that in Italy, for instance, they have a lot of drug manufacturers and yet 
their prices are dearer there than they are in Great Britain, as I understand it. 


Mr. DAvipson: It may depend upon the individual drug. 

Mr. RyNArD: I am taking the average. 

Mr. Davipson: It depends on how the calculations are made, Dr. Rynard. 
Mr. RYNARD: How do you mean, the way the calculations are made? 


Mr. DAvipson: Sometimes people have taken simply an average of prices 
and not taken the quantities that were sold at these prices and have concluded 
that if you simply take an average of prices you are higher or lower than 
somebody else. 


Mr. RYNARD: You admit that this does happen? 


Mr. Davipson: I think our experience is that where there is a multiplicity of 
suppliers the prices are low. 


Mr. RYNARD: Well, of course, this is what you have admitted yourself you 
have taken certain drugs. I am just stating a fact, and you have done the same 
thing in your brief, so it if it applies to your brief, it applies to this, that drugs 
are dearer in Italy. Then, the other thing that I wanted to come to is this. I am a 
little bit disturbed by our becoming a group of copy cats, because you say, we 
could have research here but it is going to cost us a lot of money. Either the state 
has to pay for it or the individual has to pay for it. How much is this going to 
cost us? What really are you recommending here? 
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Mr. Davipson: It depends on how much we want to do. We are copy cats 
just now because we do not do any— 


Mr. RyNARD: Well, let me ask you this. Do you believe in keeping on that 
copy cat to its logical conclusion? 


Mr. Davipson: I think that Canadian research resources are limited and 
should be devoted to the area where they are likely to be the most productive. 


Mr. Rynarp: You mean that you would produce the drug that you could 
produce and leave all the others to be produced outside the country and import- 
ed? 

Mr. Davipson: That is right. 


Mr. Rynarp: How many drugs do you think you would manufacture in 
Canada on that basis? 


Mr. Davipson: I would not have any idea at this point. 


Mr. RYNaRD: Would it not be very few? Would it not be the same as the 
motor car industry? 


Mr. Davipson: The motor car industry is quite different because there are so 
many barriers to entry of new producers. It is not difficult to get into the drug 
industry unless there are artificial barriers to entry. 


Mr. RYNARD: Well, it is different because we pay a hundred million dollars 
for that privilege. I am wondering where the logical conclusion of all this would 
go. Would we lose all the keen young fellows who want to go into this type of 
research, across the border? It costs us between $25,000 and $50,000 to educate 
them. I think this is something we have to face up to. Are we going to be a 
country or are we not? This copy cat stuff does bother me a little. In the long run 
what may appear cheap today may be very dear tomorrow. This is one thing that 
I feel is pretty pertinent. Are we going to be a nation or are we not? Are we 
going to stand up and protect the young fellows that we are putting through 
school, and we have a bright group of young researchers, or are we going to 
allow them to cross the border, just because we want to manufacture what we 
can best do here? With a 70 per cent efficiency in production compared to the 
Americans you can easily see where we are going to end up. This is the fact that 
bothers me about all this. 


Mr. Henry: I think the point is well taken. As I tried to emphasize in the 
brief, the task of this Committee is one of weighing up social costs against social 
benefits. The drain of human resources to another country is certainly a social 
cost, in terms of building up our own research resources in Canada. What I have 
suggested is that research is not simply going to be eliminated because more 
price competition develops. The research may be re-directed into different 
channels. Research may be called forth by, and can be called forth by, govern- 
ment incentives. This is what I am getting at. 


Of course, you cannot guarantee that when you undertake some sort of a 
program like this that some people are not going to get hurt. This is impossible to 
guarantee. No one would ever think of doing it; so you must think in terms of 
broad social benefits as against social costs. The social cost at the moment is that 
there seems to be a problem in this country as far as the patients are concerned: 
The general public thinks the cost of drugs is too high. There seems to be some 
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evidence to support that. I am assuming that that is the first task of this 
Committee. What I have tried to do is to suggest to you here how you can reduce 
the price of the drugs. I say you can do that, and I say you must weigh against 
that what may happen and then decide which is the more important in the public 
interest. 


Mr. Rynarp: Mr. Henry, would it be fair then to assume that probably the 
state could assume some of the cost of the drugs to the individual and in that 
way they would be paying some of it. 


Mr. HENRY: It would be another means, would it not? 
Mr. Rynarp: This would still keep you in the field of private enterprise. 


Mr. Henry: Well, there are several means, Dr. Rynard. For that matter, the 
state could form a crown corporation and manufacture drugs here in Canada to 
supply the needy, or the hospitals or others. Many devices involving state 
intervention can be thought of once we get on that route. You will recall that 
state intervention was one of the three basic choices that I think you have. I 
called it direct control but then I elaborated by saying that this may include a 
number of other things. 


Mr. RyNARD: Would you agree that there should be incentives applied so 
that those people who are operating in Canada and yet doing a great amount of 
their research in the United States, for instance, would find it more favourable 
by your incentives on research to do it right here in Canada? Would that not be 
the best way out? 


Mr. Henry: Well, it is quite possible, and this is, of course where— 

Mr. RYNARD: You have people with experience, people with know-how. Why 
would this not be the ideal way to do it? 

Mr. Henry: You mean have them come into Canada? 

Mr. RyYNArD: Yes, certainly. Give them an incentive to do it right here. 

Mr. Henry: You would have to attract them here, Dr. Rynard. 

Mr. RyNARD: With your incentive and research? 

Mr. Henry: That is right. 


Mr. Rynarp: Then you would keep your young men that you have educated 
right here working in Canada. 


Mr. Henry: All right. Then what you are saying is that you direct your 
incentives towards the companies who will do research. Right now your patent 
system is scattering them across everybody whether they do research or not. 


Mr. Rynarb: Yes, but could we not also work this patent system by saying 
when you have recovered your research costs, and the accountants could very 
easily look into this, and they have all been added up, why then could not the 
patent be removed? Is this not a very simple way of handling this without this 
conglomeration that we seem to be going through in this brief? 


Mr. Davipson: It might be possible but it is certainly not likely to be simple 
because it is impossible to allocate research costs to particular drugs. You havea 
big lab. You have 100 Ph.D.s, all of them working part time on one project or 
some of them working full time on it. It is impossible to allocate the— 
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Mr. RyNarD: Parke, Davis were able to do that very well on chloram- 
phenicol. I saw their figures. If they can, do it on one drug, they can do it on 
another. 


Mr. Davipson: They can attempt this. I think probably Mr. Blakely could 
comment on the feasibility of something like that. 


Mr. RyNnarp: I would feel that they could. I would feel that this would be a 
very fair way of treating it. It does nothing to stop the research; they have 
recovered their research, and if you give the incentives you will bring in those 
people and they will do it right here in Canada. You say you have to subsidize 
them. What better way to subsidize them and keep our young, smart researchers 
right here operating in Canada and build a nation. This is my feeling. 


Mr. Henry: That is a very interesting thought, Dr. Rynard. On this basis, the 
life of the patent would vary according to the length of time it takes to recover 
the research costs. 


Mr. RYNARD: That is exactly right. 


Mr. Henry: The difficulty here, of course, is that you probably would find 
that this would become unacceptable in view of the fact that the patent system 
generally works on the basis of a term, and this is agreed to. I think Mr. Laidlaw 
can tell me just how far I am right or wrong on this, but this is generally the 
pattern that is settled in the international conventions that are participated in by 
various countries from time to time. You have, your proposal, an uncertain term 
for the patent depending on what kind of figures the cost accountants throw in 
for consideration. Perhaps Mr. Blakely could tell us about this but it is my 
impression that just as you have five economists, you have five different opinions 
the same as lawyers; if you have five cost accountants you may have five 
different opinions. I am not quite sure how that would work. There is a problem 
there. It is an interesting idea. 

In Canada the compulsory licensing provision is designed to give some 
return on research. That is what Mr. Justice Abbott said in dealing with this. In 
England, it is different. It is to give an appropriate advantage to the owner of the 
patent—you have a different system there—not only to cover his research but to 
give him an advantage because he is the owner of a valuable thing. I see some 
difficulty in this, but on the other hand, it is an intriguing idea because it is 
directed exactly at your problem. 


Mr. RYNARD: Maybe we could hear from Mr. Blakely because I understand 
that they can project costs pretty well if they have done the proper research. 
They would know approximately how long it would take to recover this. 


The CHAIRMAN: I would just like to ask one question, Mr. Rynard. Who and 
how would you pay for the drugs that did not produce a product that was 
marketable? 


Mr. RyNARD: This over-all picture would have to be taken into account when 
we said what it would cost to do one job. You have also other research and this 
certainly would have to be taken into consideration. There is no question about 
it. But you would do that if it were a government agency. All the research would 
not succeed so you are going to pay for it one way or another. There is no 
difference whether it is private or public. 
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The CHAIRMAN: Do you wish to make a comment Mr. Blakely? 


Mr. BLAKELY: I would say that in my opinion while it may be possible to do 
just this, I would agree that it would not be simple. There would be considerable 
opinion required. You have a very considerable degree of allocation and I 
believe, as Mr. Henry suggested, that you could probably or you will get several 
different opinions as to the precise method of cost allocation, depending on the 
number of opinions you seek out. I am afraid there would be some considerable 
difficulty. I believe that in fact, this is the very point which the manufacturers 
themselves have made to us. I recall at an earlier meeting when this very 
subject was being discussed, that is the determination of costs of specific drugs, 
they themselves indicated that this is an extremely difficult problem. 


Mr. RynarpD: Mr. Henry, just one more question on this: Could the patent 
law not be arranged so that as soon as those research costs are recovered in 
general the patent law would then run out? 


Mr. HENRY: Yes, as a matter of law I am sure this could be done. I would 
think that the problems that would be created by attempting to administer this 
might make it unworkable. That is the only point. I think it would be more 
complicated really than what we are suggesting. It would be better to take a 
standard period. Somebody has made this suggestion. I think it was when I was 
here last day Mr. Dan made a point about this. You take a period of three years, 
for example, and simply put a three-year period on the patent and let the patent 
expire. That would be a far simpler way. That period might be determined by 
what you might call the average period of time over which the companies are 
likely to recover the costs. 


Mr. Rynarp: Then this could be re-arranged as you see how it works out. 


Mr. HENRY: Yes: rather than trying to do it differently for every company, I 
think it would be better to make it clean cut and simply take a short period. I 
think that is better. 


Mr. Howe (Hamilton South): Mr. Chairman,— 


Mr. ORLIKOW: Mr. Chairman, on a point of order, before Dr. Howe begins; I 
think it is better that I do this now before he speaks so that no one can say it isa 
partisan matter. I want to raise the point of order, just not for today. It is now a 
quarter to twelve. We are not likely to reconvene this afternoon on the basis of 
past practices. I just think, Mr. Chairman, that it is not very good business to 
permit one member—and I am not being critical of Dr. Brand; I am being a little 
critical of you, Mr. Chairman—to have thirty minutes, I think Dr. Brand took 
forty minutes,—because obviously there are members here who are not going to 
have an opportunity to ask questions. 

I do not have very many questions today because I happen to agree substan- 
tially with the views which Mr. Henry presented. I think though, Mr. Chairman, 
that we should have a rule, I do not care whether it is ten minutes or fifteen 
minutes or, whatever the Committee members think is fair, and we should 
adhere to it. 

The CHAIRMAN: I agree with you, but the problem is that you get into an 
area and the question runs on and on and you say one more question, and you 
may end up asking about four. This is my responsibility, except that we have 
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done this in the past and it has not been too successful. Everybody complains 
that they were cut off just where they were getting to the point. 


Mr. ORLIKOW: Well, they can come back, Mr. Chairman, if we have time. 


Mr. Howe (Hamilton South): On this point of order: Iam not going to ask a 
question and I do not want this taken out of my allotted time. I think it depends 
on the length of the answers how long a person is questioning, and some of our 
answers—and this is not criticism—have been long today which explains in part 
the forty minute longevity of Dr. Brand— 


The CHAIRMAN: It was thirty minutes; I timed it. 


Mr. Howe (Hamilton South): Well, that clock is running a little fast then, 
Mr. Chairman, it was about forty minutes. 


May I start on mine and if the answers are not too lengthy, I am sure I will 
restrict mine to fifteen minutes, but that again depends on the length of the 
answers. 


The CHAIRMAN: I thought you said you only had a few questions. 


Mr. HoweE (Hamilton South): Well, I said, it depends on the length of the 
answers. Some of this is a bit repetitive because the questions were not covered 
just in exactly the way that I had intended them to be, and I did not like to 
interject supplementary, so, will you bear with me in any repetition there may 
be. 

With regard to research, do you think there is any tie-in between the 
obviously inadequate amount of medical research funds provided by the govern- 
ment, which has been subject to so much criticism lately, that has pushed 
research into private enterprise where it should not be. 


Mr. Henry: I do not really have any comment about that. What I am really 
saying is that research all over the world is done to a very large extent by 
private enterprise. I think, and perhaps the industry will correct me on this, that 
there is an expenditure for world wide research of $400,000,000 at the moment 
and maybe a little more. It may have gone up to $450,000,000, or something of 
that order. Now, this is done by private enterprise and, of course, there could be 
subsidies involved. The United States—I can recall hearing Dr. Cook quite re- 
cently, who is an eminent English professor, a consultant to the British Gov- 
ernment, giving a dissertation on research in Britain and in the United States. It 
was his opinion, for example, that the major part of world research in this area 
will be done by the Americans, but it was his opinion that there must be 
co-operation between the three groups, industry, government and the medical 
profession, in doing research. How much of this ought to be by government 
incentives and whether the present government incentives are adequate, I really 
could not say. All I am saying is that if research is to be paid for, not by the 
patients through the cost of the drug, then the obvious answer is to increase the 
government incentives. 


Mr. Howe (Hamilton South): But, is it not rather ludicrous that private 
enterprise makes money and receives profit out of social problems as universal as 
Canadians’ health. 


Mr. HENRY: Well, this of course— 
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Mr. HowE (Hamilton South): This is a philosophical question but— 


Mr. Henry: Yes, quite. It is a matter of opinion, but we, at the moment, have 
the free private enterprise system for this, and the only way to lose that of 
course, is to adopt some other system which would be— 


Mr. Howe (Hamilton South): Well, I am going to ask you about a system 
which I think is conceivably possible. What do you think about a Canadian 
formulary system with the drug firms tendering to drugstores for the sale of 
their product on a purely price competition basis which you in your brief says 
that within the PMAC group XX there is no price competition but merely 
advertising competition. This could conceivably eliminate the advertising com- 
petition which would drop approximately 30 percent of your prescription dollar, 
and certainly on a tender basis it has been proven that drugs can be sold at a 
much cheaper rate than we are now paying. Even at the present price of manu- 
facture these can be sold much more cheaply. Could this conceivably be a 
system that would look after some of the problems that you have mentioned? 


Mr. HENRY: Who buys the drugs, Dr. Howe? 


Mr. Howe (Hamilton South): The drugstores buy the drugs from the 
manufacturer. 


Mr. Henry: Yes, on the basis of a national formulary which in effect 
identifies the products? 


Mr. HowE (Hamilton South): It equalizes products that have been approved 
by the Food and Drug administration which has to be given more staff and, shall 
we say, more power to put, or not put, this particular brand on the formulary list 
depending on their qualifications. 


Mr. Henry: Correct. Well, I agree with the idea of the formulary list for 
various purposes, where the hospitals do this, and so forth. This has definite 
advantages in that is educates; it shows the, shall we say, the drugs that are 
adequate for the purpose, but I question whether for ordinary purchases by 
pharmacists you could by this alone get the kind of price competition on 
patented drugs that would be necessary. 


Mr. HowE (Hamilton South): Would this not even cut down some of the 


costs of your retail drugstores in that he would not have to stock twenty 
different brands but only one. 


Mr. HENry: Yes, this would cut down his cost; this is true. 
Mr. HowE (Hamilton South): So this would cut it at the retail level as well. 


Mr. Henry: Yes, but then, of course, you do eliminate certain other drugs. I 
think you eliminate some drugs that some physicians may wish to prescribe; that 
is allI am getting at. 


Mr. Howe (Hamilton South): They could be a drugstore B instead of a 
drugstore A and selling for a much lower price. 


Mr. Henry: That is true, and of course, it is possible then for the less 
frequently required drugs—you have a different distribution system; you might 
have to go back to the wholesaler that, rather than carrying it on the pharmacy 
shelf, but then a good deal of that is done now anyway. 
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Mr. Howe (Hamilton South): Well the commonest drugs sell more com- 
monly. 


Mr. HENRY: However, this would be a step in the right direction, Dr. Howe. 


Mr. Howe (Hamilton South): Thank you. There was one thing that I asked 
of the two drug companies that came here and that was to give me prices f.0o.b. 
their factory that were going to Canada and going to other countries. I specifi- 
cally asked Frossts about—what is their penicillin—falapen—which they do 
export and I asked their prices f.o.b. their factory that were going to be sold in 
Canada and that were going to be sold in other countries. I have yet to receive 
a reply and I was wondering if you had any answers to this. 


Mr. Henry: I do not think we have this information. No, we do not; no, we 
only have the price list. Sorry, Dr. Howe, we do not have this information. 


Mr. Howe (Hamilton South): I am trying to get my questions finished in 
time, Mr. Chairman. 

When I brought forth my 56 English drug prices which you referred to I was 
given about an hour and a half very lengthy complicated mathematical answer 
which involved a basket of 56 drugs here and in England, and multiplied by a 
factor that was approximately two, which referred to pay scale; in other words, 
how many hours did a person have to work in England to buy this basket of 
drugs there, and a basket of drugs here, rather than on the straight dollar basis. 
Do you think this is a fair way actually of figuring costs. 

Mr. Henry: No. 


Mr. Howe (Hamilton South): The reason I asked you was by the same token 
one should be able to buy a Ford car in India for about $400. Did you figure that 
this was just the use of figures to confuse and confound rather than state facts? 


Mr. Henry: No, I think that what happened here is that Dr. Briant was 
presenting his figures from a different standpoint. I do not find this comparison 
useful because it does not get to the root of the problem which is to get the price 
of drugs down. Now, if a drug is one-third the price in England that it is in 
Canada, it gets you nowhere to talk about the number of man hours that went 
into this and the real cost of producing that; the plain fact of the matter is that 
on simple economics if you can buy in England at one-third the price you can 
very probably bring it into Canada and still sell it cheaper. You are only 
interested in the absolute dollars comparison. 


Mr. Howe (Hamilton South): Correct. 


Mr. Henry: Therefore, I would actually regard the analysis that you speak 
of as not helpful to the situation at all except as an attempt to explain to 
Canadians why they should not be too put out about the cost of the drugs 
because the standard of living is high and they can afford to pay for them. 


Mr. Howe (Hamilton South): I have two more questions. Number one, on 
page 30, you say: 
Ought drug manufacturing in Canada as such be preserved. 


And yet you state that the Canadian industry is essentially a copier. May I 
ask why is there any necessity to preserve? What is there to preserve? 
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Mr. Henry: Well, there is manufacturing going on in this country, Dr. Howe. 
Indeed, there are many people who think that to have a manufacturing industry 
of any kind in Canada is an end in itself. I am simply reflecting the fact that 
there may be members of this Committee who feel that way. 


Mr. Howe (Hamilton South): Yes, but this is small. 
Mr. HENRY: Yes, well it is small. It is not a large industry. 


Mr. Howe (Hamilton South): No; so therefore it is not one of the more 
fundamental isues, simply because of the fact it is small. 


Mr. HENRY: Yes, that is correct. I may say that. I have attempted to find out 
what the real arguments are for having a manufacturing industry in Canada for 
drugs in its present form and I have not received very good answers on this. I 
threw the question out, I might say, in a discussion which took place where a 
number of manufacturers were present as well as a number of academics. I am 
not quite sure what the argument is except that for nationalistic reasons it is a 
good thing to have a drug manufacturing industry in Canada. Now, this may be 
so, it may appeal to some people. But, all I say is that if this is to be the position 
taken by this Committee, then it is going to cost money to Canadians as it is 
costing them right now. That is my point. I personally am of the general view 
that, after all, we have gone beyond attempting to build a secondary manufac- 
turing industry in Canada now; we have got over the hump; we are a secondary 
manufacturing nation. We are not particularly strong in the drug field, perhaps, 
but the point is we are grown up. 


We are grown up and I think it is generally accepted that we are required to 
rely on less protection and this is the general thrust, the general thrust, without 
talking about specific industries, of the discussions in the Kennedy Round, and 
this is a world wide approach to the matter; that you let the barriers down and 
you begin to have more trade because that helps everybody. Now, in one sense 
the proposals that I am making on the drug industry are just that, if you let the 
barriers down, you will have more imports coming in, and as a matter of fact if 
this industry wants to export, they are never going to export on the basis of the 
prices they are charging in Canada. If they want to export what they ought to do 
is to start concentrating on the things that they can produce cheaper in Canada 
and then they can export to the foreign countries; but they will never export a 
product that is priced so high in Canada that it is away out of sight as far as 
England is concerned. This is just a vain hope, and you just cannot arrange 
these matters unless, of course, they are going to export on a two price system, 
charging foreigners less than they are charging Canadians in order to get into 
the market abroad. 


Mr. Howe (Hamilton South): Well I asked you that question. 
Mr. Henry: Well, I am not sure if that fully answers your question but I— 


Mr. Howe (Hamilton South): You may not want to answer this. Why have 
these recommendations of yours not been implemented by present or past 
governments? Is it because these governments have been afraid to face private 
industry? You do not have to answer that; it answers itself. 


Mr. BRAND: Might I point out that the report came out in 1963 and if you 
said the present government it would be more accurate. 
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Mr. Henry: A number of things have happened to that report, as you know; 
there have been studies made of it, including that of this Committee. 


Mr. HowE (Hamilton South): That was intentionally political. 
The CHAIRMAN: It is recognized as such and ruled out of order. 


Mr. MacLean (Queens): The last paragraph on page 27 reads as follows: 


The Committee might also consider whether it is necessarily to be 
accepted that, where research has been carried on outside of Canada and 
where the drug would obviously have been produced in any event for 
world markets whether or not the Canadian market was available, the 
foreign firm, as a matter of economics, is required to obtain any contribu- 
tion labelled research contribution from the Canadian market. 


Are you suggesting that the Committee should even consider the possibility 
of Canada being a free rider as far as the benefits of medical research that takes 
place in the rest of the world is concerned, and not pay any economic price for 
the tremendous advantages that are available to Canadians as the result of 
research carried on in other countries. And looking at the reverse side of the 
coin, if a Canadian company happened to embark on some form of research that 
looked very promising, but still very costly, but they were willing to take the 
chance and put up a great deal of money to do their necessary research, and then 
came up with a successful drug, should they be required to recoup their costs 
from the Canadian market only, although their drug was used all over the world 
with tremendous benefit to mankind? 


Mr. Davipson: I think there are a couple of considerations in connection 
with this payment by Canada for research. One thing is that a good many people 
who invest in Canada and who start a business here, invest both capital and 
know-how and they take their return on the results of their research investment 
and their know-how in the profit on the subsidiary, the profit that the Canadian 
subsidiary makes, and that is profit on capital they have invested and it is alsoa 
return on the know-how they have invested in the Canadian market. I think the 
point which is made at this stage in the brief is that there is not any obvious 
reason why a particular form of return on the investment in capital or in 
know-how should be provided for. It is up to the companies to make whatever 
return they can on either their invested capital or their invested know-how. 


Mr. MAcLEAN (Queens): Yes, but you are talking about their economic 
investment in the country. What about the return on research that culminated in 
a successful drug? 


Mr. Davipson: What I am suggesting is that in the case of most industries, 
most foreign firms which come into Canada, do not depend upon a royalty 
payment under patent for a return on the know-how that they give to Canada. 
They come in here with their capital, their techniques, the results of their 
research, with their new products and they expect to get a return on their whole 
operation by means of the repatriation of the dividends of the Canadian subsidi- 
ary company. 


Mr. MacLEAan (Queens): What you are saying is that large companies can 
recover their cost of research without being protected by patents? 
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Mr. Davinson: That is right. The Canadian market is a profitable market for 
them to sell in, and it is because it is a wealthy market and they are making 
money on their whole activity here, and part of the return they make is a 
contribution to research. Part of it is a contribution to the management of the 
parent company. 


Mr. MacLean (Queens): Why do they bother to patent drugs, then? 


Mr. Davipson: Because it gives them a great deal of protection on the price 
in Canada. It makes it much easier for them to make a return. 


Mr. MacLean (Queens): That is exactly my point. I think that the return on 
their capital investment, their know-how and everything else might go down the 
drain if the product was not patented, at least for a period. 


Mr. Davipson: A great majority of the industries depend really only on the 
tariff protection they get in Canada; they do not ask for additional protection 
from competition, whereas this drug industry depends very heavily for protec- 
tion from competition on measures other than the tariff, namely, the absolute 
barrier to imports provided by the patent system. 


Mr. MacLean (Queens): I wil leave that. 
On page 23 we find: 


—the Hall Commission has recommended that, as the first step, authority 
be given to issue compulsory licences for import and that total abolition of 
~ patents on drugs be held in abeyance. 


Could you say in about one minute what you think the effect on the 
Canadian pharmaceutical industry would be if this recommendation were 
brought into being? 


Mr. Henry: That is, that we have compulsory licensing for imports? 
Mr. MacLEAn (Queens): Yes. 


Mr. Henry: I think what would happen is that the Canadian distributors to 
start with would seek to purchase the drugs in the cheapest markets and bring 
them into Canada and they would only do this if it was cheaper to buy abroad. 
The point is that they would have the opportunity to get them at the cheapest 
source, and this might displace some manufactured products; that is, products 
manufactured in Canada, because this may not be the cheapest source. Therefore, 
you may have some what of a rearrangement, more importing and less manufac- 
turing. In other words, a shift in the character of the activities in the industry. 


Mr. MacLean (Queens): On page 8 you spoke of the desirability of intro- 
ducing into the economics of pharmaceuticals price competition. It would seem to 
me that this is a special market that is not expandable indefinitely, as some 
markets might be, and that in a free for all stituation and the devil take the 
hindmost, the competition is going to be for a bigger and bigger slice of a fixed 
market, rather than an expansion of that market. You may persuade a family 
that it is to their advantage to have two automobiles instead of one, but it is kind 
of hard to persuade someone that he should have two shots of penicillin if he 
needs only one. Would you not be apt to get the situation that prevails in Italy, I 
believe, where the cost of drugs generally are higher than they are in most 
European countries? 
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Mr. HENrRy: I do not know if the Italian drug prices are higher than most 
European countries; what do you say the answer to that economic problem is, 
Mr. Davidson? 


Mr. Davipson: I think it depends on how you measure the price. There are 
those who argue that the prices are lower in Italy and those who argue they are 
higher; therefore, without carefully examining the measurement, I would not 
know the answer. 


Mr. MacLean (Queens): Is it impossible to get figures which are really 
comparable of the prices of drugs in Italy and in some country where there are 
patents? 


The CHAIRMAN: The steering committee have in their possession figures 
from Switzerland, Germany, United Kingdom, Italy, United States in three 
different centres. We are now trying to establish that these are truly comparable. 
The figures that are here, and exactly what they represent is something that the 
steering committee are trying to find out, but as far as I am aware they are 
comparable and we have certain numbers of tablets at list price. This will be 
available to members of the Committee probably within a week or 10 days. 


Mr. MAcLEAN (Queens): On page 6 of the brief there is this statement: 


The more intense the competition, the higher costs are driven. There 
being no downward pressure on price there is no downward pressure on 
cost with the result that pressures within the firm for more detailmen, 
more advertising— 


This would lead me to believe that your contention is that there is an 
optimum position where there is some competition, but not complete open 
freedom for as many enterprises as wish to take the notion to get into the drug 
business; that you can have too many firms trying to scramble for a limited 
market, and thus put prices up. 


Mr. Henry: Mr. MacLean, this is not a question really of the number of 
competitors. This point that I am dealing with at the top of page 6 is a 
description of what happens where you have competition taking place because 
this industry is characterized by competition, on some element other than price. 


Now, with the price tending to remain stable for patented drugs, competi- 
tion takes the form of selling, to put the matter briefly, and there is a much more 
vigourous campaign of selling in order to get the product across to the physician, 
because price adjustments do not seem to make a difference in sales with these 
particular drugs. In other words, demand is inelastic. What I am describing here 
is when you have a price which tends to be stable, then the firms, in order to 
push their products, as we all know they do, and they compete very vigourously 
to do this, will do so on the basis of promoting the brand name of the patented 
drug and this is cost-increasing, because they have to have more detailmen out. 
We have one detailman man for every 10 physicians or something of that order. 
You have to have more literature. All I am saying is that costs tend to fill in that 
gap. Is that not so, Dr. Brand? 


Mr. Branp: Including all the different firms together, not a single firm. 
Mr. HENRY: Detailmen? 


Mr. BRAND: Yes, you are giving the wrong impression there. 
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Mr. Henry: My parenthetical comment is probably ill-considered, I do not 
know. 


Mr. BRAND: I agree. 
The CHAIRMAN: Mr. Orlikow, you are next. 


Mr. OrLIKOW: Mr. Chairman, I do not have too many questions. There have 
been a number of questions by Committee members worrying about the change 
of patent laws or the import provisions that the drug companies might have 
difficulty. 

The Kefauver committee brought out the fact that in the United States the 
drug companies were earning a percentage in relation to their invested capital- 
—-which is the only real way of looking at the earnings of a company—of twice 
as much as industry as a whole. In your studies did you look at this type of 
question? 


Mr. Henry: Mr. Orlikow, in the Green Book I think we did put down some 
figures about the comparative profit ratio. Ido not want to go any farther than to 
say that this is a profitable industry and the profits of this industry in Canada are 
higher than average. At the moment I do not think figures I have seen support 
anything more precise than that. I know that the PMAC has a series of figures 
which indicate they are not at the top in profit ratio, but perhaps third or fourth. 


Mr. ORLIKow: But their figures were not based on investment, but on the 
percentage of sales. 


Mr. Henry: Yes. 


Mr. OrLIKow: Is it not true, Mr. Henry, that even where a copier gets into 
the business, by the time he does get into the business the original company has 
taken out at least its share of the original research costs? 


Mr. Henry: This may well be, and I certainly would not dispute this, 
because I think at the moment one of the problems which faces this industry is 
the very rapid obsolescence of a particular drug. This is a problem for them and 
ought not to be minimized. Therefore, I think you will find that they have to 
recover as much as they can in the first few years of operation. At any rate, they 
can expect that after that, other drugs will replace the one on which they are 
attempting to recover their costs. Whether they in fact are able to do it within 
three years, I do not know. 


Mr. Ortikow: Mr. Henry, I ask this question because the matter has been 
raised today. I know you are not an expert in this field, but you may have come 
across an answer to this question in your studies. A number of members here 
seem to have equated research done in drugs in universities with the research 
done by private companies. Is it not true that to a large extent the research done 
in universities is basic research, and that a very large percentage of the research 
done by drug companies is what they themselves call “development” which is 
really changing the form of a drug or combining two drugs so they have what 
they call a new product which can be sold? 


Mr. Henry: Yes, I think that is basically right. That is my understanding. I 
just want to add one thing on the industry’s behalf and that is, some of the work 
done in the universities may have been commissioned by drug firms. 
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Mr. ORLIKOW: That is true, but universities, and I am sure medical colleges, 
are not any different from other departments of universities. Universities are 
pretty loath to do research, the benefits of which will be derived by a particular 
company which will be tied up in a patent. That is not the same as if the 
company does it and asks for confirmation or checking of the results; but 
universities do not want to work for a particular company and this is very 
understandable. 


Mr. Henry: I am sorry. I do not know what their attitude is on that. 


Mr. ORLIKOw: I would like to come back to this question; as I followed your 
brief, one of your basic proposals is that we permit much freer importation of 
drugs than we have in the past. Dr. Rynard was a little concerned about this. I 
gather what you are saying in that suggestion is that some businessman: a drug 
wholesaler, a drug distributor, some new company, would bring in only those 
products which he felt he could sell cheaper than if he bought it from a Canadian 
manufacturer, or the Canadian distributor, or the retailer buying it from the 
Canadian manufacturer or distributor, will do it. If it proved right, there would 
be a saving to the consumer; if it did not prove right they simply would not 
bring in the drug? 


Mr. Henry: That is correct. They only import it from another source if it is 
cheaper to do so. 


Mr. ORLIKOW: I wonder if in your research you came across cases where if 
this is done, the present supplier, manufacturer or distributor, in order to keep 
the business meets the competition by reducing his price? 


Mr. Henry: Well, I have not come across such a case at all, Mr. Orlikow, but 
I do recall the reaction of one businessman to this, namely, Mr. Dan who, as I 
have mentioned before, was giving evidence the day I was here expecting to be 
called. He said that if imports took place—he was asked what would happen—he 
expected the price would go down. He was then asked, “What are you, as a 
Canadian businessman, going to do?” He said, “Why I would have to get my 
price down to meet it”. Now, that seems to me to be the reaction of a Canadian 
businessman, who, I think, is running a reasonably successful business, as far as I 
know, and I would expect that is what any businessman would say. Of course, as 
Hoffmann-La Roche says in their brief that is the very thing that they are 
worrying about; the fact that if imports take place the price level will go down. 


Mr. ORLIKOW: Or if a copy, or a generic product comes up, they are going to 
have to do something about meeting the price? 

Mr. HENRY: Well, if it is a competitive product—I mean I do not care 
whether it is a product of a copier or whether it is generic—I simply say if it is 
something that the physician is prepared to prescribe, no matter how you 
identify it, if the patient can get that in accordance with the prescription at the 
cheaper price, then he presumably will get that—at least he has a choice, and 
that, Mr. Orlikow, would produce the downward pressure, I quite agree. 


Mr. ORLIKOW: I want, in a moment, to ask you to give us some illustrations 
of the things which you summarized on Page 11, which you have not done 
because it is from the Green Book; but many people on the Committee, and I am 
sure some of the press people, may not have looked at the Green Book for 
some time. Before I do I would just like to ask you a few questions with regard 
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to the question of retail drug prices, which you mentioned. I think it is highly 
unlikely that in the forseeable future we are apt to get the kind of dispensing 
through some kind of government or co-operative arrangement which you 
mentioned. Would you not agree, that really, if the consumer thinks the price of 
prescription drugs is too high—and I bought some in Ottawa last week which 
shocked me, coming as I do from Winnipeg, I must admit—he has the right and, 
indeed, the responsibility to ask for prices? In other words, to look for competi- 
tion? 


Mr. HENRY: To shop around? 
Mr. OrLIKOW: To shop around. 


Mr. Henry: Yes, I think the consumer has this obligation if he wants to get 
the best price. 


Mr. ORLIKOw: There is a company in Wninipeg which has made things very 
uncomfortable for the status quo in recent years. I was not here, I think I was 
sick, but there was a man here from Vancouver who has done a similar thing, 
and if there is overcharging at the retail level and if the druggists are not acting 
as a combine, and I presume your organization will watch them as closely as it 
watches anybody else—and it should? 


Mr. Henry: That is right. 


Mr. OrLIKOoW: If the consumer is worried, then he should be shopping 
around. 


Mr. Henry: Yes, I think the consumer has to make his choice but, of course, 
he has to have a choice in the first place; and all this is directed towards is 
ultimately producing a choice for the consumer. 


Mr. OrLIKOW: I do not know whether you looked at this when you were 
doing your study. If the doctor were to write the prescription, not with the 
brand name, but with the generic name, so that the druggist has the opport- 
unity to use a cheaper product, not equanil but some other form of meproba- 
mate, there could be a savings to the consumer. Did you look at that at all when 
you were making your study? 


Mr. Henry: Well, yes, we were aware of the problem. I am not at all sure 
that that can be put quite as simply as that. I think the physician, after all, 
should be in control of the prescription that he issues, to the extent that if he 
wishes to prescribe a particular product he should be at liberty to do that. If his 
choice is to prescribe it by a brand name, I think he should do so. 


Mr. ORLIKOW: Oh, I thought I had made that clear. Of course, if the doctor 
writes a brand name that is it; but if the doctor were to write the generic name 
there would be some flexibility. I am sorry. 


Mr. Henry: Well, I think that is taken for granted, is it not? I had exactly 
this happen in my own home last week. We had some sickness in the family 
and our physician was in: he went to the telephone and he ordered a prescrip- 
tion from the druggist. He first of all ordered prednisone; he simply gave the 
dosage he wanted and he called it prednisone. He also ordered tetracycline in 
those terms and he gave the dosage he wanted and then the third prescription 
that he ordered was for me, and it was something he called Actifed which is a 
trade name; so there you are, he used both methods without any discussion 
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with me at all and what the druggist sent us, I do not know, because it simply 
came in the druggist’s own package. 

Now, I would say the druggist can fill the generic name prescription in 
whatever way he thinks will meet the needs of that prescription. If he has a 
choice on that basis then, of course, he has a price choice. If there are three 
choices of tetracycline, at three different prices, it is up to the druggist to pick it 
out. If I as a patient happen to know that, I can go and find out from the druggist 
which is the choice and I can ask for it; it seems to me it is as simple as that. 


Mr. ORLIKOW: Mr. Chairman, I do not think I have used up the small time 
that I suggested. On page 11, Mr. Henry, you talk about patent drugs and you 
say that the price is higher than it needs to be and you say this is demonstrated 
by reference to the prices to institutions and governments. I wonder if you could 
give us a brief example of that? I know it is all in the Green Book, and so on, but 
some of us have not looked at the Green Book. 


The CHAIRMAN: Could we bypass it; that one is well recorded in our own 
documents when we had the government purchasing people before us? We have 
much material on that which is right up-to-date; and the same for “B” part, 
hy Gages oe 

Mr. Ort1Kow: In the light of the time Mr. Chairman, I will forgo that. 


Mr. Henry: Well, I can very briefly refer you to this. The prices to institu- 
tions and governments are shown, for example, in the set of figures that I gave 
you later on. You will find most of this right there, as one example, on Page 16. 
Then, the same drug in other countries—well you have Dr. Howe’s list—that is 
probably good enough for that, and thirdly, the price charged by newcomers—I 
think that in the Hoffmann-La Roche brief—this is just picking something out of 
the air I think Hoffmann-La Roche put down the prices that are being charged by 
some of their licensees for some of their products, and indicated those prices 
were lower than their own prices. That is an example for you. A price of 
unpatented drug—well I gave you one when ICI had decided to produce tetracy- 
cline at one-third the price of Pfizer, and the examples from the Green Book are 
already on pages 14 to 16. 


Mr. Oruikow: Mr. Chairman, I draw it particularly to your attention be- 
cause this brief on page 17 gives the figures on librium. It so happens that Dr. 
Howe last week suggested that I start taking this drug and I resent having to pay 


at the price of $4,400 a kilo when the product is costing the company only $450 
a kilo to produce. 


The CHAIRMAN: Is that before or after a Committee meeting? 


Mr. ORLIKOW: After a Committee meeting and today is not any different, 
Mr. Chairman. 


Mr. BRAND: Can I just interject and ask, perhaps the hon. member if it is 
librium that Dr. Howe had ordered and not the other drug put out on compulso- 
ry licence which apparently is cheaper? 


Mr. ORLIKOW: Well, I can assure Dr. Brand that I am looking into that 
myself. 


Mr. Branpb: Thank you very much. 
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Mr. ORLIKOW: I think that is all for now, Mr. Chairman. 
The CHAIRMAN: Mr. Howe? 


Mr. Howe (Wellington-Huron): Do you feel, Mr. Henry, that there are 
too many drug manufacturers in Canada? 


Mr. Henry: That is not my opinion necessarily, Mr. Howe. I think that those 
who are closer to the situation, mainly the manufacturers themselves, think that 
there are too many manufacturers; and this may well be true. I am not sure that 
one can say, on any objective test that this is so. I would say this though, I think 
there would be a tendency for there to be more drug manufacturers in the 
economy than might be necessary, because this is a relatively high profit indus- 
try, and this will attract people in to get some of those profits; you have this 
price structure, you see, so that anybody who is manufacturing a competing 
product tends to price up to what the big firms may be charging, or something of 
that sort. It may well be that what the industry says is correct. If this is so, then 
the proposals that I am making, by the exercise of economic forces, would 
probably reduce them somewhat, or instead of being eliminated from business, 
they may simply change the character of their operation. They may concentrate 
more on buying the drugs somewhere else and distributing them. 


Mr. Howe (Wellington-Huron): In other words, this is such a profitable 
business that there are too many people in it? 


Mr. Henry: No. If there are too many people in the business it is because it 
is profitable. They are attracted in. 

Mr. Howe (Wellington-Huron): In their words, it is a very profitable 
business? 


Mr. Henry: It is, yes, I certainly think it is. 


Mr. Howe (Wellington-Huron): I believe the reference to this committee is 
to find ways and means of reducing drugs. On page 9 you make the statement: 
If as a result of a package remedy downward pressure is brought to 

bear on price— 


What is a package remedy? 


Mr. Henry: Well, I first of all started out by saying that I think you cannot 
expect to accomplish the result by doing one thing which might reduce cost. 
Now, I picked out one thing that is being discussed in the committee, I know, 
that is taking off the sales tax. I do not think that is sufficient; that is what I am 
getting at. You must do something on the other side as well; that is, the patent 
side, which is what I would call the supply side. You must, to my mind, bring 
pressure to bear on price. It is true, I suppose if you took the sales tax off, 
immediately everybody would reduce their price list by roughly 10 per cent. 
This is not necessarily so, but presumably there would be some social pressure 
on them to do it. This would largely be dissipated in the course of time. I mean, 
if it was immediately apparent that some companies dropped their prices by the 
amount of the sales tax, this is fine; you would see it fora while, but it would be 
dissipated, as new drug products came on the market we would forget ali about 
that, we would be back where we are. 
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Similarly if you reduce the cost of promotion. It has been suggested that 
perhaps there could be something done here. Incidentlly I might say that Mr. 
Hume did not, in my view, accurately reflect the tenor of the combines act when 
he said that he did not think that this could be done in collusion because there is 
a provision in the combines act that says people may agree on limiting advertis- 
ing. And I think this industry could do the same as anybody else, if they want to, 
which could be doubtful. 

The point is that suppose you somehow get the advertising costs down; that 
does not mean the prices will come down unless you get some pressure on the 
price. Do you see what I mean? You can, eliminate some costs. I gave you that 
little example from my annual report because it happened to be a handy one, 
where we were able to get the costs down on the tariff, and this did not produce 
any result on the price. We were told the company just was not going to produce 
a reduction in its price. Therefore when I speak of a package, I am speaking in 
the broad sense of saying, first of all get some pressure on the price, then 
anything you can do to relieve the pressure, the upward pressure of costs, is all 
to the good, that is going to help. And the packages that are being suggested by 
other people, involved the tariff of course, as well. 

I make no particular suggestions about that because I think that you should 
consult the Department of Finance on that; but two commissions, and I think Dr. 
English, when he was here, all said that it would be useful to consider the 
reduction of sales tax, possibly the tariff; the dumping duty might be given some 
attention. So in other words, we have got the tax structure to consider. I simply 
refer to that because other people have referred ot it. If you can get the costs 
down to that extent that is all to the good. But my simple point is that it does 
not matter about reducing the costs if you do not put pressure on the price. 


Mr. Howe (Wellington-Huron): You are from the combines branch. You 
intimate that the patent pack system creates monopolies; have you examined any 
of those monopolies? 


Mr. Henry: Not patent monopolies. 


Mr. Howe (Wellington-Huron): You say: 
—to any program of injecting price competition into the industry that the 
monopoly at present afforded by the patent system— 


Mr. HENRY: Yes; well as I went over that sentence I explained that in fact, 
the patent does give a monopoly. I am talking in technical language; that is what 
it does. It gives you, as the patent owner, the right to exclude other people from 
manufacturing or buying and selling or using the product. That is what the effect 
of the patent is; it is a monopoly, and as I say there is no particular epithet in 
that word. 


Mr. Howe (Wellington-Huron): It is only a monopoly so long as there is 
not a compulsory licence given by the commissioners who allow somebody else 
to make this. 


Mr. Henry: That is right because, sir, you see, the monopoly aspect of the 
patent protection in the case of drugs produced by chemical process, is impaired 
to the extent that other people can get a compulsory licence to manufacture that 
product. Now, this is different, you see, from what happens with the patent 
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monopoly in connection, shall we say, with a radio set or something like that. 
You only get a compulsory licence there for an abuse of the patent. 


Mr. Howe (Wellington-Huron): We had some discussion the other day in 
connection with the length of time that it takes to get a compulsory licence, and 
that a certain drug manufacturer does have a monopoly position for probably 
two or three years. 


Mr. Henry: I think the time on the issue of compulsory licences was said to 
be, on the average, about 6 months; I believe that is information which comes 
from the patent office. But, then there are ranges on either side of that, and it 
may be that some have taken three years. You may recall, sir, that the Ilsley 
Commission, in making its recommendations about revising the Patent Act, 
would preserve the compulsory licencing provision for drugs, but would also 
make it imperative that some machinery be set up to produce speedy issuing of 
these licences. 


Mr. Howe (Wellington-Huron): As was stated to the Committee before, the 
Food and Drug people should have a little more people and more facilities to go 
ahead with these applications. 


Mr. Henry: I think they should be involved in the issue of the licence, so 
that the licence can be issued to proper, responsible people, and the Food and 
Drug Directorate should have a hand in that. This is part of the quality and 
safety control. 


Mr. Howe (Wellington-Huron): There was one other point made here 
today; in your statement you said that drugstores do less than one third of their 
business in pharmaceuticals. However, this does not indicate that the phar- 
maceuticals are much more profitable than a lot of the other lines that they 
carry. 


Mr. Henry: Yes, I think that is correct. 


Mr. Howe (Wellington-Huron): Pharmaceuticals create the best profit pic- 
ture; on toilet paper, or paper napkins or whatever they are selling, they do not 
make the same profit as they do on pharmaceuticals? 


Mr. Henry: No, this is right. 


Mr. HowE (Wellington-Huron): So that I sometimes feel that drugstores 
carry these products and use them as loss leaders to bring people in to show that 
they have a dispensary. 


Mr. Henry: This is possible. I must admit that I go into a drugstore to buy 
Kodachrome every so often on this basis. 


Mr. Enns: I have only one basic question and I hope that will not take too 
long. We have had discussions and rather interesting views on the whole element 
of competition. In some ways we are saying this is not really cost reducing, in 
other ways it is. But in delineating the problem, on page 2, you make the 
statement that costs of the drugs are higher than they need be, and that this is 
primarily due to lack of effective price competition. This is repeated again on 
page 8, where you say that competition on ethical drugs, if it was soundly 
planned and applied with determination, there is no question in your mind, 
would bring down the cost of drugs. The discussion up until now has been 
mainly on the manufacturing level or the retail level. My question is simply, 
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does this not also apply to the wholesale level? Would competition at the 
wholesale level not have some bearing on keeping in line, perhaps even bringing 
down, the cost of drugs? 


Mr. Henry: There is no question about this. All levels of distribution bear 
their share of responsibility. I will ask Mr. Davidson to correct me on this 
because he is the economist in our midst. It is my impression that this is not 
where the problem really lies; that the large wholesaling companies are prob- 
ably taking a reasonably small margin for their wholesaling activity, and 
generally speaking are reasonably competitive. 


Mr. Davipson: I think that that is true, one of the reasons being that the 
manufacturers quite often bypass the wholesalers in selling to hospitals and 
retail outlets, and therefore if the wholesaler is attempting to take too big a 
spread for the service he performs, the manufacturer can bypass him. 


Mr. ENNS: Yes, we have had earlier evidence that a very limited business is 
really handled by the wholesaler in the pharmaceutical industry. But none- 
theless there is a substantial lot going through that channel, the wholesalers. 
Now, it is also apparent, it seems to me, that there is a near monopolistic 
situation, in certain areas of Canada, at any rate. Take Manitoba, for example, 
where National Drug seems to be doing the greater amount of distribution, and 
where a recently formed wholesale house is not handling the lines, by virtue of 
the fact that the pharmaceutical manufacturing houses are not willing to deal 
through a new wholesaler. In other words, it is difficult for a new competitive 
force to emerge in this field. 


Mr. Henry: As the administrator of the Combines Act, I would want to 
know why they are not supplying a newcomer. 


Mr. ENNs: It is a very interesting question. It seems that it might possibly, 
even if it is only a few cents, bring down the costs, and yet firms are not willing 
to deal with a new emerging wholesaler. 


Mr. HENRY: Well, without prejudging the issue, of course, this would raise a 
question under the combines act, a question in part relating to the patent 
monopoly. And this is something which, if it were brought to my attention, I 
would feel I would have to give some consideration to. 


The CHAIRMAN: Perhaps Mr. Enns could supply you with the complete 
information so that you could look into it sometime. 


Mr. Enws: I have certain information with me that might be of interest. I 
am not sure whether it should be on the record of the Committee. 


The CHAIRMAN: Perhaps you could see Mr. Henry after this meeting and 
discuss it with him. Mr. Blakely, do you have any questions? 


Mr. BLAKELY: No, I think all my questions have been dealt with. 
The CHAIRMAN: Do you have any questions Mr. Laidlaw? 


Mr. LatpLaw: No, Mr. Chairman, I think that if there were any questions 
Mr. Henry and his colleagues have answered them. 


The CHAIRMAN: Are there any other questions from the Committee? If not, 
we would like to thank Mr. Henry and his colleagues for coming before the 
Committee this morning, for presenting their brief and answering the questions. 
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The committee is adjourned until Thursday at 1.00 p.m. when we will again 
have Dr. Chapman before us. One week from today we will have the brief of the 
Province of Alberta which takes a great deal of study, I might add. 


THURSDAY, February 9, 1967. 


The CHAIRMAN: Gentlemen, I think we might proceed. While we are low in 
numbers the quality is obviously very good. This is, I think, the fourth time Dr. 
Chapman has been in front of us and we should be able to dispose of him and the 
Directorate today. As you know, next Tuesday we have a brief which we are 
counting on taking all day to present from the province of Alberta. That will 
conclude our hearings. Following this there will be many, many meetings of the 
committee. Are there any other questions anybody wanted to ask on the appen- 
dices or shall we proceed with Dr. Chapman’s statement on drug control in 
Europe? 


Mr. MACKASEY: I suggest we go directly to that. 


The CHAIRMAN: All] right, fine then. The credit for this statement, I think, 
belongs to you, Mr. Mackasey. Perhaps you could start. 


Mr. MAcKASEyY: Well, in all fairness, Dr. Chapman, I do not intend to spend 
too much time on it because we only have an hour and I am not too sure what 
purpose it would serve. We have had a general observation from you on it. You 
did mention earlier that names had been left out for very valid reasons and these 
were sources of extreme confidence that you would not want to jeopardize. You 
also mentioned quite honestly in your remarks, if I recall, theré was a certain 
degree of editing. I am not too sure how much editing has been done when I look 
at that and I look at the Maclean’s review of January 1, 1966. This is taken from 
Maclean’s review of 1966, Dr. Howe, there may be other copies here, I do not 
know. I think, Mr. Chairman, that my last observation was, in view of Mr. 
Henry’s pointed observations at the last meeting—which unfortunately I could 
not attend—that someone is suggesting there is added emphasis on the source of 
supply from Europe. Would you agree with that? Are you familiar with what he 
said; Dr. Chapman? 


Mr. CHAPMAN: Yes, I read his brief, Mr. Chairman. So I am familiar with 
what he has suggested: it would certainly require greater attention to imports 
from foreign countries if the proposals which he has made actually increased the 
flow of drug imports from abroad. I would anticipate that this would be the 
effect, I am not sure, of the extent of the effect. 


Mr. Macxkasey: In the Maclean’s and again I do not want to know who the 
inspector was, it is not important, it says that the FDD and I will quote directly 
here: 

The raw material from abroad is often processed and packaged by 
Canadian distributers lacking adequate knowhow on quality control. 
I go on a little further. 


The CHAIRMAN: Could you identify the portion, Dr. Chapman has the article 
in front of him. 


Mr. MAcKASEY: Well, it is in the middle column just above a picture of some 
unknown gentleman, Mr. Nesbitt, I think, who is a Member of Parliament. It 
begins: 
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One example: An FDD inspector found a kitchen table manufacturer 
putting out a drug which lost its potency within two days compared with 
the six-month’s shelf life of the same drug produced by a reputable 
company. He just did not know how to stabilize it, the Inspector ex- 
plained. All too often these small operators simply don’t know what they 
are doing. 


Is there any particular reference in this report, in your observations, that 
alludes to this experience? 


Mr. CHAPMAN: No sir, as far as I am aware it was not in the orginal draft 
either. Was this Mr. Mackasey’s question. You see this article has been put 
together by Mr. Dreskin, the section in the centre column, as a matter of fact 
there is a statement which reads as follows: 

Three FDD researchers have just returned from Europe where they 
studied how these drugs are produced for export. It is a part of the FDD 


pilot study for their new checking system—officially termed Drug noti- 
fication. 


Well I must say there was much more than that. We wanted to know as 
much as we could about the production of drugs in Europe. But that is the 
section that really applies to this document which you have in front of you, Some 
Observations of Drug Control in Europe. I do not know where the next portion, 
belongs or what was its source. 


Mr. Mackasgy: Well, they are direct quotations if you note the way they are 


written here. It is not just a paraphrase, it is a direct quotation from an FDD 
inspector. 


Mr. CHAPMAN: I do not know the inspector, Mr. Mackasey. 

Mr. MacKasrEy: Then whoever wrote the article was very callous and Mr. 
Dreskin was probably worrying a lot of people who read this. I can just imagine 
a lot of people at ten o’clock at night putting down Maclean’s and then having to 


go to the table or medicine cabinet to take whatever pill they are supposed to 
take and look at it rather apprehensively. 


Mr. CHAPMAN: Well, I might say sir, with regard to the first paragraph at 
the top of the third column, where it states: 
“Italy and Poland were recently removed from the U.K.’s list of sup- 
pliers in antibiotics’’. 


We still import pharmaceutical material from both countries. In Italy 
the laws call for manufacturers to assay their own products, but FDD inspectors 
often find the test equipment dust-covered and obviously unused. 

Now that apparently was attributed to Dr. Louis Greenberg who is the man 
that is referred to as two or three globe-trotting men who inspect the premises 
of foreign firms in countries ranging from France to Japan. 

Mr. Howe (Hamilton South): Excuse me a moment. Can you identify him 
further? 


Mr. CHAPMAN: Dr. Louis Greenberg? 
Mr. Howe (Hamilton South): Yes. 
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Mr. CHAPMAN: Dr. Louis Greenberg is an officer of the Laboratory of 
hygiene, the Department of National Health and Welfare in charge of biologics 
control. 


Mr. Howe (Hamilton South): He is not associated with your department? 


Mr. CHAPMAN: He is a member of our department but not of the Food and 
Drug Directorate. 


Mr. MaAcKASEy: He is a member of the Department of National Health and 
Welfare. 


Mr. CHAPMAN: That is correct. 


Mr. MAcKASEyY: But he is not a member of the Food and Drug Directorate. 
Naturally he makes this reports known to you? 


Mr. CHAPMAN: He makes his reports to me. 


Mr. MAcKASEY: He makes his reports to you. But you mentioned the other 
day, the last time you were here, that his function is not primarily the concept 
we have here of the Food and Drug Directorate. He is interested in the source of 
supply of drugs on certain schedules? 


Mr. CHAPMAN: Yes, certainly, but this is included in our area of responsi- 
bility. 
- Mr. MAcKASEY: Yes, but it does not take in all your area of respon- 
sibility of drugs coming in from Europe. 


Mr. CHAPMAN: No, that is quite correct. 


Mr. MackaseEy: I think we went over this area last time, you and I, in the 
committee. 


Mr. CHAPMAN: Mr. Chairman, I had not finished my point. Mr. Greenberg 
said he had made no such statement but that this quotation was made previously 
and he says this is a quote from a quote. 


Mr. MacKASEy: A quote from one of his original quotes? 


Mr. CHAPMAN: Well from one of somebody’s quotes, and a statement which 
he never made. 


Mr. MackKasEy: Well, in other words this article is false? Probably if we had 
Mr. Dreskin here he would have to admit this, would he not? He could not very 
well say who the FDD inspector was and yet he had the audacity to put this in 
public print. 


Mr. Howe (Hamilton South): Mr. Chairman, for clarification can this article 
be identified. I do not even know what article we are speaking of. 


The CHAIRMAN: The article appeared in Maclean’s magazine the first of 
January, 1966, and is entitled Background and it talks about the drug industry. 


Mr. Mackasey: I will read all the title. It says ““Background on the sub- 
standard drugs that are on the market and the government’s plan to close down 
the shady manufacturers.” It goes on to point out adequately the plans that 
Dr. Chapman had, which we all agree with, the exact terminology which replaces 
registration and drug notification. I think it does a good job and it is adequate. 
But then it goes on, Dr. Howe, to treat or to comment on the findings of three 
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inspectors of the Food and Drug Directorate on a trip through Europe examining 
some of the sources of supply. Of course, the direct quotation which upsets me 
refers to a kitchen table manufacturer putting out a drug and soon. 

The CHAIRMAN: Can we clarify that again; I think Mr. Allmark actually 
answered it but he answered it with his head rather than with a word that would 
be spoken. I think the purpose was there was no reference in the report to 
anyone who manufactured drugs on a kitchen table. Is that correct, Mr. All- 
mark? 


Mr. Howe (Hamilton South): The article makes a lot of that thing, is that 
the idea? 


Mr. MAcKASEy: Well it says a lot. 
Mr. Howe (Hamilton South): I want to get a concept. 


The CHAIRMAN: The point is there are not two or three Food and Drug 
Directorate inspectors in Europe, there is only Dr. Greenburg and he never made 
the statement attributed to him. 

Mr. CHAPMAN: Dr. Greenberg and his assistant—and that might be why 
there were two or three referred to. Actually there are two inspectors as far as I 
am aware. Dr. Greenberg says he does not make the statement that was attribut- 
ed to him. It is not attributed directly. 

Mr. Mackasey: I am to blame for the confusion. Perhaps I should go back to 
the regular way of proceeding. Did three members of the ‘Food and Drug 
Directorate tour Europe at any time in the last 18 months or two years or so? 


Mr. CHAPMAN: Yes sir, they did. 

Mr. MAcKasEy: Apart from Dr. Greenberg? 

Mr. CHAPMAN: Yes, they did. 

Mr. Mackasey: They are the three I am referring to, not Dr. Greenberg. 


This article is referring to these three people and not Dr. Greenberg? It says, let 
me read this to you: 


Three FDD researchers have just returned from Europe where they 
studied how these drugs are produced for export. It is a part of the FDD 
pilot study for the new checking system officially termed drug notification. 


Mr. CHAPMAN: Yes sir. That paragraph refers to this report but it is the only 
portion of this article, as far as I can see, that does refer to the visit of those 
three people. 


Mr. MAcKASEY: Fine, I am just trying to clarify it now. Just a little further 
in the article, it then goes on to quote this so-called example of their findings, by 
an FDD inspector. If you read the article you automatically presume that it is 
one of the three researchers. 


Mr. HowE (Hamilton South): He does not name the inspectors. 

Mr. MAcKASEY: I would not want them named, it would embarrass them. 
Mr. Howe (Hamilton South): No, but does the article name them or not? 
Mr. Mackasey: No. But it quotes directly from them. 
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The CHAIRMAN: I would not be afraid to name them, they have already been 
named in previous testimony. Two of them, I think, are in the room. 

Mr. MackaseEy: I have the highest respect for them, but when such an 
incident appears in public and does not appear in the observations: I am asking 
Dr. Chapman to what degree it has been edited. We have been hearing a lot of 
things about ministers editing reports lately and I want to know to what degree 
this has been edited. 

Mr. CHAPMAN: Mr. Mackasey the reference that Mr. Dreskin makes to an 
FDD inspector from the kitchen table manufacturer putting out a drug and so on 
was never in this report and it was not reported from Europe by three oficers of 
the directorate that visited Europe. These were Mr. M. G. Allmark, Assistant 
Director General of Drugs: Dr. L. Levi, Chief, Pharmaceutical Chemistry Divi- 
sion and Mr. R. Ferrier of our Bureau of Operations. 


Mr. Mackaskey: I accept that Mr. Chapman. It is quite possible the inspector 
was someone outside the researchers, someone else. Do we have FDD inspectors 
as opposed to FDD researchers because the three people are referred to as 
researchers. A little further on, it refers to an inspector. 


The CHAIRMAN: This is getting a little repetitious. 
Mr. MackKAsey: Oh no, it is not. It is an important point to me. 


‘Mr. Howe (Hamilton South): Let me clarify one point. Dr. Chapman gave 
three names, are you naming names, or are the names in this article? I am still 
confused as to the contents and validity of this article. You gave these names. 


Mr. CHAPMAN: Mr. Howe, there are no names in the article. 
Mr. Howe (Hamilton South): That is what I wanted to know. 
Mr. MAcKasey: Mr. Chapman, you say three researchers? 
Mr. CHAPMAN: Yes. 


Mr. Mackasey: The three people who went over there under the category of 
researchers, who would be considered here as the three researchers who went 
over on a particular trip. 


Mr. CHAPMAN: Well, I believe those three men I have named are the three 
men that Mr. Dreskin refers to as three FDD researchers— 


Mr. MAckasey: And, when you tell me that they did not make this report I 
accept it without any reservation, I agree with you. You tell me this was never in 
their original report and I accept it. I have no argument. I want to come down to 
another item. Are there occasions then when you do send inspectors over there 
on a particular mission to visit a particular plant? 


Mr. CHAPMAN: In the past to carry out actual inspection, the only one I can 
recall would be Dr. Greenberg. 


Mr. MackAseEy: He does not go for the FDD with regard to the subject 
matter of this committee. 


Mr. CHAPMAN: But, frequently we ask Dr. Greenberg to make visits to other 
plants that are supplying drugs other than biologics. 
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Mr. Mackasey: I think you mentioned he had done this on 75 instances? 


Mr. Cuapman: No, sir, the 75 instances are those for which licences have 
been issued to supply the biologics to the Canadian market, schedule C and D 
drugs. In addition to this we have asked Dr. Greenberg to visit labs that are 
shipping drugs to Canada, not biologics, other drugs. 


Mr. MackaSEy: So, he may have visited more than 75 plants. 

Mr. CHAPMAN: Oh, definitely. 

Mr. MAcKASEY: Could he be the FDD inspector that found this thing? 
Mr. CHapMAN: That found the kitchen table manufacturer? 

Mr. MACKASEY: Yes. 

Mr. CHapmMan: Not to my knowledge. 


Mr. MackaseEy: Is there anybody else from health and welfare or the FDD 
other than the three researchers and Dr. Greenberg who may have visited 
Europe in any official capacity. 

Mr. CHAPMAN: Let me ask my colleagues if they are aware of any such 
official during the past five years. 

The CHAIRMAN: Dr. Greenberg and his assistant, so there are two people. 

Mr. MacxasEey: Now we have five people to whom this could be attributed 
and certainly it is not one of the three researchers as Dr. Chapman said. So it is 
either Dr. Greenberg and his assistant— 

Mr. CHAPMAN: Not necessarily, Mr. Mackasey. 

Mr. MackasEy: Then it is a figment of the writer’s imagination. It has to be 
somebody. 

Mr. CHapMAN: I have the feeling that he may have contacted an FDD 
inspector in Canada and even the reference here is to Canadian production. Well, 
it is Canadian production so it could have been any of our 162 inspectors. 

Mr. MackKasEy: So this kitchen table manufacturer could very well be some 
firm in Canada, not necessarily in Europe. 

Mr. CHAPMAN: You will notice the sentence above also says the FDD, the 
raw material from abroad is often processed and packaged by Canadian dis- 
tributors lacking adequate know-how and quality control. Then one example 
follows. I would anticipate that this is what has happened and Mr. Dreskin has 
been talking to one of the 162 inspectors we have on our staff and he may have 
made some such statement. 

Mr. MacxasEy: So it is ambiguous. In other words this kitchen table 
operator may actually have existed in Canada and you people found him. 


Mr. CHAPMAN: Yes, that is possible. 


Mr. MacKasey: You sought him out and so on. It goes on to say he did not 
know how to stabilize the drug. 


Mr. CHAPMAN: Yes. 
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Mr. MackasEy: Now you brought to the attention of the committee the 
reference to Italy and Poland, which was recently moved from the U.K. list as 
supplier of antibiotics. It goes on to say “we still import material from both these 
countries”. Do we still import pharmaceuticals or antibiotics from Italy or 
Poland? 


Mr. M. G. AtLMaRK (Assistant Director-General, Drugs, Food and Drug 
Directorate): There are some licenced companies in Italy who market antibiotics 
in Canada. 


Mr. MackasEy: We do or we could, in other words, there is nothing to 
prevent us. 


Mr. ALLMARK: There is nothing to prevent us. 


Mr. Macxasey: Mr. Allmark, just for our information, are they still banned 
in the U.K. or do you know? 


Mr. ALLMAaARK: I could not say that they are. Ido not know. 


Mr. MacKasEy: Do you not have this exchange of information between food 
and drug directorates around the world? 


Mr. ALLMARK: We have some but there is a lot of information we do not 
have. 


Mr. Macxasey: Is there any reason you should not have any from the U.K.? 


Mr. ALLMARK: We could obtain the information if we asked for it but I do 
not think they would give it to us voluntarily. 


Mr. MackasEy: Well, have you ever asked for this? This article probably 
came to your attention long before this. You have read this article, were you 
concerned about it? 


Mr. ALLMaARK: I would not say I was too concerned about it because we 
knew that some of the facts in it were not true. 


Mr. MacKASEY: You were not concerned to the point that you verified 
whether or not the U.K. list of suppliers prohibited Italy and Poland from 
supplying antibiotics to the U.K.? 


Mr. ALLMaRK: I do not quite know how to answer that. Let me put it 
another way. If a Polish firm was licensed to sell antibiotics in Canada we would 
have inspected that firm and found it to be satisfactory and the antibiotics would 
come into Canada. Now I do not believe there is a firm in Poland that is licensed 
to sell antibiotics in Canada. There are firms in Italy that are licensed, as you 
know. 

Mr. MACKASEY: Well let us go back to Italy for a moment. Obviously, if this 
article is accurate—and I have no way of knowing—you say there are so 
many inaccuracies, that it could be inaccurate, it does state that the U.K. 
prohibits importation into the United Kingdom of antibiotics from Italy. Now, 
when you read this you did not find out from the U.K. whether it was a fact 
or not? 


Mr. ALLMARK: No, we did not. 


Mr. Mackasey: Do you not think you should have or was it not important? 
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Mr. ALLMARK: Well, I do not think it was too important because, as I 
previously said, if a manufacturer in Italy wanted to sell antibiotics in Canada 
they would have to pay through our licence procedure. They could not sell on the 
Canadian market until they obtained a Canadian licence. This would mean an 
inspection of the premises. 


Mr. MACKASEY: So, the inspection would be done by whom? 


Mr. ALLMARK: Well, as Dr. Chapman has just said, Dr. Greenberg would 
inspect the premises of the firm in Italy. 


Mr. Mackasey: Dr. Greenberg would fulfil this function for you regardless 
of what type of drug this firm intended to sell to Canada, whether it was non 
schedule or not? 


Mr. ALLMARE: No. 


Mr. CHAPMAN: It is only those drugs on schedules C and D that require a 
licence. 


Mr. MackKaseEy: Are antibiotics on this? 


Mr. ALLMARK: Parenteral antibiotics are on this. That includes injectable 
antibiotics. 


Mr. MAcKASEy: What about oral antibiotics? 
Mr. ALLMARK: No, oral antibiotics are not on the list. 


Mr. Mackasey: Well you can sell oral antibiotics to Canada from Italy 
without having your premises inspected by Dr. Greenberg? 


Mr. ALLMARK: That is true. 
Mr. MAcKASEY: But you cannot do that to England. 


Mr. CHapMAN: Mr. Chairman, could I just point out that this was a 
situation that developed. We were aware of the fact there were some shipments 
that had come in from Italy and the officials of the Ministry of Health in England 
were not satisfied, for one reason or another, with their quality. I do not think 
this is a permanent prohibition, not to my knowledge. 


Mr. MAcKASEY: I am a little confused now, Dr. Chapman. You say you were 
aware of England’s concern? 


Mr. CHAPMAN: We were through reports in the press. 


Mr. Mackasey: Only through reports in the press? Is this our only medium 
of communication? 

Mr. CHAPMAN: No sir. If we feel that this is sufficiently important we would 
cable or even telephone. We have done this or if it is not that important we 
write. 

Mr. MacKaSsEy: In other words, you did not feel this was sufficiently impor- 
tant? 

Mr. CHAPMAN: No sir, we did not. 

Mr. Howe (Hamilton South): Mr. Mackasey himself pointed out that our 
time is short today and I wanted to ask a few questions but nothing too lengthy. 
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Dr. Chapman, you feel that the imported raw key chemicals from Europe are as 
pure and efficacious as any that are manufactured in Canada or the United 
States, for that matter? 


Mr. CuHapmMaN: You are referring, Dr. Howe, to bulk drugs? 


Mr. Howe (Hamilton South): I am referring to bulk drugs in this particular 
question, yes. 


Mr. CHAPMAN: Could I ask Dr. Levi to report on the results of an investiga- 
tion which has been carried out in his Division on bulk drugs which were 
obtained from Canadian manufacturers. Many of these would be imported bulk 
drugs. 


Dr. L. Levi (Chief, Pharmaceutical Chemistry Division, Food and Drug 
Directorate): Yes, we have paid particular attention to the examination of bulk 
drugs and one of the reasons we concentrated on such an analysis was the fact 
that we had been in Europe and we wanted to find out the degree of purity and 
quality of the bulk drugs that are being imported into Canada. We have 
examined well over 100 different samples representing products of different 
types and from different manufacturers across Canada. 


I am quite happy to say that these products did meet the standards of the 
official compendia. We did find impurities in most of these products in trace 
amounts. Now, this brings up the important problem of how pure should a bulk 
drug be. I think our techniques and technical know-how of analysis have 
progressed to a point where we can find trace amounts of impurities if we look 
long enough and if we apply the sophisticated techniques we have available. In 
order to make an absolutely pure drug might involve a great deal of work on the 
part of the manufacturer. One ‘thas to use one’s judgment and really the key 
problem is what is the ultimate health hazard of the impurities that you find. 


Mr. Howe (Hamilton South): Are these trace impurities any more in the 
European imports than in the home manufactured chemicals? 


Mr. Levi: Well, for one thing we import by far the largest portion of our 
bulk drugs from abroad and relatively few drugs are actually manufactured 
in Canada. There are only a couple of primary bulk drug manufacturers in this 
country. I would, perhaps, go as far as to say we really do not know 100 per cent 
what the answer to this question should be. We would have to do much more 
work than we have done. But work we have done up to now would indicate that 
the bulk drugs we have examined both native as well as drugs imported from 
abroad do meet the official compendia. But, if we say official compendia, we 
should realize and this is what the industry should realize, that these compendia 
specify what should be considered as minimum standards. What we try to 
accomplish is to create the feeling or awareness that this is not always enough. 
One should do somewhat more than that actually required by the official com- 
pendia because there can be impurities present which behave, in the ultimate 
analysis, very much like the analysis of the bulk drug itself. Unless you apply 
some discriminatory techniques, some refined techniques, to detect these impuri- 
ties, you may have a drug that is not as effective as it is claimed to be. A great 
deal of knowledge is supposed to be applied. But, to answer your question 
correctly, we have not found any bulk drug that really would violate existing 
specifications. 
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Mr. HoweE (Hamilton South): But, in many instances your source of chemi- 
cal for both the brand name companies and the—I am going to have to use that 
word again—generic companies are the same? In other words they do not 
necessarily manufacture their own bulk chemicals here in Canada or in the 
United States but in both instances they are imported from Europe and used to 
make the same dosage forms but at different prices, shall we say? 


Mr. LEvi: Yes, this is quite true, as Mr. Allmark says, many companies 
operating in Canada receive their supply from the parent company in the United 
States. 


Mr. Howe (Hamilton South): Yes, I am sorry, I should have clarified my 
question by saying from Europe to either the parent company in the United 
States or to a so-called generic firm here in Canada that is receiving raw key 
chemicals from the same source and manufacturing the same ultimate phar- 
maceutical in different priced forms from the generic firms and the brand name 
firms. Maybe I have not worded my question very well but possibly you see the 
intent of the question is to state that the source of the actual chemical is the same 
for different priced drugs? 


Mr. CHAPMAN: May I speak to that? This may not necessarily be true. They 
may very well both be imported from Europe but they may be from different 
sources so you cannot say they are from the same source. They are both imported 
bulk drugs but that is as far as you can. 

Mr. Howe (Hamilton South): But in many instances they could be actually 
from the same source? 


Mr. CHAPMAN: They could be. We do not have that specific information. 


Mr. MackAsey: For a point of clarification, Dr. Howe brought up the 
question of copiers who obtain permission through compulsory licence to produce 
from the same raw material. Dr. Chapman, on page 7 it says—and this is only for 
clarification of the answer you have just given Dr. Howe—‘“need restrict the 
control of bulk drugs”. You emphasize that they come in from different coun- 
tries, even though they may be raw materials, theoretically they are the same. 
They come in from different countries and they have been produced by different 
methods. 


Mr. CHAPMAN: On page 7 of the report? 
Mr. MACKASEY: Yes sir. 
Mr. CHAPMAN: At what paragraph? 


Mr. MackaseEy: The third paragraph toward the bottom, the last four lines. 
Maybe you could read it out for the committee. I have violated Dr. Howe’s time 
and I appreciate his patience. 


Mr. CHAPMAN: Starting with “continued vigilance’’? 


Mr. MAcKASEY: Well, I think ‘“‘massive quantities” is good enough for me. I 
am sorry, it is on page 6. - 


Mr. CHAPMAN: Yes, it reads: 


Massive quantities of bulk drugs made in different countries and 
often produced by different methods of synthesis are coming into our 
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country and it is essential that they be thoroughly tested for identity and 
purity. 


Mr. MACKASEY: Yes. 


Mr. CHAPMAN: This is correct and this is the reason we have this project 
under way in order to determine the quality of those bulk drugs that are coming 
into Canada. 


Mr. MackaseEy: But they are not necessarily done by the same—The point I 
am trying to get at is these raw materials are from different countries and since 
they are produced by different methods there could be a difference? 

Mr. CHAPMAN: Yes sir. 


Mr. MackAasEy: In other words, coming back to the point Dr. Hilliard made 
the other day, there is a difference in them. 


Mr. CHAPMAN: I beg your pardon? 


Mr. MackASEy: Your paragraph in here strengthens Dr. Hilliard’s conten- 
tion, made before the committee last week, that there is a difference. This is 
another point I will go into when it is my turn to question again. 


Mr. ALLMARK: May I try to clarify that? What you are trying to put across 
here, Mr. Mackasey, is the fact that the same drug may come from various 
sources and it may be made by a different process. We are just a little bit afraid 
that the specifications which have been established for that drug would not 
identify the impurities that might possibly be in it. 

Mr. Mackasey: Is this not the basis of the Hilliard report? 

Mr. ALLMARK: Yes. 


Mr. Howe (Hamilton South): By the same token, these raw chemicals can 
be bought by any company in this country? 


Mr. ALLMARK: Yes. 


Mr. HoweE (Hamilton South): I mean you are not intimating by this that 
these less purified drugs are possibly purchased by the generic firms or the 
copying type firms. These can be purchased by anybody. As you say, many of 
these chemicals are actually manufactured in Europe or in the United States for 
importation into Canada by any of the companies. So there is no inter-relation or 
any comparison of these trace impurities being bought more highly by any one 
firm more than another. 


Mr. ALLMARK: We are not trying to infer any specific company or companies 
are involved here at all. We are just pointing out the problem. 


Mr. HowE (Hamilton South): May I ask a question along the same line, 
then. What about your finished dosage form tablets or capsules that are imported 
from Europe? I have the same questions about them, as to their efficacy and their 
purity in the finished form compared to those that are manufactured here. 


Mr. CHAPMAN: These, of course, would show up in the results we have 
already tabled with regard to the quality of the drugs which are sold under 
brand name and those which are sold under generic name, and, some of which 
were imported. 
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Mr. Howe (Hamilton South): This is for emphasis, Dr. Chapman, I was 
aware of this but it was a follow-up question to my original question about 
chemicals and then in the dosage form. 

I would ask you one other question; I am not 100 per cent acquainted with 
the system myself, but what do you think of the British system of drug approval 
for sale and the determination of price, or do you have any ideas on that 
yourself? 

Mr. CHAPMAN: That is a very broad question and of course there is no 
agency that corresponds to the Food and Drug Directorate in the United King- 
dom. As far as new drugs are concerned they do have a voluntary procedure and 
I think Mr. Allmark is in the best position to describe briefly the procedure that 
is employed, if you are interested. 

Mr. ALLMARK: Very briefly, Mr. Howe, the Dunlop committee which reviews 
all new drugs in England is, I think, very similar in its type of operation to our 
own. In other words, all new drugs are submitted to the Dunlop committee and 
they go through the same type of examination as do all new drugs in this 
country. Over there it is on a purely voluntary basis, whereas here, we have 
regulations to cover our particlar operation. 

Mr. HowE (Hamilton South): Does price play some role in this too? 


Mr. AttMarK: No, as far as the Dunlop committee is concerned, they are not 
concerned with price at all. 


Mr. Howe (Hamilton South): Is there another body then? 


Mr. ALLMARK: There is another body over there, I think, concerned with 
price. 

Mr. HowE (Hamilton South): Do you know anything about it? 

Mr. ALLMARK: I am afraid I know nothing about it. 

Mr. MacLEAn (Queens): I have just a few questions to ask along an entirely 
different line of approach. As the committee is dealing with the costs and prices 
of drugs I suppose it is fair to consider all the costs involved in the availability of 
drugs to Canadians. Against the background of some recent evidence we have 
heard, could you make any comment as to how much of the effort of the Food 
and Drug Directorate is directed towards the inspection and analysis and so forth 
of imported drugs and, on the other hand, drugs that are partially or completely 
manufactured in Canada. Is there any ratio between the difficulty of policing, if 
you want to use that term, imported drugs and drugs of domestic manufacture? 
Putting it in other terms, if all our drugs were imported, would your job be 
easier or more difficult? 

Mr. CHAPMAN: If I may answer the first part of the question first, the only 
comparison that I would be able to make is from the total number of drugs in 
about 20 categories that we examined. I note that we examined 885 domestic 
dosage forms and 88 imported dosage forms. These are in final dosage form and 
therefore they do not include the bulk drugs to which Dr. Levi referred. So it 
would be in the ratio of about, well, ten to one, on the finished dosage form. Now, 
if the imports were increased certainly this would increase the load on the Food 
and Drug Directorate. 
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Mr. MacLEAn (Queens): You also, of course, have to put forth a lot of effort 
with regard to drugs that are imported in the bulk form, whether they are 
manufactured in Canada or imported for further processing in Canada. 


Mr. CHAPMAN: Yes, if these are imported as drugs then they come under our 
jurisdiction and we do devote a certain amount of time to them as Dr. Levi has 
indicated. 


Mr. MacLean (Queens): A slight diversion here, is it possible for a 
Canadian drug manufacturer to import chemicals that were not processed with 
the intention that they may be made into drugs; even if their purity and so forth 
is not up to drug standards in the country they come from and could they use 
this type of material for processing into drugs in Canada without you knowing 
about it? 

Mr. CHAPMAN: This is a problem that has given us some concern. If these 
come in as a chemical and are not directed to a drug firm, under these circum- 
stances, I think we would have difficulty in assuming that they were drugs. We 
would have difficulty treating them as drugs and therefore bringing them under 
our jurisdiction. However, if a chemical is imported into this country and 
imported by a firm that manufactures drugs then I think it would be reasonable 
to assume that it is going to be used for the manufacture of drugs and would 
come within our jurisdiction. Under these circumstances, of course, we could 
take any action that is necessary. 

Mr. MacLEANn (Queens): My question is not quite that technical. I assumed 
all of that but have you ever had a case come up where some legitimate chemical 
company imports into the country perfectly legally some chemical compound for 
general use that they never considered to be a drug; and then some drug 
company comes to them and says: “We will have a half a ton of that sort of 
thing,” without saying why they want it. Then, the drug company would use it in 
the processing of drugs? Is this possible or if someone attempted it, where would 
it be caught, only in the finished product? Is that right? 


Mr. CHAPMAN: This would be the likely place where it would be caught. Of 
course, it is the responsibility of the firm that did the purchasing to ensure that 
the raw materials are satisfactory. So the firm itself would be in violation if they 
did not check their raw materials and find it to be of satisfactory quality. If we, 
as under Dr. Levi’s survey, had gone into the plant and picked up that bulk drug 
and found that it was of poor quality and should not be used in drugs, then, of 
course, we could take action against the bulk chemical. 

Mr. MacLean (Queens): But, you have had no cases such as this? 

Mr. Cuapman: I cannot recall any. Dr. Levi, do you recall any instances 
where this has happened? 

Mr. Levi: If I understand this question correctly, what you wish to find out 
is whether a manufacturer can purchase chemicals, let us say sulphuric acid or 
acetyl chloride and proceed to make a bulk drug or even some commercial 
chemical— 


Mr. MacLean (Queens): Perhaps even something simpler still, welding 
oxygen and panning it off as medical oxygen for example. 
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Mr. Levi: Well, all bulk drug manufacture is based on the reaction of 
chemicals and therefore this is the usual approach. What is important is that the 
final product, the synthetic material is purified so that all the excess reagents and 
so forth, by-products and intermediates are removed. But as far as I can see 
there is nothing to stop the manufacturer from purchasing crude chemicals. 
before the synthesis of bulk drugs. What he has to do, if he is a conscientious 
manufacturer, is to ensure that the final product has been purified through 
crystallization or distillation or what-not so it meets the set of specifications. 


Mr. MacLean (Queens): Would you not agree that your task is much 
simpler when you can do an analysis on the bulk chemical from which the drug 
is manufactured, where the impurities would be more obvious, than if that 
impure chemical were used and processed through and you had the dosage form 
to work on? 


Mr. Levi: This is absolutely correct. 


Mr. MacLEAn (Queens): Now, my other question is with respect to your 
forecast of the establishment of the Food and Drug Directorate, 1964 to 1975. As 
a matter of information could you give—if this has not already been done—an 
estimate of the cost of the Directorate to the taxpayers at the moment, and what 
it will be at present costs in 1975? Perhaps, if you are in a position to do so, you 
might even go on to compare this with the amount of revenue from the sales tax 
on drugs. I do not know whether you are in a position to do that. The committee 
has the information, perhaps. 


The CHAIRMAN: When it was 11 per cent, roughly $20 million and it would 
be increased appropriately with an increase in tax. 

Mr. CHAPMAN: The budget, for the present year, is $6.7 million, that is for 
1966-67. Now, the increase would be in proportion to the increase in staff plus 
the increasing cost of salaries and services. I am sorry, but that is about as close 
an estimate as I could give you. The $6.7 million would correspond to our present 
staff of 820. ; 

Mr. Howe (Hamilton South): Is that the staff payment or is that your entire 
expense? 

Mr. CHAPMAN: I beg your pardon? 

Mr. Howe (Hamilton South): Is that the staff payment or is it your entire 
budget? 

Mr. CHAPMAN: No, sir. It is our entire budget including salaries, $6.7 million. 

The CHAIRMAN: And your projected staff for 1975? 


Mr. CHAPMAN: Yes, which has been extended to 1977 is 1,733. It is just a 
little over twice our present staff. 


The CHAIRMAN: So you would anticipate that your budget would have to 
increase by about twice as much? 


Mr. CHAPMAN: Well, I would anticipate that by 1977 it would be more than 
twice by quite a bit. 
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Mr. MAcLEAN (Queens): Even at present costs it would be a little more than 
twice? 


Mr. CHAPMAN: Yes, that is correct. 


Mr. HoweE (Hamilton South): Did you or did you not project that from 800 
and some odd to 1200 and some odd, or did I not hear you correctly? 


Mr. CHAPMAN: Seventeen hundred. 
Mr. HowE (Hamilton South): Oh, I am sorry, I did not hear you correctly. 


Mr. MacLEAN (Queens): In other words, even with this projected increase 
in staff, at present day costs anyway, the sales tax on drugs at $20 million is 
more than covering the cost of the entire budget of the Food and Drug Direc- 
torate? 


Mr. CHAPMAN: Yes sir. 


Mr. MAcLEAN (Queens): I do not want to imply that I am critical of this 
expenditure. I just wanted a comparison of it in terms of the costs of drugs to 
the consumer. I think that completes my questioning. 


Mr. FoRRESTALL: I have a supplementary question about the relationship 
between your costs and your projected figures for 1975. If my memory serves me 
correctly the natural escalation in the return from the sales tax would seem to be 
a fairly compatible figure with what Mr. MacLean was after. In the foreseeable 
future your Directorate is a self-liquidating process of this one tax. Would that 
be a reasonable conclusion to draw that for the foreseeable future the sales tax 
will take care of not only your existing needs but your projected establishment? 


Mr. CHAPMAN: Mr. Forrestall, since I am only familiar with one-half of that 
equation it is very difficult for me to draw any valid conclusions. I am not 
familiar with the manner in which the sales tax is increasing. 


Mr. FoRRESTALL: Well I am not saying an increased sales tax, I did not mean 
to imply that. I mean just the natural increase in the sale of drugs as our 
population goes up and more drugs are being bought, we are going to be 
collecting more money. That was all I meant, just the natural growth of the 
industry in terms of even a fixed or constant sales tax. 


Mr. CHAPMAN: Your statement sounds reasonable. 


Mr. ForRESTALL: I am curious. We are looking into this. If you cut off the 
sales tax and take 10 or 11 per cent of the cost of drugs you are not doing the 
Canadian taxpayers any good because they will have to dig up the $6 million or 
$18 million of your projected budget. I suspect you are a little conservative and 
it is very possible it will almost triple. You say almost double but I say triple and 
that is almost $18 million, literally $20.2 or $20.3 million. I am curious about the 
two sides of it. There is not much point taking 5 cents out his left pocket and 
putting it in his right pocket. That does not give him anything. If the Food and 
Drug Directorate, under your projected plans, can be taken care of with this one 
item in your own mind then I am content to leave it there because it 1s 
self-liquidating. 


The CHAIRMAN: I would just point out the difference being that the federal 
sales tax on drugs would be paid only by the people who use drugs, in other 
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words sick people. If the Food and Drug Directorate got its money from general 
taxation then it is liable to be shared by all the taxpayers in Canada. This was 
pointed out the last day we met in another aspect. 


Mr. FoRRESTALL: Yes, I have taken that into account. 


Mr. MacLean (Queens): I would like to point out that everyone gets sick 
sooner or later and needs drugs. 


The CHAIRMAN: Not everybody. Were you finished Mr. Forrestall? 
Mr. FORRESTALL: Yes, I was. 


The CHAIRMAN: I wonder if the Chairman could ask a question here, coming 
back to Dr. Levi. I am going to ask, going back to the examination of bulk 
chemicals that he has been testing from various areas, if any of the impurities he 
found were a significant health hazard to Canadians. Take for example, cobalt, 
about which we are now hearing medical evidence suggesting that this is, 
perhaps, injurious to health. 


Mr. Levi: This program has only been under way for about a year and you 
must realize that the isolation of trace amounts from these materials is a job in 
itself. In order to do toxicological testing you need quite a fair sample. We have, 
so far, only convinced ourselves that we do find impurities in trace contamina- 
tion. But I could not give you any precise accounting of the toxicological effect. 
This is really something that is very, very important. I think the industry should 
be more conscious of this fact. 


Mr. CHAPMAN: Mr. Chairman, I might just add that I stated previously we 
had no evidence that these impurities represent a hazard to health. However, as 
Dr. Levi has just pointed out, we intend to identify the unknown impurities and 
if warranted, we will determine their toxicity. 


The CHAIRMAN: Thank you. Mr. Laidlaw. 


Mr. LaripLtaw: Mr. Chairman, I wonder if I could ask Dr. Chapman to 
elaborate on a few comments he made the last time he was here with respect to 
the attitude of the Food and Drug Directorate with the Commissioner of Patents 
in connection with compulsory licencing. I believe at the moment, Dr. Chapman, 
your department is working very closely with the Commissioner of Patents on 
compulsory licencing. I wonder if you could elaborate on just what is going on 
between you and the Commissioner of Patents in this respect. 


Mr. CHAPMAN: Yes, Mr. Chairman, I would be very pleased to do so. There 
has been an exchange of correspondence between myself and Mr. J. W. T. Michel, 
Commissioner of Patents. It has been agreed that close collaboration between the 
Office of the Commissioner of Patents and the Food and Drug Directorate should 
be maintained on matters relating to the issuance of compulsory licences for the 
manufacture of drugs. This objective could be achieved if the Commissioner of 
Patents would supply my office with the names of individuals who have applied 
for a compulsory licence for the production of a chemical to be used as a drug at 
the time that a notice of such application is published in the Canada Gazette. 
This notification would permit the directorate to carry out the necessary in- 
vestigation to ensure the competence of an applicant to manufacture a particular 
drug and the adequacy of manufacturing facilities and controls as required by 
the Food and Drug Directorate. 
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Mr. Lariwiaw: As I understand it now, Dr. Chapman, this is an informal 
arrangement between the two offices? 


Mr. CHAPMAN: Yes sir, this is correct. 


Mr. LAIDLAW: In your view, if the committee were to make the recommen- 
dation that compulsory licences were to be continued, is it desirable that this 
informal arrangement should be made statutory; in other words written into 
Section 41(3) of the Patent Act? 


Mr. CHAPMAN: In my opinion, yes, this would be desirable. 


Mr. LaipLaw: Therefore, one would not have to depend on the whim of any 
particular Commissioner of Patents at any particular time? 


Mr. CHAPMAN: That is correct. 


Mr. LAIDLAW: I have one other question along the same lines, Dr. Chapman. 
The Iisley Commission in its report was quite concerned about delays following 
applications for compulsory licences. These delays were occasioned by patentees 
who, naturally, were reluctant to see compulsory applications granted and the 
time varies, I understand from the Commissioner of Patents, from about six 
months to two and a half years. The Ilsley Commission went on to say if delays 
of this nature were to be continued perhaps licences should be issued as a right, 
which means, automatically. The question I would like to ask you is if the Food 
and Drug Directorate as well as the Commissioner of Patents, by statutory 
enactment, had to clear every application for compulsory licence, do you think 
there would be any delay engendered by the activities of your department? 


Mr. CHAPMAN: In most instances I would not anticipate this would result in 
any delay. It would be my understanding that this would be going on concur- 
rently with whatever investigations the Commissioner of Patents is carrying out. 
The present arrangement is that the Commissioner of Patents will notify us at 
the time that a notice of such application is published in the Canada Gazette. 
Then, we would immediately carry out whatever inspections, analytical work or 
other investigations that are required. 


Mr. LAIDLAW: You cou'd see no reasons for any undue delay at all? 
Mr. CHAPMAN: No sir, I would not think so. 
Mr. LampLaw: Thank you, Dr. Chapman. That is all Mr. Chairman. 


Mr. Howe (Wellington-Huron): I was rather interested in page 5 of this 
report in connection with 6,873 radio and television commercials being scruti- 
nized. Are these submitted to you as tapes or do you have people watching the 
television and listening to radio incessantly to find out whether the advertise- 
ments are correct, misleading or what? 


Mr. CHAPMAN: Well, in the case of radio and television commercials, these 
are under the direct control of the Board of Broadcast Governors. The Board of 
Broadcast Governors use the Food and Drug as advisors, and unless a radio or 
television commercial has been cleared by the Food and Drug Directorate the 
Board of Broadcast Governors, under the Broadcasting Act, will not allow it to 
be used on any of the radio or television stations. Now I might, with those 
preliminary remarks, ask Mr. Hollett just exactly how these radio and television 
commercials are scrutinized. 
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Mr. A. HouLuett (Director, Bureau of Operations, Food and Drug Direc- 
torate): Mr. Chairman, the radio and television commercials which a manufac- 
turer proposes to use are submitted for review and these are sent to us. Any 
recommendation, will come from the Food and Drug Directorate concerning 
changes that will need to be made in order to comply with the Food and Drugs 
Act and regulations, or, perhaps there will be a rejection entirely. We act, in this 
capacity, as advisors, of course, to the BBG. If the commercial or continuity, as 
we call it, is rejected, then permission is not granted for the advertising agency 
or manufacturer to use the commercial. There has to be pre-clearance. This is in 
a written form, although, on occasion we get the tapes in order to hear the sound 
and you will appreciate that this gives a better appreciation of the message that 
is being put across if the sound is heard rather than the mere reading of the 
‘words. We do not review them on television. That is, we do not have a television 
set set-up in the offices of our inspectors to review the continuity. But I think 
this is desirable and we will have to get to that in the future. 


Mr. MackAseEy: One of those colour TVs we heard about in question period. 

Mr. Howe (Wellington-Huron): I was just thinking about coloured radio. 
Do you not think some of the pictures are misleading in connection with the 
advertising that comes over TV, the depth of pain and suffering that some people 
have? 

Mr. HOLLETT: We realize that this can have an impact upon the viewer and 


that perhaps a proper assessment or a correct assessment cannot be made unless 
we view the commercial on TV. 


Mr. Howe (Wellington-Huron): In other words, all television advertising 
and radio advertising has to be cleared by you before it can be put on the radio 
or DV 

Mr. HOuuett: That is right. 

Mr. Howe (Wellington-Huron): What percentage are turned down? 


Mr. HoLuetTtT: The percentage that are rejected outright? It is a very small 
percentage. Dr. Chapman may have the figures there. I would say, perhaps,— | 


Mr. CHapMaN: Of radio and television commercials, 6,873 were scrutinized. 
Of these 4,823 were acceptable; 2,050 were not acceptable. 


Mr. Howe (Wellington-Huron): In other words, about one-third were not 
acceptable. 


Mr. CHAPMAN: This does not mean that they did not appear after some 
modification. I think, Mr. Hollett said those which were rejected outright would 
be a small proportion. But there were 2,050 out of that total that required some 
modification. 


Mr. Howe (Wellington-Huron): And, did they have to appear before you? 
Did you have to clear the modifications as well as a final submission? 


Mr. CHAPMAN: Yes, we do. 


Mr. Howe (Wellington-Huron): Now, in connection with the next item, 
18,820 advertisements were reviewed. Do they all have to be cleared by the Food 
and Drug Directorate? 
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Mr. CHAPMAN: No sir. There is no preclearance for newspaper and magazine 
advertising. 


Mr. Howe (Wellington-Huron): Do you take any action for misleading 
information? 


Mr. CHAPMAN: Yes we do. 


Mr. Howe (Wellington-Huron): How many actions were necessitated in 
that 18,820 advertisements? 


Mr. CHAPMAN: One hundred and twenty-three were found to be not accept- 
able and some action was taken with regard to those. 


Mr. Howe. (Wellington-Huron): Did you take court action or through the 
Combines of the Justice Department for misleading advertising or what action 
are you allowed to take in this regard? 


Mr. CHAPMAN: Well, we can exercise the full authority and the penalties of 
the Food and Drugs Act which states that no person shall advertize a drug in a 
manner that is misleading or deceptive. 


Mr. Howe (Wellington-Huron): Thank you, Mr. Chairman. 


Mr. MacLEAN (Queens): I have one supplementary to the questioning of Mr. 
Laidlaw. In connection with licences for the manufacture of drugs, would it be 
possible or practical, when an application is made for a licence, for the applicant to 
demonstrate his ability not only by the inspection of his plant and all this sort of 
thing but by production of a pilot quantity of his proposed manufacture so that it 
would be available, in advance of being put on the market, for analysis and 
perhaps clinical testing as well, in cases where clinical analysis might not be 
sufficient, and where clinical testing would at least be desirable. 


Mr. CHAPMAN: We feel that we should have a sample of the drug in order to 
make a proper assessment. However, under the Food and Drugs Act our legal 
counsel has indicated that we cannot make such a requirement as a condition of 
sale. However, I might say that since these arrangements have been worked out 
with the Commissioner of Patents, any time that we have asked a manufacturer 
who has applied for a compulsory licence for a sample of a drug, it has been 
supplied to us. But, if that person refused to provide us with such samples then 
we would have to be waiting outside his premises when he produced the first lot 
in order to check it out. 


Mr. MacLean (Queens): So it is rather academic at the moment but would 
you think it would be desirable for the law to be amended so this would not be a 
requirement? 


Mr. CHAPMAN: This, certainly, would close a loophole. 
Mr. MacLEAn (Queens): Mr. Chairman, thank you very much. 


Mr. Hower (Hamilton South): Have you the staff and or the money to be 
able to carry out this type of thing as a general rule, as it stands at the moment? 


Mr. CHAPMAN: Do you mean, Dr. Howe, in connection with the issuance of 
compulsory licences? 


Mr. Howe (Hamilton South): No, I am sorry, with regard to doing clinical 
testing. 
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Mr. CHAPMAN: No sir, we do not have either the capacity nor the facilities to 
do this. 


Mr. MackaseEy: Mr. Chairman, if you have two choices open then, one not to 
leave these drugs on the market and the other to take a chance because your 
staff is inadequate; I will leave it up to the public as to which is the best. I am 
more interested in coming back to the key paragraph in the Hilliard Report as I 
see it, and I can only refer to it as K.5 because that is the number on this thing. 
If I recall the main purpose of this meeting was your opinion of the Hilliard 
Report. It states: 


It is not sufficient any more to perform a simple test on a finished 
product...Muinor changes in process may lead to quite different contami- 
nants in finished products and these contaminants may be toxic and may 
even be missed by routine chemical analysis. 


Do you agree with this? 


Mr. CHAPMAN: I agree that this is a possibility. This, of course, is the reason 
we have set up the tests to check on the raw material. I would like to add to add 
to that statement however, that cases where a very thorough chemical examina- 
tion has been carried out and then toxic effects have appeared in the finished 
product, have been very few and far between. But, it is possible. 


Mr. MAcKASEY: Of course, knowing your reputation for perfection, very few 
are too many. 


Mr. CHAPMAN: Yes, I agree. 


Mr. MacKASEy: I tie this in, again, with the report on page 6 that I 
mentioned earlier that states: 


Massive quantities of bulk drugs made in different countries and 
often produced by different methods of synthesis are coming into our 
country— 


Is this not precisely what the Hilliard Report is saying? You admit in your 
report—I do not like using the word “admit’’—you point out quite logically that 
drugs coming in from different countries are manufactured by different methods. 
The Hilliard Report ties in to say that: 


Minor changes in process may perhaps lead to quite different con- 
taminants in finished products and these contaminants may be toxic and 
may even be missed by routine chemical analysis. 


You would not define you analysis now as routine chemical analysis, in the 
Food and Drug Directorate? 


Mr. CHAPMAN: The techniques that Dr. Levi has referred to would not be 
routine chemical analysis. They would be more sophisticated than that. 


Mr. MAcKASEy: There are a thousand and one questions I would have liked 
to ask because your answers, objective as I know they would be, would lead 
to the conclusion I get of all these hearings, Mr. Chairman. I realize the bell is 
ringing and I am going to have to leave these questions out. But, you did discuss 
with Mr. Laidlaw, one of the recommendations of the Hilliard Report. In other 
words, you voluntarily have entered into some kind of informal arrangement 
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with the Patent Office. Now, we have suggested in this committee, a triumvirate. 
In other words, you are two-thirds of the way. We were suggesting an economist 
be added to your board. What do you think of this suggestion? 


Mr. CHAPMAN: Well, I presume the economist would be on this committee 
to give consideration to the economic aspects. 

Mr. MAcKASEY: He would give consideration to the establishment of realis- 
tic royalties. In view of your experience in the research done and so on by the 
innovator and the copier. 

Mr. CHAPMAN: This certainly falls outside the jurisdiction of the Food and 
Drug Directorate but I would see no objection to it. 


Mr. MAcKASEy: Since you accept, and I am glad you do, one of the recom- 
mendations of the Hilliard Report, do you accept them all? 


Mr. CHAPMAN: We are in agreement with the intent of all the reeommenda- 
tions of the Hilliard Report. 


Mr. Mackasey: I am glad to hear this. It brings me to their suggestions or 
recommendations concerning new drugs. Are you in agreement with their con- 
cept of what a new drug is or should be? 


Mr. CHAPMAN: This is recommendation no. 5, I believe. 


Mr. MAcKASEyY: You skirt it, in your report, because of legal problems, I 
think. You do mention it in your own report, recommendation no. 5. 
Mr. CHAPMAN: Yes. Recommendation no. 5 reads: 
That the definition of a new drug be amended to include a drug not 
currently in new drug status if it is to be manufactured or produced by a 
method or process that is substantially different from the method or 
process currently being used in Canada; or if with prolonged use, new or 
more serious or more frequent side effects, develop. 


Mr. MAcKASEyY: Do you agree with this? 


Mr. CHAPMAN: I cannot say yes or no, Mr. Mackasey. I will have to offer an 
explanation. 


Mr. MAcCKASEyY: An explanation as to why you cannot say yes or no? 
Mr. CHAPMAN: Yes sir. 
Mr. MAcKASEyY: All right. 


Mr. CHAPMAN: We consider that the first portion of this recommendation 
may already be covered under the present definition of a new drug. However, to 
remove any doubt the definition will be amended in such a manner as to do so 
and the proposed wording has been discussed with the Department of Justice. 
We propose to make this change when we make the recommendations which are 
incorporated in the Boyd report. Now, with regard to the second portion— 


Mr. MAcKASEY: Would you repeat the second portion so I know we are 
talking about the same thing. 


Mr. CHAPMAN: Yes, the second portion reads: 
—or if with prolonged use, new or more serious side effects, develop. 
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Mr. MackaseEy: “Or more frequent side effects develop.” 
Mr. CHAPMAN: Yes, I am sorry I paraphrased this. 


Mr. MAacKaSEY: Well I will get it accurate because it is important: 
—or if with prolonged use, new or more serious or more frequent side 
effects, develop. 


Mr. CHAPMAN: We placed this question before the Department of Justice 
and we have gone back to them a second time and asked them to reconsider their 
initial decision. The Department of Justice has ruled that “the Governor in 
Council has no authority under the Food and Drugs Act to make a regulation to 
include in the definition of a new drug an old drug if previously unknown serious 
adverse reactions develop from its use”’. 


Mr. MAcKASsEY: Why did you go back and ask them to reconsider this? 

Mr. CHAPMAN: This was because the Pharmaceutical Manufacturers Asso- 
ciation approached our Minister with regard to this matter. We met with the 
legal representatives of the Pharmaceutical Manufacturers Association of 
Canada and at this meeting we agreed to present the question to the Department 
of Justice again and the assistant deputy minister of justice, Mr. Thorson, gave 
us this ruling. 

Mr. Macxasevy: Is this the same Mr. Thorson who was here as a witness? 

Mr. CHAPMAN: No. 


Mr. Mackasey: No. You used the word “reconsider”, and I put the wrong 
connotation on the word “reconsider” because to reconsider means a change of 
verdict to me. Whereas, your explanation simply meant that you asked for a 
review of the decision. 


Mr. CHAPMAN: That would be more correct, thank you very much. 
Mr. Macxkasey: I think it is important. 
Mr. CHAPMAN: Yes, “review” would be better. 


Mr. Macxkasey: But, it still does not give me any inkling as to whether the 
Food and Drug Directorate agrees with the Hilliard Report, provided the De- 
partment of Justice agreed that such a move was legal, if necessary. 


Mr. CHAPMAN: We agree that the Food and Drug Directorate should be 
aware, “if with prolonged use, new or more serious or more frequent side effects, 
develop” in the use of a drug. We are now considering regulations that will 
require a drug manufacturer to provide us with this information on any drug, 
whether it is in “new drug” status or an old drug. 


Mr. Mackasey: Before I conclude in this respect, Mr. Chairman, I would 
just like to offer my appreciation to Mr. Howe for remaining here. I feel very 
conscious that the bell has finished ringing— 

The CHAIRMAN: |And the Chairman. 


Mr. MackKaseEy: And the Chairman, particularly Mr. Howe, and I appreciate 
it. In other words, Dr. Chapman,—correct me if I am wrong—you do imply 
therefore that an old drug—I hate the terminology and I think we should in our 
recommendations, Mr. Chairman, come up with a new definition—after eight, 
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nine or ten years on the market, which could conceivably be manufactured at 
that time by the innovator and one or two or more copiers, if it should develop 
some unexpected side effect, like Thalidomide eventually did, that as far as you 
are concerned, everybody, innovator and copiers, will have to reconsider their 
product as a new drug? 


Mr. CHAPMAN: Yes sir, if we considered it was serious enough to put it back 
into a new drug status, we could do that or we could use any other authority we 
have under the act to control this. 


Mr. Mackasey: But the Department of Justice does not agree with that. 
Regardless of how serious the side effect is they cannot find any means at the 
present where an old drug could be considered a new drug? 


Mr. CHAPMAN: No sir, possibly I had better read the statement again. ‘The 
Governor in Council has no authority under the Food and Drugs Act to make a 
regulation to include in the definition of a new drug, an old drug if previously 
unknown serious adverse reactions develop from its use”. However, we do have 
authority under Section 24 of the Act to make regulations respecting the condi- 
tions of sale of a drug. We have discussed this with the Department of Justice 
and we believe, and they believe, that we have the authority under that section 
of the act to make a requirement, not relating to the definition of a new drug, but 
requiring a manufacturer to report to us any previously unknown serious 
adverse reactions that develop. 

Mr. MackKasEy: Do you not think it would be desirable for the sake of safety 
that this be done with all drugs anyway? 

Mr. CHAPMAN: Yes sir, I do. 

Mr. Mackasey: So this is incidental. In other words, at the present moment 
there is nothing in the Food and Drug regulations that would permit the Food 
and Drug Directorate to reclassify an old drug as a new drug in case of these side 
effects we are talking about? 

Mr. CHAPMAN: That is correct. 

Mr. Mackasrty: Do you think it desirable that you should have this 
authority? 

Mr. CHAPMAN: Yes, I do. 

Mr. Mackasey: Instead of finding alternate ways? 

Mr. CHAIRMAN: I beg your pardon, could you clarify that? 

Mr. MackAsEvy: I would rather not repeat it because it is incidental, and it is 
unfair to you. In other words, because it is not there someone has expressed the 
legal opinion that perhaps you can get the same results with some other regula- 
tion in a more indirect method. 

Mr. CHAPMAN: Possibly it might be the most direct method. We would not 
be involved then with a definition of a new drug. We would simply require that 
the manufacturer must keep such records and must report these to us. 

Mr. MacKAsEy: To be fair, not only to the press and myself and Mr. Howe, 
would you briefly repeat for us the regulations that new drugs must respect at 
the present moment that all drugs do not have to respect at the present? 

The CHAIRMAN: I think we should shorthly terminate this, Mr. Mackasey? 

25609—6 
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Mr. MAcKASEY: You may think so, Mr. Chairman, and I will accept your 
ruling, but I do not think so. I think it is vital to the whole 40-odd meetings we 
have had. 

The CHAIRMAN: I would like to say this is a field we have already covered. 

Mr. MacxkaseEy: Then let us say I am a little more stupid than most people, 
Mr. Chairman, because I need refreshing and I do not know a better man to 
do it than Dr. Chapman. 

Mr. CHapMAN: Under Section C.08.007 of the Food and Drug Regulations 
there is a requirement that: 

Where a manufacturer has received a notice of compliance in respect 
of a new drug submission or supplement thereto, he shall establish and 
maintain records including adequately organized and indexed files con- 
taining full information respecting (h) any unexpected side effects, injury, 
toxicity or sensivity reaction associated with the clinical uses, studies, 
investigations and tests respecting that new drug. 


Now then in the following section it says that: A manufacturer shall furnish 
to the Director as soon as possible and in any event within 15 working days of 
the receipt by him, reports in duplicate of all records respecting the information 
contemplated by paragraphs (g), (h), (i) of Section C.08.007. 

Subparagraph (h) is the one I just quoted. Now, that is required for a drug 
that is in new drug status. 

Mr. MacKkasey: Of course, when a new drug becomes an old drug right now 
it is a matter of judgment from your department? 

Mr. CHAPMAN: That is correct. 

Mr. MacKaseEy: Usually it is at this time that copiers apply for a compulsory 
licence, when, a drug has reached the old drug status? 

Mr. CHAPMAN: Yes sir, I would say that was correct. 

Mr. MacxkaseEy: But, if after both the innovator and the copier or copiers 
have had the old drug on the market, three, four or five years, and unexpected 
side effects develop, you would certainly go along with the Hilliard recommen- 
dation that the drug be re-classified as a new drug? 

Mr. CHapMAN: I would go along with the Hilliard recommendation that 
appropriate action should be taken, depending on the circumstances of the 
situation. I think this was the intent of the Hilliard recommendation. 

Mr. MacKAasEy: Thank you, Mr. Chairman. 

The CHAIRMAN: This meeting is adjourned. 
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FOREWORD 


In July 1962 the Royal Commission on Health Services requested the Re- 
search and Statistics Division of the Department of National Health and Welfare 
to prepare a report on the provision, distribution, and cost of drugs in Canada. 
The report was submitted to the Commission in January 1963 and was published 
by the Commission in July 1965.’ 


Because most of the statistics in that publication applied to 1960 and prior 
years, and because of the current interest of the Special Committee of the House 
of Commons on Drug Costs and Prices, the Research and Statistics Directorate 
has prepared this memorandum updating as far as possible some of the most 
significant of the statistics in the original volume. 


Time and staff limitations have prevented a complete revision of the study. 
In general, the statistics herein parallel those in the chapters ‘Present methods 
of production and distribution of drugs” and “Expenditure on drugs in Canada” 
of the earlier study, although certain changes in concepts and of tabulation 
methods in the sources have prevented the production of exactly comparable 
data in a few cases, and have permitted fuller treatment in others. 

This memorandum was prepared by Mr. Arthur F. Smith in the Health 
Resources and Expenditure Section of the Health Research Division, under the 
direction of Mr. William A. Mennie, Principal Research Officer (Health). 


John E. Osborne, 
Research and Statistics Directorate. 


1Department of National Health and Welfare, “Provision, Distribution, and Cost of Drugs 
in Canada”, Royal Commission on Health Services, Ottawa, 1965 (Queen’s Printer, Catalogue | 
No. Z1-1961/3-1/7). | 
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I. The Medicinal and Pharmaceutical Manufacturing Industry 


Highlights 
In the period from 1960 to 1963, the drug industry in Canada experienced 
the following significant changes: 

1. The number of establishments was reduced by 25 to 173. 

2. The remaining establishments expanded, so that the total number of 
employees rose from 8,000 to 10,400. 

3. Output per employee decreased in dollar value. 

4, Total output increased from $165 to $194 million. 

5. The very largest firms, those producing over $5 Pens each, in- 
creased in number from Oto 13. 

6. Proprietary medicines account for only 13 per cent of total output, as 
compared with 15 per cent in 1960 and 20 per cent in 1953. 

Other interesting highlights of the industry in 1963 may also be noted: 

1. Almost 8 out of 9 firms were located in Ontario or Quebec. 

2. Only 1 out of 50 employees worked in firms outside Ontario and 
Quebec. 

3. 10 per cent of the firms produced 60 per cent of the industry’s output. 

4. Payroll accounted for just over 20 per cent of revenues. 

5. Materials and supplies accounted for less than 25 per cent of revenues, 
as compared with more than 50 per cent in manufacturing generally. 

6. “Other” expenses, including advertising, accounted for more than 40 
per cent of revenues, as compared with 16 per cent in manufacturing 
generally. 


Size and location 


Table 1 sets out some primary statistics concerning the drug manufacturing 
industry’ in 1963. The 173 establishments shipped goods with a selling value of 
$194 million and had 10,400 employees. (In 1960 there had been 198 establish- 
ments, $165 million worth of shipments, and 8,000 employees.) The average 
output per establishment thus rose from $950,000 in 1960 to $1,100,000 in 1963, 
while average output per employee was falling from $20,600 in 1960 to $18,600 in 
1963. 

Only 20 establishements were located outside Ontario and Quebec in 1963, 
and there had been 21 in 1960. Furthermore, the plants outside those two 
provinces were generally smaller, accounting for only one-fiftieth of the em- 
ployees of the industry as a whole. Their output, however, did increase sharply 
from 1.4 per cent of the industry-wide total in 1960 to 1.9 per cent in 1963. 


Concentration 


Tables 2 and 3 set out selling value of factory shipments and the number of 
establishments, classifying each by a range of sales volume. From them one can 
observe that nearly one-third of the plants during 1963 produced less than 
$50,000 of goods each, and that the establishments producing $5 million or more 
each—nine in 1960 and 13 in 1963—-accounted for 41 per cent of the total output 
in 1960 and for 49 per cent in 1963. 


1The definition of the industry used includes those establishments chiefly engaged in the 
production of pharmaceuticals and medicinal preparations. Their output includes some veterinary 
medicines, insecticides, disinfectants, flavouring extracts, and toilet preparations, as well as 
pharmaceutical and medicinal products in the ordinary sense. 
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TABLE 1 


ESTABLISHMENTS, EMPLOYEES, AND FacToRY SurpMENTS®) or MANUFACTURERS ©) 
or PHARMACEUTICALS AND MeEpiIcINES, BY PRovINCcE, 1963 


ee —————————_——__TITTTEEEEEE 


Selling 
Number of Number of Value) of 
Establishments Employees Factory Shipments 
ad? op beivintive oi reemeanieies Sites 3 
$ 
ING Si SCO lA dete ote eee estas Se ete 1 (d) (d) 
New Brinswicks2.2) 008.25... 27 ae 2 (d) (d) 
Quebecen. «| s aceit here «Cae © sists > ered eerie 74 4,963 89, 664, 000 
ODGATION Ete SRE a eR Sah a eds he aoe 79 5, 243 101,349, 000 
Manito Day. oot cae eee cee tres clos Seva irs sei tase 5 (d) (d) 
Alberta...... te hey RO A Rae writers Ee vatbaree 2 (a) (d) 
British Columbians ketene ene ae arlene 10 80 789, 000 
Canad avec. o23 eeousent. Sets dyer 173 10,418 193,718,000 


ee eee Se ee ee ee aS “AN Be 


) Including patent medicines, veterinary medicines, disinfectants, insecticides, flavouring extracts, 
and toilet preparations. 


©) Manufacturers chiefly engaged in the production of pharmaceuticals and medicinal preparations. 
(c) Excluding sales tax or excise duties. 
(a) Confidential to meet secrecy requirements of the Statistics Act. 


Source: Dominion Bureau of Statistics, ‘‘Manufacturers of Pharmaceuticals and Medicines, 1963’’. 


TABLE 2 


SELLING VALUE®) or Factory SHIPMENTS”) aND CUMULATIVE PERCENTAGES, BY RANGE oF SELLING VALUE 
or Factory SHIPMENTS, MANUFACTURERS) or PHARMACEUTICALS AND Mepicinzs, 1960 AND 1963 


1960 1963 
Selling Value Selling Value 
Range of Selling Value of Factory Cumulative of Factory Cumulative 
of Factory Shipments Shipments Percentages Shipments Percentages 
$ $000 % $000 % 
Wrder $103,000: . fsa 38 YG cern ieee -auee cer os 141 wd 126 mat 
AG OOO. 2S GOO re a ccciave otters ia eens easton 371 oO 186 oo 
Dh OO0= OAQSOSOR 22018 ied POE ate atone a7 6 646 25 
50: O00—7 9:99: 999. scenes erred. ob PES oe] 1,080 1.4 989 1.0 
TOO; OOO © BOOT 909 chs wc oe cele erate Ore caged alates Svels 3,374 3.4 1,855 2.0 
200 000— FASG L909! =. orcas. oc vce abe omeaeinramnn en se 10,565 9.9 7,720 6.0 
HOO 000 P9909: 09 Oe ym ene ota, Nese Seolatis mes Pee 10,879 16.5 14, 677 13.5 
h-000° 000=4999) 990 esa wc ce herary. ies agrersk stars 70,546 59.2 71, 948 50.7 
FEOOO OOO TAN CSOVEE scien nc. era i teste aoe ate 67, 224 100.0 95, 563 100.0 
Lota) Satyr dientice: SAE rarer: Bice 164, 897 —_ 193,718 = 


(2) Excluding sales tax or excise duties. 


>) Including patent medicines, veterinary medicines, disinfectants, insecticides, flavouring extracts, 
and toilet preparations. 


(c) Manufacturers chiefly engaged in the production of pharmaceuticals and medicinal preparations. 


" elas Dominion Bureau of Statistics, ‘‘Manufacturers of Pharmaceuticals and Medicines’’, 1960 
and 1963. 
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TABLE 3 


NuMBER oF ESTABLISHMENTS ENGAGED IN MANUFACTURING PHARMACEUTICALS AND MEDICINES AND 
CUMULATIVE PERCENTAGE, BY RANGE oF SELLING VALUE or Factory SHIPMENTS, 1960 AND 1963 


1960 1963 
Range of Selling Value Number of Cumulative Number of Cumulative 
of Factory Shipments Establishments Percentage Establishments Percentage 
$ 
Under-$10:000sosttet ccs tie since oye 29 14.6 27 15.6 
DOV OUG =e 2A OOS oF ere cch sratut seeds 22 25.7 11 22.0 
25 3000>' ) 749;-999) fae .OLILEeVS's.4 21 36.3 18 32.4 
OS CO ws 99, 900 rec acensi a ek cnchohs 15 43.9 15 41.0 
LOGS O00 Sl 995999. one canine res 23 55.5 12 48.0 
200; CO0=9FS99 SOO els 2 LEE 32 ied 27 63.6 
500; 000 O98 NOOO Ss ee ee koe atetars 16 79.8 20 75.1 
1,000,000=4 ,'999,.999~.: . ram. . nse. vote 31 95.5 30 92.5 
5,000,000 andiioverd: at). S22. sreked 9 100.0 13 100.0 
EO taliey eee A See se Sawn rae ee 198 — 173 — 


Source: Dominion Bureau of Statistics, ‘‘Manufacturers of Pharmaceuticals and Medicines’, 1960 
and 1963. 


The output of the pharmaceutical and medicinal manufacturing industry in 
Canada is concentrated to a marked degree in the largest establishments of the 
industry, and between 1961 and 1964 that degree of concentration. was virtually 
unchanged. With the establishments ranked in order of their factory shipments, 
the 50 per cent of the establishments with the largest amounts of such shipments 
accounted for upwards of 97 per cent of the overall total of shipments, as shown 
in Table 4, and the top 10 per cent of the establishments produced 60 per cent of 
the industry’s total. On the other hand, if the outputs of the smallest establish- 
ments, beginning with the smallest of all, be cumulated with respect to their 
shipments it is necessary to cumulate the output of 40 per cent of the firms 
before one per cent of the industry’s total output is accounted for. 


Between 1961 and 1964 such shift as there was, was in the direction of slight 
reductions in the proportions of total output accounted for by the largest and the 
smallest establishments (the largest five per cent of establishments produced 39 
per cent of the output in 1961 and 38 per cent in 1964, and the smallest one-third 
of the establishments produced 64/100 of one per cent in 1961 and 50/100 of one 
per cent in 1964). 


Financial operations 


The financial operations of the pharmaceutical manufacturing industry may 
conveniently be examined over time and in comparison with manufacturing 
industries as a whole by converting all available absolute amounts to percent- 
ages of the related total-income figures. Percentages so derived are shown in 
Table 5 for the period 1960-63. 


The table reveals that sales accounted for all but 1 per cent of total revenue 
over the period studied, both in pharmaceutical manufacturing and in 
manufacturing generally. 
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On the expense side, the payroll (here interpreted to include salaries, wages, 
and cash withdrawals by working owners and partners) took just over one-fifth 
of the revenue, the precise percentages being slightly higher in pharmaceutical 
manufacturing (at 23) than in manufacturing as a whole (at 22 or 21).’ 

Materials and supplies took less than 25¢ of the revenue dollar in phar- 
maceutical manufacturing as contrasted with more than 50¢ in manufacturing 
generally. In both cases, despite the disparity in proportions spent, the propor- 
tionate supply expense rose moderately in 1961 and 1962 and eased off slightly in 
1963. 

One small but significant component of operating costs, fuel and electricity, 
took proportionately about four times as much of the revenue dollar—2¢ against 
4¢—in the whole of manufacturing as in pharmaceutical manufacturing consid- 
ered separately, over the four-year period 1960-63. 

1Comparable data for payrolls of manufacturing companies are not available for years 


before 1963 (in the case of pharmaceutical manufacturing) or before 1962 (in the case of manu- 
facturing in general). 


TABLE 4 


CoNCENTRATION IN THE PHARMACEUTICAL AND MEDICINAL 
MANUFACTURING INDUSTRY, CANADA, 1961 AND 1964 


Cumulative percentage Percentage of factory shipments 
of largest 
establishments 1961 1964 
& 39 38 
10 61 60 
15 = 75 
16 74 -- 
21 83 83 
26 88 88 
31 91 92 
36 94 95 
41 95 96 
46 — 97 
47 97 — 
Cumulative percentage Percentage of factory shipments 
of smallest 
establishments 1961 1964 
¢ 0.02 0.01 
12 0.06 — 
13 — 0.04 
17 O12 = 
18 — 0.09 
22 0.23 -- 
23 — 0.18 
28 0.40 0.32 
33 0.64 0.50 
38 0.98 0.75 
43 1.50 1.16 
48 2.24 — 
49 — LT. 


Source: Special tabulation by Industry Division, Dominion 
Bureau of Statistics. 
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TABLE 5 


FINANCIAL OPERATIONS OF ALL MANUFACTURING INDUSTRIES AND OF THE PHARMACEUTICAL MANUFACTURING 
InDusTRY, EXPRESSED AS PERCENTAGES OF ToraL INcomES, CANADA, 1960-1963 


All Manufacturing Industry Pharmaceutical Manufacturing 


1960 1961 1962 1963 1960 1961 1962 1963 
ets Pelee To To To Jo To To 


REVENUES 


9.0 99.1 99.0 99.0 98.8 99.2 99.0 99.3 

2 Otherincomet 4 eepigs4 ee. Bae 1.0 0.9 1.0 1.0 12 0.8 120 0.7 

Ba FOtal INCOME). ssc sc cs «oes cee ke 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
EXPENSES 

Av Cost of sales ee yo a (Past (BaX 73.0 73.2 42.9 48.1 48.7 45.9 

5. Salaries, Wages and Withdrawals —(») 22.6 2251 21.2 —(b) —(b) 23.2 22.6 

6. Materials and supplies............ 50.0 51.7 5258 51.7 20.1 DANE 24.5 DS 

te haeland electricity .. «2. 2-3... 2.0 2.0 1.9 1.8 0.4 0.4 0.5 Or5 

SacResidualh es one. ae ee —b) —3.2 —-3.3 —1.6 —(b) —(b) 0.5 —0.6 

Qe RODS DELO cre usc. a.- cys 3 Ne ee 0.5 0.5 0.5 0.5 0.4 0.6 0.6 ORG: 

HMarInteresti paid se... . 62.0. See oe (OTD 0.9 0.8 0.8 0.4 0.2 022 0.3 

11. Capital Cost Allowance....:..... 3<0 3.5 Bois 3.6 2.0 2.1 1.8 1.8 

[2° *@ therexpens€ cs0ch0. cas cae 16.6 16.2 16.2 15.8 44.0 40.5 39.8 40.6 

13aePotal-expense. 2.4... See 2p 94.2 94.3 94.0 93.9 89.7 91.5 91.1 89.3 

AC UTPEH Cy CAE DION G.occces «260 mero. ce 5.8 Bye 6.0 6.1 10.3 8.5 8.8 10.7 


‘“Ttem 4 is the sum of items 5 to 8. Items 5 to 7 were obtained from the D.B.S. sources listed below 
and item 4 from the Department of National Revenue sources. Item 8 is a balancing item representing the 
net sum of (i) costs of sales not included in 5 to 7 and (ii) discrepancy between the two groups of sources. 

) Figures not available. 


Sources: Department of National Revenue, ‘‘Taxation Statistics’’, 1962, 1963, 1964, and 1965 (data are 
for years two years before date on covers of publications); Dominion Bureau of Statistics, ‘‘Manufacturers 
of Pharmaceuticals and Medicines’, 1960, 1961, 1962, and 1963; ‘‘Advance Statement, Summary Statistics 
of Manufacturing Industries, 1963’’; ‘‘Summary Statistics of Manufacturing Industries, 1961’’. 


It is the expense category ‘Other’ that the most striking statistical differ- 
ence occurs between the pharmaceutical manufacturing industry and manufac- 
turing generally. This item, which includes advertising,! took upwards of 40¢ of 
the pharmaceutical manufacturing revenue dollar but only 16¢ or 17¢ of the 
general manufacturing revenue dollar. 


Composition of output 

The composition of the output of the pharmaceutical manufacturing indus- 
try changed notably over the 1953-1963 decade, as is shown in Table 6. The shift 
can be described as away from the production of nostrums and toward the 
production of more potent drugs. Proprietary medicines—primarily those drugs 
advertised to the public and sold ‘‘over-the-counter” to the public without a 
physician’s prescription—accounted for $18.6 millions or 20 per cent of the $93.6 
millions total output in 1953 and, although they amounted to $24.5 millions a 
decade later, their proportion of the $193.7 millions total had shrunk to 13 per 
cent. Human pharmaceuticals—which correspond roughly to the drugs that are 
advertised only to the medical and pharmaceutical professions, and include all 
the drugs that cannot be purchased at retail without a physician’s prescription 
—made up $66.3 millions or 71 per cent of the 1953 shipments and $148.4 
millions or 77 per cent of the total for 1963. 


1The definition used in the statistics reads, ““All expenses not otherwise provided for are 
included in this category, for example, advertising, administrative, and selling expenses”; 


Department of National Revenue 1965 Taxation Statistics Part Two, p. 22. 
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Selling expenses 


Table 7 brings together data from two surveys of selling expenses of 
pharmaceutical manufacturers made in 1960 and 1964. The surveys were made 
by the Canadian Pharmaceutical Manufacturers Association.1 Because not all 
firms in the industry participated, and because the 40 participating companies in 
the 1960 survey were not necessarily the same as the 41 in the 1964, the dollar 
amounts in the table have little intrinsic significance. The percentages, however, 
are of particular interest, since selling expenses loom so large in the phar- 
maceutical manufacturing industry. According to the surveys, selling expense 
took 29.2 per cent of the companies’ revenue from sales of human phar- 
maceuticals in 1960 and 30.6 per cent in 1964. The expense of face-to-face selling 
to physicians, the largest tabulated item in both years, took 9¢ of the dollar in 
1960 and 11.3¢ in 1964, while similar selling to non-physicians was contracting 
from 4.9¢ to 4.3¢. Samples and exhibits were unchanged. Journal advertising 
rose slightly and its rise was offset by a slight contraction in direct mail 
advertising. 


iINow named the Pharmaceutical Manufacturers Association of Canada. 


TABLE 7 


SELLING EXPENSES OF COMPANIES SURVEYED FOR THE CANADIAN PHARMACEUTICAL 
MANUFACTURERS ASSOCIATION, 


EXPRESSED AS AN AMOUNT AND AS A PERCENTAGE OF THEIR SALES or HUMAN PHARMACEUTICALS, 
1960 AND 1964‘) 


1960 1964 
Item 
‘ Amount Per Cent Amount Per Cent 
Field selling expense, selling to physicians......... 9, 738, 880 9.0 12,176, 598 11.3 
Field selling expense, selling to non-physicians.... 5, 278, 120 4.9 4, 668, 035 4.3 
Medical exhibits and space rentals for them...... 206, 000 0.2 229,357 0.2 
Advertising in medical and . pharmaceutical B 
Pe nats ee ate 206 RINaRS tM 2,030,000 1.9 819) 899°597 2.2 
‘Advertising by direch mails.f- 2 on.+ och. ae aes 3,048,000 2.8 * 25739. 423 Fa raat 
PrOMOviOnal SAIUDIER: sn nee > aahie be oie crises aisteeys> 3,953, 000 oh 3,939, 446 Bal 
tnor selling expenses?) Aeeae sever scene 6... ae 7,274, 000 6.7 6,893,175 6.4 
‘Totalisellingvexpenseseo.-es.. da ceueaecs $31, 528,000 29.2 $32,977, 561 30.6 


(«)Forty companies, selling $107,994,000 of human pharmaceuticals, were included in 1960; forty-one 
companies, selling $107,792,082, were included in 1964. 

()Includes (for 1960) donations, price lists, institutional advertising, displays for drug stores, ‘‘etc.”’ 
and (for 1964) ‘‘administration of Marketing, Selling and Advertising Function (Management and staff 
services, home office salaries and other expenses of the Marketing Department, including marketing re- 
search)”’ and expenses for advertising other than in medical or pharmaceutical journals or by direct mail. 


Sources: (1960 data) Answers to specific questions received from the Royal Commission on Health 
Services and provided by Canadian Pharmaceutical Manufacturers Association April 30, 1962; (1964 data) 
Submission to the House of Commons Special Committee on Drug Costs and Prices by the Pharmaceutical 
Manufacturers Association of Canada at Ottawa, Ontario, June 1966, page E5. 
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Il. Imports and exports of medicinal and pharmaceutical preparations 


The self-sufficiency of Canada with respect to medicinal and pharmaceutical 
preparations’ tended to increase over the 1953-1964 period, as shown in Table 8, 
but the increase was by no means uninterrupted. As a percentage of the 
combined total value of Canadian factory shipments and imports to Canada, the 
import figure averaged 12.8 in 1953-55 and had fallen to 9.9 in 1962-64. This 
reduction was coincident with a near-doubling of the value of imports, from 
$12.5 millions in 1953 to $23.2 millions in 1964, and a more-than-doubling of 
factory shipments of medicinal and pharmaceutical products, from $87.1 millions 
in 1953 to $203.6 in 1964”. 


An indication of the new flow of goods into or out of Canada can be obtained 
by relating imports to exports and subtracting the lesser from the greater. This is 
done in Table 9 and in the Figure, wherein the data have been reduced to per 
capita amounts for convenience and to offset the effect of the growing size of the 
Canadian population. Over the entire 1953-64 period, the Canadian drug trade 
has been in negative balance, which is to say, imports have exceeded exports. It 
was only towards the end of the period, however, that exports became half as 
large as imports. For the single year 1958 this had also been true, but in that 
year both imports and exports rose, the latter more rapidly. The year 1962 was 
the first in which an increase in exports had coincided with a fall in imports, and 
over the period 1962-64 the export total stayed close to half the import total. 


1Some of this production would occur as the secondary output of establishments primarily 
engaged in manufacturing other products; accordingly, production data in this section do not 
agree with figures for the ‘medicinal and pharmaceutical manufacturing industry”, discussed 
in the preceding section. For example, a meat-packing establishment might produce hormones 
and, although meat would be the major product of the establishment, these hormones would 
nonetheless be a medicinal preparation and therefore would be included in the present context, 
although they would be excluded from the previous section because they were manufactured 
in another industry. On the other hand, a drug-manufacturing establishment might produce 
lemon flavouring for use in cooking; such an operation would be included in the data in the 
previous section (because manufacturing drugs would be the principal object of the establish- 
ment), but would be excluded from the data in this section (because lemon flavouring is nota 
drug). 


2Figures used for imports in the report for the Royal Commission were obtained from 
Dominion Bureau of Statistics sources and, it now transpires, included weed killers, dips, sprays, 
fumigants, insecticides, pesticides, and disinfectants. Figures for these products have been 
excluded from the totals shown in the present report. 
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TABLE 9 


Imports, Exports, AND Net Imports or MupIcINnaL AND PHARMACEUTICAL PREPARATIONS, 
Per Capita, Canapa, 1953-1964 


Net 
Imports Exports Imports 
$ $ $ 

ISG enacig Saeete dla da AAS. RES iain ect gene hts Aire 0.84 0.38 0.46 
ORs sre OR teers 3 RRR A ai EAely, DAES ON eee 0.95 0.36 0.59 
OSD Rie tae iets te one bation Wee eee kale era 0.88 0.27 0.61 
OSG, Sater CE Set SN) ee a ee 0.91 0.33 0.58 
TOS Terese tel ace aklerdh ter. Me AS, cde om celodk 0.96 0.41 0.55 
TQ BSN eee ike cee coe pkeacar ciate eed onal apis SE Soy amen aes 0.99 0.56 0.48 
NOR Obar ent aes bs Nae WRAL teas ENG LS ere ndoray cute 1.04 0.39 0.65 
LO GORA a oR ore Se Seiars, he eget ete wears 0.93 0.32 0.61 
IENGULe Ree ee nes = Rare ieee SMe Serr ee 1.14 0.38 0.76 
GOLF a hk a ane oad it EY, hi de Die ee a ce eee 1.05 0.55 0.50 
LOGS El Mees aon. Fees meee ea eee. 1.07 0.55 0.52 
DOG Ae ood cscvastsersyocceMhon saa. teas hentia yiey ott, ema 1.20 0.58 0.63 


Sourcss: Table 8 and Dominion Bureau of Statistics, Hstimated Population of Canada by Province at 
June 1, 1966 (contains data for 1933-1966). 
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FIGURE 
IMPORTS, EXPORTS, AND NET IMPORTS OF MEDICINAL ANDO 


PHARMACEUTICAL PREPARATIONS, PER CAPITA, CANADA, 
I953-1964 
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Ill. Retail drugstores 


Over the decade-and-a-half between 1951 and 1966 the number of retail 
drugstores in Canada rose by 23 per cent from 4,098 to 5,021, as shown in Table 
10. The increase was not regular, with large rises in 1953 and 1963 and reduc- 
tions in five other years (notably in 1964 and 1965); the 1966 total was below the 
all-time record of 5,171 stores, set in 1963. 


During the same fifteen years the population increased by 42 per cent, or at 
a faster rate than did the number of drugstores. Thus, whereas there were on the 
average less than 3,600 persons for each pharmacy until 1958, since then there 
have been more than that number, and in 1966 there were 3,977 persons for each 
drugstore—the highest ratio ever. 


The volume of sales of all items, including drugs, of retail drugstores rose 
from $232 millions in 1951 to $515 millions in 1965 (Table 11), or from $16.55 
per capita in 1951 to $26.33 per capita fourteen years later. The average sales per 
drugstore, which amounted to $57,000 in 1951, had increased to $103,000 by 
1965’. 


Over the fifteen years ending in 1965, independent drugstores accounted for 
seven-eighths of the total sales and chain drugstores * for one-eighth, although 
the latter proportion was tending slowly upward. From 12.2 per cent in 1955, it 
had risen to 14.0 a decade later. 


It is a commonplace that the range and variety of goods sold in drugstores 
has widened greatly during recent years. Confined at one time to products at 
least associated with, if not directly intended for, the improvement of health and 
the treatment of illness, the drugstore today sells cameras, greeting cards, 
magazines, meals, and assorted knick-knacks. 


1 This average is calculated by dividing data from the Dominion Bureau of Statistics (Mer- 
chandising and Services Division) on drugstore sales by data from the Department of National 
Health & Welfare (Division of Narcotic Control) on the number of drugstores. Figures. in 
Table 13, which show substantially higher average sales (e.g., $138,000 in 1965), are based on the 
Canadian Pharmaceutical Association Survey, covering a much smaller number of drugstores 
(e.g., 595 in 1965) and employing a questionnaire to which response is optional; presumably, 
the different sizes of drugstore were not equitably represented among the respondents. 


2 When four or more drugstores are held under a common ownership they are deemed to 
be chain drugstores. 
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TABLE 10 


NUMBER AND PopuLaTION PER Rerait DRuGSTORE IN CaNnaDA, 1951-1966 


Number of Population 

Retail per Retail 

Year Drugstores Drugstore 
TOS 1lne ia sere tte rece seth. Sern hoes bene. air ang. a 4,098 3,418 
Dp ee re reo BEREAN d paras) Ge ogsirabics oh Cos (Aes veep Testa 4,094 3, 532 
TOSS RRA eck etd eee Ae SEEN, C4, BABIN ot RE a 4,465 3,325 
FORE eres: hs Mera be is AS cont ax tk lane emer eee 4,457 3,480 
ROS teeter eata en clncke ra + SOBRE Ra Sharer stale tela aiclareiivarctdtereraso aires ens 8 4,638 3,385 
1956 BETES EF IE OI Sh StS RLS dae 4,663 3,449 
7 esc ec ER bats eacoes tears Rass ee Pela 0) cue yn etary 4,733 3,509 
SOD Se GR fetes wn Res cr iPar seca s netehe'e oie ertreuaiave- svelte serie’ 4,773 3,578 
WORG Bree ese bt ers eee ed enh) cetee heed. Leelee 4,801 3, 642 
REE ee ce ee | 8! ene aire Oe i eC OO A 4,915 3,636 
NOG epee tee tence cRNA. Sree arciviaeie. | BAagn oe Kaans terete ee 4,877 3,740 
1 RUST 5 ceet en Rots Open ale Oe Spee Po Pere neh ACP Ce hme eee Oe eee 4,877 3, 808 
FOGS FS SSSR. le Te Bie Sh 5,171 3,654 
SY. Ree ee AES 54 caain EIEN © te GOR ees eit co amino rt 5,017 3, 834 
POC ee et ets ee baree striae a mererae ees 4,948 3,955 
VOGG re cel iter. Fcc bree ed SOLER ER OEE ELE «oe Ree 5,021 3,977 


Sourcss: Division of Narcotic Control, Department of National Health and Welfare, and Dominion 
Bureau of Statistics, Estimated Population of Canada by Province at June 1, 1966 (contains data for 1933-1966). 


TABLE 11 


Estimated Retain TRADE OF DRUGSTORES, CANADA, 1951-1965 


Amount of sales ($’000) Percentage of total sales 
Independent Chain Independent Chain 

Year Drugstores Drugstores Total Drugstores Drugstores 

$000 $000 $000 % % 

89 Recent endear 200,795 31,019 231,816 86.6 13.4 
OH 2e Abeta ake Waren comer 233, 563 33, 504 267 , 067 87.5 12.5 
OSS orcas hate Or ae romana 247,414 34,805 282,219 87.7 1253 
1 GES: ELE ane AY 5 Seat ere 245,901 35,908 281,810 87.3 ere 
TKO eA oe Cente, Shae, Mere haat ete 263, 681 36, 660 300, 341 87.8 1252 
TRS Rey pe Oi ane! TES Sea mie Re ANE en 287,730 41,299 329, 028 87.4 12.6 
DOD Ce actor 5 ase hie Be ortia cen caves 312,143 45,437 357,579 87.3 1 
B58 eA oe toh ravage tics sie oak 332,819 49,912 382,731 87.0 13.0 
Bice < A. Bika a Saratov ovshanetesr ar encie Sas 351, 004 53, 264 404, 268 86.8 13.2 
MBO artes oem hace ernie cers oats Ge 360,918 55,130 416,048 86.7 153583 
POG oe ere 371, 820 56, 464 428, 284 86.8 tee 
ODS. 2 cas is chet Aad Palsy: oN Chere 384, 328 57, 336 441, 664 87.0 13.0 
QUES iiccale) sxamevard tei ica scateeaas 399, 880 59,769 459, 649 87.0 13.0 
ED eS ee Ae eR onsite rerarun ARNG Sica & 415, 586 65, 042 480, 627 86.5 13.5 
TCG Oe CCA A Se RE RS Cea 443, 269 12, 128 515, 397 86.0 14.0 


Sources: Dominion Bureau of Statistics, ‘‘Retail Trade’, 1951 to 1964, Ottawa, and unpublished 
information from Merchandising and Services Division, D.B.S, 
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At the same time as the drugstores have been thus diversifying their trade, 
grocery stores, variety stores, and department stores have been competing with 
them in selling drugs. The so-called health and beauty aids’ counters of 
supermarkets display. dozens of products that: until lately would be found only in 
drugstores. 


Throughout the entire! period, the drugstores have had a monopoly, as 
against other retail stores, of the sale of drugs sold under a prescription issued by 
a medical practitioner. Such sales have constituted an increasing percentage of 
the total sales of the stores, rising from 17 per cent in 1953 to 29 per cent in 1965 
(Table 12). This increase is the more remarkable in the face of the coincident 
tendency of drugstore-inventory diversification. Apparently the competition by 
the supermarkets has drawn off sufficient sales of nonprescribed drug items to 
offset the reduction in the prescribed-drug proportion that diversification might 
otherwise have been expected to produce. 


Table 13 sets out the financial operating experience of the pharmacies that 
responded to the Canadian Pharmaceutical Association annual surveys for 1961 
to 1965, as published in its Journal. The figures should be regarded with some 
caution,’ but they: do indicate a steadily increasing average level of sales—up 30 
per cent between 1961 and 1965, with year-to-year increases of 5, 4, 13, and 6 
per cent, and an almost constant level of net operating profit until 1964 (between 
4.5 and 4.8), followed by a sharp increase (to 5.6 per cent) in 1965. 


1The data represent a voluntary response, not stratified by size or by province; thus stores 
of various sizes may be overrepresented or underrepresented (see footnote (1), page 15); thus 
also, in 1965 only 1.1 per cent of the pharmacies in Quebec were included, 10.6 per cent of those 
in Ontario, and 27.4 per cent of those in Saskatchewan. The same pharmacies did not report 
from year to year; of the 476 that reported in 1964, only 297 reported again in 1965 (they were 
joined by another 298 that had not reported in 1964). The figures may not be accurate from 
an accounting point of view; the 1965 report states that among the ‘‘pharmacists who own their 
buildings . . . many do not impute sufficient rent to their pharmacy operation and in fact 
some fail to impute any” (Canadian Pharmaceutical Journal, September 1966, p. XXVIII). 
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TABLE 12 


PROPORTION OF TOTAL SALES OF: REPORTING PHARMACIES 
ACCOUNTED FOR BY SALES ON PRESCRIPTION, 1953-1965 


1953 17¢3 
1954 | 18.5 
1955 7 ——-:19.8 
1956 , | 21,8 
1957 | | 12336=- 
1958 ate | "2346 
1959 Y 12683 
1960 26.3 
1961 : 1 § 2653. 
1962 eee: » 2519: 
1963 ee 
1964 oi eu 28.6 
9 


1965 pueBe 


™ Provincial yearly percentages, adapted from the provincial per- 
centages in the C.P.A. Surveys, were multiplied by total yearly sales 
in each province, as reported by D.B.S.; the sum of ‘the products was 
divided by total’ sales in Canada, also as reported by D.B.S.; the 
quotient, expressed as.a percentage, appears above. Figures differ 
from the national percentages in the C.P.A. Survey, which were 
used without adjustment:in the corresponding table of the report to 
the Royal Commission on Health Services. See also footnote 1, 
page 15 of the present memo. ij 
Sources: Adapted from The Canadian Pharmaceutical Associa- 
tion, Annual Surveys by- Professor H. J. Fuller, Number 10 to 24; 
Dominion Bureau of Statistics, “Retail Trade”, .1951 to 1964, Ottawa; 


and unpublished information from Merchandising and Servicing 
Division, D.B.S. : 
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IV. Expenditures on drugs 


The estimated amount spent in Canada for drugs for human consumption 
rose from about $190 million in 1953 to $405 million in 1964, a 117 per cent 
increase, as shown in Table 14. In per capita terms the increase was from $12.64 
in 1953 to $21.13 in 1964; see Table 15. A percentage distribution of each year’s 
expenditures appears in Table 16. It should be noted that these figures are 
constructed from data taken from a wide variety of sources and contain very 
considerable estimative assumptions, so that too much reliance should not be 
placed on their precision. 


Sales by retail drugstores of drugs on prescription rose steadily from about 
$50 million in 1953 to nearly $140 million in 1964. By 1965* they had reached 
triple their amount twelve years earlier. In per capita terms the increase was 
from $3.29 in 1953 to $7.15 in 1964 and $7.62 in 1965. As a percentage of total 
drug expenditures, prescription sales rose from 26 in 1953 to 34 in 1964. 


Other retail sales of drugs, primarily made up of sales by retail drugstores 
and other retail stores of non-prescribed (the so-called ‘“over-the-counter’’) 
drugs, but also including all drugs dispensed directly by physicians, have also 
increased without major interruption, rising from $125 million in 1953 to $225 
million in 1964. It is notable that whereas in 1953 this figure was 2.6 times as 
high as the sales of prescribed drugs by drugstores, by 1957 it was less than 
double, and by 1964 it was only 63 per cent higher than the prescribed-drug 
sales by drugstores. Over-the-counter and physician-dispensed drugs amounted 
to $8.39 per capita, or 66 per cent of total drug expenditures, in 1953. In 1964 
their per capita consumption had risen to $11.63 but their percentage of the total 
had fallen to 55. 


Expenditures by hospitals for drugs have increased particularly rapidly. 
From $14 million in 1953 they rose to $45 million eleven years later, or from 96 
cents to $2.35 per capita. The 96 cents spent in 1953 amounted to 7.6 per cent of 
the national total drug bill, whereas the $2.35 in 1964 represented 11.1 per cent 
of the total. 


1 Actual estimate $149.1 millions; data for 1965 do not appear in Tables 14 to 17 because the 
data for some other components of total drug expenditures in 1965 are not yet available. 
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Table 17 relates the data for Table 14 to the Gross National Product. Until 
1959, except in 1956’, drugs were accounting for an increasingly large share of 
the G.N.P.; the proportion rose from 767 thousandths of one per cent in 1953 to 
934 in 1959. Thereafter, the G.N.P. expanded faster in most years than drug 
costs, and by 1964 the drug share was down to 858 thousandths of one per cent. 
Similar patterns of early increase and later decrease are notable in the “Retail 
Sales—Prescribed”’ and ‘Retail Sales—Otherwise’”’ components, but in active 
treatment hospitals the expansion in the rate of drug expense continued 
throughout the period to exceed or at least to match the growth of the G.N.P. 


With regard to statistics on drug expenditures in recent years, it is perhaps 
necessary to emphasize here that which is well known, namely, that the drugs in 
use today are in many cases new ones that were not available only a few years 
ago. Accordingly, there is no real reason to suppose that there should be any 
direct relationship between what was spent on drugs in a recent year compared 
to what was spent in a more distant year. 


To sum up the drug-expenditure situation between 1953 and 1964: 
— sales of prescribed drugs tripled; 
— sales of over-the-counter drugs rose by 80 per cent; 
— hospital expenditures for drugs more than tripled; and 


— all expenditures for drugs more than doubled. 


Drugs are an essential part of health care. The $400 million spent on 
drugs in Canada in 1964 compare with $1,400 million for hospital care, $500 
million for physicians’ services, between $100 and $200 million for dental care, 
and perhaps another $100 or $200 million for other health care—an overall 
total of $2.6 billion, with drugs constituting approximately 15 per cent. 


Furthermore, it must not be forgotten that drugs enter into the treatment of 
almost every illness, whatever its nature or severity, and whatever other forms 
of treatment may also be utilized. Often, for many minor ailments, the only 
treatment is a drug purchased over the counter. In some cases, remedies pre- 
pared in the home from other goods are used as drugs, and no statistics can 
measure their amount. 


It is beyond the scope of this report to make proposals, or to comment upon 
the many proposals that have been advanced, for dealing with the problem of 
making drugs available to those who need them. Perhaps the information herein 
will assist those who must make such judgments. 


1JIn 1956 drug expenses rose by 8% but the G.N.P. increased by 13%. 
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APPENDIX “B” 


Ottawa, 
January 27, 1967. 
Dr. H. C. Harley, M.P., 
Chairman, 
Special Committee of the House of Commons 
on Drug Costs and Prices, 
House of Commons, 
Ottawa, Canada. 


Dear Dr. Harley: 

At my request, my Deputy, Dr. J .W. Willard, and other senior officials in 
the Welfare Branch of this Department met in Ottawa on October 12, 1966 with 
the representatives of the National Pensioners and Senior Citizens Federation 
whose President is Mr. Nathan W. Medd, 928 Spadina Crescent East, Saskatoon, 
Saskatchewan. 


The purpose of the meeting was to discuss a brief which had been submitted 
to the Prime Minister, to myself and to all members of Parliament for considera- 
tion. The brief contained 18 resolutions which were passed at the Federation’s 
annual convention, held in Saskatoon on September 30 and October 1, 1966. 


It might be of interest to you to know that the National Pensioners and 
Senior Citizens Federation has been in existence for about 20 years and com- 
prises 8 provincia! branches representing approximately 150,000 members. 


It was felt that two of the resolutions contained in the brief would be of 
interest to the Svecial Committee of the House of Commons on Drug Costs and 
Prices and Dr. Willard informed the delegation that I would likely bring them to 
your attention for whatever action you might consider appropriate. The resolu- 
tions are worded as follows: 

1. ““WHEREAS the price of drugs and medical prescriptions are generally 
far too high for pensioners and others of low income, and appears to 
lay mind exorbitant; BE IT RESOLVED that we ask for an impartial 
government inquiry as to whether such prices are justified or neces- 
sary and, if found to be so, whether some system would be devised 
whereby they cou'd be made available free when necessary to those 
of the low income group.” 

2. “WHFREAS the high price of hearing aids makes it impossible for 
pensioners to purchase one, BE IT RESOLVED that we ask for a govern- 
ment inquiry as to whether such prices are justified or necessary.” 


I thank you for any consideration that you might give to these resolutions. 


Yours sincerely, 
Allan J. MacEachen. 
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OFFICIAL REPORT OF MINUTES 
OF 
PROCEEDINGS AND EVIDENCE 


This edition contains the English deliberations 
and/or a translation into English of the French. 


Copies and complete sets are available to the 
public by subscription to the Queen’s Printer. 
Cost varies according to Committees. 


Translated by the General Bureau for Trans- 
lation, Secretary of State. 


LEON-J. RAYMOND, 
The Clerk of the House. 


HOUSE OF COMMONS 


First Session—Twenty-seventh Parliament 


1966-67 


SPECIAL COMMITTEE 


ON 


DRUG COSTS AND PRICES 


Chairman: Mr. HARRY C. HARLEY 


MINUTES OF PROCEEDINGS AND EVIDENCE 
No. 33 


g “Re 
“i, 


_ USPUESDAY; FEBRUARY 14, 1967 


WITNESSES: 

On behalf of the Government of the Province of Alberta: Mr. J. J. Frawley, 
Q.C., of Ottawa, Special Counsel; The Hon. J. Donovan Ross, M.D., 
Minister of Health; Dr. P. B. Rose, M.D., Deputy Minister of Health; 
Dr. Henry B. Steele, Ph.D., Houston, Texas, Associate Professor of 


Economics, University of Houston. 


ROGER DUHAMEL, F.R.S.C. 
QUEEN’S PRINTER AND CONTROLLER OF STATIONERY 
OTTAWA, 1967 


25611—1 


SPECIAL COMMITTEE ON DRUG COSTS AND PRICES 
Chairman: Mr. Harry C. Harley 
Vice-Chairman: Mr. Patrick T. Asselin (Richmond-Wolfe) 


and 

Mr. Brand, Mr. Howe (Wellington- Mr. O’Keefe, 
Mr. Clancy, Huron), Mr. Orlikow, 
Mr. Cété (Dorchester), | Mr. Hymmen, Mrs. Rideout, 
Mr. Enns, Mr. Isabelle, Mr. Roxburgh, 
Mr. Forrestall, Mr. Johnston, Mr. Rynard, 
Mr. Goyer, Mr. MacDonald (Prince), Mr. Tardif, 
Mr. Howe (Hamilton Mr. Mackasey, Mr. Whelan, 

South), Mr. MacLean (Queens), Mr. Yanakis—24. 


(Quorum 10) 


Gabrielle Savard, 
Clerk of the Committee. 


MINUTES OF PROCEEDINGS 


TUESDAY, February 14, 1967. 
(47) 
The Special Committee on Drug Costs and Prices met this day at 9.45 a.m. 
The Chairman, Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout, and Messrs. Harley, Howe (Hamilton 
South), Isabelle, Johnston, Mackasey, O’Keefe, Tardif. 


In attendance: On behalf of the Government of the Province of Alberta: Mr. 
J. J. Frawley, Q.C., of Ottawa, Special Counsel; The hon. J. Donovan Ross, M.D., 
Minister of Health, Dr. P. B. Rose, M.D., Deputy Minister of Health, Dr. Henry B. 
Steele, Ph.D., Associate Professor of Economics, University of Houston, Houston, 
Texas. 


Also in attendance: Mr. W. J. Blakely, C.A., of Kingston, and Mr. A. M 
Laidlaw, Q.C., of Ottawa, respectively Accountant and Legal Counsel for the 
Committee. 


Agreed,—That certain corrections to the printed record of Mr. Jules R. 
Gilbert’s evidence before the Committee on December 13, 1966, being Issue No. 
26 of the Committee’s proceedings, be made at his request. 


The Chairman tabled the following: 
1. An article entitled “‘Doctor’s Choice: The Physician and His Sources 
of Information About Drugs’, by Raymond A. Bauer and Lawrence H. 
Wortzel, from the Journal of Marketing Research, Vol. III (February 
1966), 40-47: 


2. Two articles reprinted from the Canadian Medical Association 
Journal, entitled “A Comparative Study of Some Brands of Tolbutamide 
Available in Canada” 

(a) Part I. Clinical Aspects, by Dr. J. B. R. McKendry, M.D., M.Sc., 

F.A.C.P., F.R.C.P. (C), and others; (92), 1106-1109, May 22, 1965); 
(b) Part Il. Pharmaceutical Aspects, by Dr. F. C. Lu, M.D., and others; 

(92, 1166-1169, May 29, 1965); 


3. A paper entitled “Physicians and Continuing Education—An 
Educational Trust—How Well Are We Fulfilling It?” presented at the 59th 
Annual Meeting of The College of Physicians and Surgeons of Saskat- 
chewan and The Canadian Medical Association, Saskatchewan Division, 
on October 20, 1966, by Dr. Donald H. Williams, M.D., of the Faculty of 
Medicine of The University of British Columbia; 

4. A copy of Bill S-260 in the Senate of the United States, January 12 
1967, introduced by Mr. Hart, “‘to strengthen the antitrust laws by prohib- 
iting the sale by licensed practitioners of drugs, or devices, prescribed by 
such practitioners and knowing receipt of rebates, refunds, discounts, or 
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commissions in connection with the supplying to patients of such products, 
with certain exceptions, and for other purposes”; 

5. Report on Survey of Dispensing Costs prepared on behalf of The 
Pharmaceutical Association of the Province of British Columbia, by 
Walter W. Fee, F.P.1.A., R.I.A., Management Accountant and Consultant, 
of Vancouver, October 1965. 


The following documents were ordered printed as appendices to this day’s 
proceedings: 

(a) Letter dated February 13, 1967, from Mr. W. J. Blakely, C.A., Ac- 
countant for the Committee, enclosing six tables of statistics prepared 
for the Pharmaceutical Manufacturing Industry in Canada. (See 
Appendix “A’’) 

(b) Letter dated February 4, 1967, from Mr. Leslie L. Dan, B.Sc. Phm., 
Chairman of Canadian Drug Manufacturers, and additional descrip- 
tion on the sales tax on pharmaceuticals. (See Appendix “B’’) 

(c) Letter dated January 31, 1967, from Mr. Douglas A. Denholm, B.S.P., 
Registrar of the Pharmaceutical Association of the Province of British 
Columbia, with reference to the brief presented by Mr. S. S. Bass to 
the Committee on November 17, 1966, and evidence given by him 
(Issue No. 19); (See Appendix “C’’) 


(d) Letter from Mr. C. A. Rogers, Vice-President and Managing Director, 
Parke, Davis & Company, Ltd. supplying additional information at 
the request of a member of the Committee; (See Appendix “D’’) 


(e) Table showing comparative prices of certain drugs in London, Paris, 
Berne, Rome, Bonn, Boston, Chicago, Los Angeles, and in Canada 
(See Appendix “E”’) 


The Chairman read a letter from Dr. Wm. W. Wigle, President of the 
Pharmaceutical Manufacturers Association of Canada. 

Agreed,—That the request of the PMAC for another hearing be referred to 
the steering committee. 


The Committee proceeded to the consideration of the submission of the 
Government of the Province of Alberta. 


The Chairman introduced Mr. Frawley who introduced the other members 
of the delegation. 


Agreed,—That the above submission be printed as an appendix to this day’s 
proceedings; (See Appendix “F”) 
Dr. Ross read an opening statement and was examined thereon. 
Mr. Frawley made short remarks and tabled the following for the informa- 
tion of the Committee: 
(i) An article from The American Journal of Economics and Sociology 
(Vol. 25 January 1966, No. 1), entitled “The Fortunes of Economic 
Reform Legislation: The Case of the Drug Amendments Act of 1962”, 
by Henry Steele. 
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(ii) An article reprinted from The Journal of Law & Economics Vol. V, 
October 1962, entitled “Monopoly and Competition in the Ethical 
Drugs Market”, by Henry Steele. 


(iii) An, article entitled “Patent Restrictions and Price Competition in the 
Ethical Drugs Industry’”’, by Henry Steele. 
Dr. Steele read a prepared statement and was examined thereon by the 
Members, by the Accountant and by the Legal Counsel of the Committee. 
Dr. Ross was further questioned. 


At 12:30 p.m. the Committee adjourned to 3:30 p.m. this day. 


AFTERNOON SITTING 
(48) 
The Committee reconvened at 3:45 p.m., the Chairman, Mr. Harry C. Har- 
ley, presiding. 


Members present: Messrs. Brand, Goyer, Harley, Howe (Wellington- 
Huron), Hymmen, Isabelle, Johnston, MacDonald (Prince), Mackasey, O’Keefe, 
Rynard (11). 

In attendance: Same as at the morning sitting, with the exception of the 
Honourable Dr. Ross and Dr. Rose. 


The Committee resumed consideration of the submission of the Government 
of the Province of Alberta. 


Dr. Steele was further examined by the Members, by the Legal Counsel and 
by the Accountant. 


At 5:45 p.m., the Committee adjourned to 8 o’clock p.m. this evening. 


EVENING SITTING 
(49) 

The Special Committee on Drug Costs and Prices reconvened at 8:20 p.m., 
the Chairman, Mr. Harry C. Harley, presiding. 

Members present: Messrs. Brand, Harley, Johnston, MacDonald (Prince), 
Mackasey, O’Keefe. 

In attendance: Same as at the afternoon sitting, with the exception of Mr. 
Blakely. 

The Committee resumed the questioning of Dr. Steele on the Submission of 
the Government of the Province of Alberta. 


The questioning concluded, on behalf of the Committee the Chairman ex- 
pressed appreciation to the Government of Alberta for having presented a sub- 
mission, and thanked the representatives of the Province for having supplied 
additional information to the Members. 


At 10:00 o’clock p.m. the Committee adjourned to the call of the Chair. 


Gabrielle Savard, 
Clerk of the Committee. 
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EVIDENCE 


(Recorded by Electronic Apparatus) 
TUESDAY, February 14, 1967. 


The CHAIRMAN: Gentlemen, as we open the meeting this morning there are 
some administrative chores I would like to carry out first before we call on our 
witnesses today. 


First of all in Issue No. 26, Mr. Gilbert who was appearing before the 
Committee that day has written us a list of corrections. We have gone over them, 
and they are not changes in testimony, they are merely corrections of some 
words that have been mistaken. As Mr. Gilbert apparently wants to distribute 
copies of this issue we are suggesting that the Printing Bureau actually print this 
as a slip in that will go in the next issue printed. This will not be done at the 
expense of the taxpayer. 


Mr. MAcKASEY: Are you satisfied that it does not change the testimony here? 


The CHAIRMAN: They are mostly corrections of names and spelling errors, 
and I do not think there is any change of meaning in any of the changes that are 
listed. Is it agreed. 


Some hon. MEMBERS: Agreed. 


Mr. HowE (Hamilton South): As you realize that the proceedings come out 
many weeks after the meeting has taken place. I have seen some very obvious 
errors in things that I have said, errors in spelling and so on. In this case, are the 
proceedings reprinted or not? 


The CHAIRMAN: The only way of catching a mistake is to read the transcript 
before it is printed. 

Mr. Howe (Hamilton South): How does one find out when the transcript is 
available? I have never been notified of this and there have been many errors. 


The CHAIRMAN: We normally do not notify the members, but we do notify 
the people who appear before us, and tell them when they may see the tran- 
script, but members are on their own I suppose. Have some of the printed copies 
had errors in your testimony? 


Mr. HowE (Hamilton South): Quite. 


The CHAIRMAN: If there are any glaring ones, I am sure we could do it the 
same way by putting an insert in the next issue. Do you want to do it that way? 


Mr. Howe (Hamilton South): When I get time, Mr. Chairman, I will go 
through all the evidence and try to find the errors. 


The CHAIRMAN: There are some articles and reprints that I think I should 
like to table with the Clerk and if any member of the Committee wishes to 
study these, they are available at the Clerk’s office. One is called “The Doctor’s 
Choice”: “The Physician and His Sources of Information About Drugs”; “A 
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Comparative Study of Some Brands of Tolbutamide Available in Canada”; 
“Physicians and Continuing Education—An Educational Trust—How Well Are 
We Fulfilling It?” I think this is the article that you referred to, Dr. Howe. It is 
on paying for continuing doctor education. 


Mr. Howe (Hamilton South): Is that being printed? 


The CHAIRMAN: No; I am putting this in the hands of the Clerk and if 
anyone wishes to study it, it is there. 

Bill No. S-260 which Mr. Mackasey asked for, a bill of the Senate of the 
United States which would prohibit practitioners from participating in drug- 
stores and so on. 


Mr. Howe (Hamilton South): What is the name of the Senator who is 
responsible for that? 


The CHAIRMAN: Senator Hart. 

There is a report on the survey of dispensing costs prepared on behalf of the 
Pharmaceutical Association of the province of British Columbia and there is 
some other material that I would like to have included as part of today’s record: 
first of all, a letter from the Committee’s accountant, Mr. Blakely. As you 
remember, I asked Mr. Blakely to prepare certain tables concerning tax statistics 
and this sort of thing. Mr. Blakely, who is here, has just written me a letter and 
I quote: 

As requested, I have prepared six tables of statistics for the Phar- 
maceutical Manufacturing Industry in Canada showing comparisons to the 
corresponding statistics for all the Canadian manufacturers, three copies 
of each table are enclosed. 


I would like to have that made part of today’s record. Is that agreed? 


Mr. Mackasey: Is there any way we can get this information. There are 
some very revealing statistics in this book? 


The CHAIRMAN: I have three copies here and if you wish a copy, we could 
probably have it reproduced within the next 15 minutes. 

Mr. Mackasery: If we could have it photostated, it might strengthen the 
arguments in this brief and it might not. 


The CHAIRMAN: This was in answer to many questions that have been 
brought up, and Mr. Orlikow’s motion asking that we consider whether the 
pharmaceutical industry is making more profit than other manufacturing indus- 
tries. 


Mr. O’KEErE: Mr. Chairman, in connection with those corrections, how is 
this not done at public expense? 


The CHAIRMAN: I understand Mr. Gilbert is going to pay for the insert, and 
it will become part of the record. 


Mr. O’KEEFE: You are satisfied with that? 
The CHAIRMAN: Yes. It will become part of the record. 


Mr. MackaseEy: Mr. Chairman, just for clarification on the insert which will 
be sent out; obviously Mr. Gilbert is going to send out, at his own expense—and 
that is his privilege—copies of the proceedings when he was here. 
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The CHAIRMAN: That is right, at his own expense. 


Mr. Mackasey: In addition, he has come across certain errors in, spelling, 
grammar and reference that he would like to rectify and attach to the brief. Will 
we print these changes, at his expense? 


The CHAIRMAN: We will print them in the next issue that comes out. 


Mr. Mackastey: How will we make certain that the explanation or the 
changes that go out with the brief are the ones which are printed by the 
government. In all fairness to Mr. Gilbert, and in all fairness to you, Mr. 
Chairman, we cannot give him blanket approval to make whatever changes he 
thinks should be made in the testimony. This is the point I am getting at. 


The CHariRMAN: Normally the witnesses who appear before the Committee 
have free access to the transcript and do make grammatical changes. In this case 
it was not possible for Mr. Gilbert to do so. 


Mr. Howe (Hamilton South): Then why should it be at his expense? 
The CHAIRMAN: I should have said that the copies, and so on, which he gets, 


will be at his expense. Actually the little insert itself, I am sure, will be printed 
just as part of the normal record. 


Mr. Mackasey: I think Dr. Howe has made a very good point. If there are 
errors, I think we should look after the printing free of charge. At the same time, 
there are one or two changes here that I would like to check out before I give my 
approval. I am sure everything is just the way it should be, but I would like— 

Mr. Howe (Hamilton South): Mr. Chairman, I hope this is in line with the 
same thing. Eventually this Committee will be making recommendations which 
will involve a meeting or many meetings— 

The CHAIRMAN: Many meetings. 

Mr. Howe (Hamilton South): Conceded. Will we have all these printed 
proceedings in front of us before we make these recommendations. In all 
fairness, we should have. 

The CHAIRMAN: I would think so. I do not think we are running that far 
behind now. 

The CLERK OF THE COMMITTEE: Everything is typed; it is the editing that is 
late. 


The CHAIRMAN: How many issues behind are we? 
The CLERK OF THE COMMITTEE: Two or three. 
The CHAIRMAN: We are only two or three issues behind. 


Mr. Howe (Hamilton South): Certainly, I would hate to be one to make 
recommendations without the inclusion— 


The CHAIRMAN: I am sure by the time our Committee report is ready, the 
reports will all be finished. 


Mr. HowE (Hamilton South): This is only fair. As I say, this is presumably 
our last series of meetings, considering today’s brief and this, in my opinion, 
should not be left out of our considerations. 
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The CHAIRMAN: I am sure we will be able to arrange that. - 


Mr. MackKaseEy: Mr. Chairman, after having seen the corrections referred to, 
I am quite satisfied the changes are in order. 


The CHAIRMAN: Does anyone else want to study these changes? 


Mr. Howe (Hamilton South): We have confidence in Mr. Mackasey’s perus- 
al, in this regard. 


Mr. Mackasey: Thank you, Dr. Howe, for your confidence, I hope it is not 
misplaced. 


Mr. Howe (Hamilton South): I just said “in this regard” Mr. Mackasey. 


The CHAIRMAN: I hope you remain as nice to one another the rest of the 
meeting. 

The other material I have that I would like to become part of today’s record 
is a letter from the Pharmaceutical Association of the province of British 
Columbia, commenting on the testimony of Mr. Bass. It is a five page letter that I 
think should become part of the record. 

There is also a letter from Parke, Davis & Company Ltd., concerning f.0.b. 
prices of five products that Dr. Howe had inquired about, discusses f.o.b. prod- 
ucts Canada and f.o.b. products elsewhere. That also should become part of to- 
day’s record. Is that agreed? 


Some hon MEMBERS: Agreed. 


Mr. Macxkasey: Mr. Chairman, is there a possibility of obtaining the five 
page letter, which again may have some bearing on this very full brief which is 
in front of us. There are references in the Brief to Mr. Bass’ evidence, if I recall 
correctly. 


The CHAIRMAN: There is only one reference that I can recall offhand, and 
the letter has a great deal to do with the training of pharmacists, but if you wish 
we can have it copied. 

Mr. MacKAsEy: I would like it, because the brief has a lot to say—and 
refreshingly so—about the druggsits in general, as part of the over-all problem. 


The CHAIRMAN: We can arrange to have that done. 

There is also a letter from Mr. Dan, the Canadian Drug Manufacturers. It is 
a small two page discussion on federal sales tax. As you can appreciate, I am 
trying to get all these things in on the last official day. 

I also have in my possession drug prices of 12 products, the same 12 
products we have discussed before. These are retail prices cf drug products and 
the 12 listed are: Chloromycetin, Achormycin, Gantrisin, Pentids, Decadron, 
Librium, Equanil, Enovid, Butzaloidin, Mobenol, 222’s and Premarin. These are 
comparative prices in London, England; Paris, France; Berne, Switzerland; 
Rome, Italy; Bonn, Germany; Boston, Chicago and Los Angeles in the United 
States. rf 


Mr. Howe (Hamilton South): Mr. Chairman, these are actual prices, these 
are not Dr. Briant’s adapted prices? 


The CHAIRMAN: These are actual prices of drugs bought in those localities. 
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Mr. Mackasey: Mr. Chairman, who prepared that? 
The CHAIRMAN: The list of drugs was prepared by the Chairman. 


Mr. Mackasey: I am not questioning the fact, because I think it is valuable 
evidence, but who did this research; is this done by the Committee, or by a 
group? 

The CHAIRMAN: No; it was done by a source in whom we can have confi- 
dence. The only problem is that in some of these countries, I understand, they 
have a law against disclosing what prices might be in any particular country. It 
brings up the point, if we do disclose the source, whether we put someone in a 
very embarrassing situation. 


Mr. Mackasey: In all fairness,—I have not seen the prices—is is obviously 
going to put someone in an embarrassing position, either the generic firms or the 
brand names, and since we are putting someone— 


The CHAIRMAN: These were all brand name products. They were not generic 
names. 


Mr. MackaAsEy: This is not my point. The testimony in the particular set of 
figures is Obviously very relevant. I would like very much to know the source. 


The CHAIRMAN: I do not see how I can disclose it. 
Mr. Howe (Hamilton South): Mr. Chairman, I will accept your faith in the 
source without having to divulge it. The material should be added to our volumi- 


nous records. I cannot see where it does any harm to anyone, and I do not know 
the figures, and I do not see why this cannot be incorporated in our records. 


The CHAIRMAN: I have not checked the figures myself. 
Mr. Mackasey: If you tell me that it comes from the Food and Drug 


Directorate, then I am quite happy to accept the figures without question. That is 
all you have to say, because obviously that is where you got the information. 


The CHAIRMAN: I will say that it is from a government department. 


Mr. MacKAsEy: Fine, that is all I want to know. I thought it was from a 
private source— 


The CHAIRMAN: It is not a private source; it is from a government source. 


Mr. O’KEEFE: I do not think, Mr. Chairman, that we are overly worried 
about embarrassing anyone. Apparently they embarrass themselves. 


The CHAIRMAN: The only other piece of correspondence that I have is from 
the Pharmaceutical Manufacturers Association of Canada and it states: 

During the recent appearances of various government groups before 
your Committee, testimony was given that is in direct conflict with 
evidence presented by our Association in our appearances in June and 
November. In addition, certain critical new issues have been raised which 
we would very much like to have an opportunity to comment on. 

In the interests of fairness, we respectfully request the opportunity to 
appear once more to offer further testimony on these matters. I appreciate 

' that the hearings have been protracted and that you are under some 
pressure of time to conclude them. Our appearance, however, could be 
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very brief, possibly one hour on Thursday, February 16th. Because of the 
time element involved, I am sending you this by courier, and would very 
much appreciate your consideration. 


It is signed, Dr. Wigle, President, PMAC. Are there any comments? 


Mr. HowE (Hamilton South): Yes. This would be an endless procedure as to 
who is going to be last. We have accepted their brief and we have accepted their 
testimony and I think it should be up to us to decide between the two which is 
right. I cannot see that we can keep on having people back to contradict other 
people’s evidence and never end this Committee. 


Mr. Macxkasey: Mr. Chairman, I think Dr. Howe has a very valid point in 
that the Committee meeetings could go on forever. I agree with Dr. Howe. After 
three years of hearings I have been looking forward to sleeping in one morning 
of the week and not have to be here at 9.30. I am just wondering what has. 
agitated the PMAC to such an extent. Frankly, Mr. Chairman, my curiosity has 
been aroused. I certainly agree that we should not be prolonging things, but at 
the same time, in view of the fact that most of the testimony has been directed, 
and properly so, against the PMAC, it is quite conceivable that they have 
something that will make our judgment a little easier to render. If Dr. Wigle 
promises that his appearance will be limited to only one of our meetings, then I 
have no objection to spend another hour. I have said that at every meeting, I do 
not mind spending all night if we are learning something. 


Mr. Howe (Hamilton South): We are never going to be able to finish 
questioning any witness inside of an hour. 


Mr. Mackasey: Mr. Chairman, last week we met here at 1.10 p.m., and we 
started at 1.25 and within an hour—2.20 p.m.—after the witnesses had had their 
opportunity to speak, just Mr. Howe and myself were left here. So if we are 
going to get into the question of not being able to do anything in an hour we 
would have to abolish the testimony of about 90 per cent of our hearings. 


The CHAIRMAN: We certainly have no objection to receiving further tes- 
timony from the PMAC. I will make two suggestions and one of the two 
suggestions will probably be preferable. First of all, that we receive a written 
submission frm them. If the Committee members would rather hear them, then 
perhaps we could do with what we did with the Food and Drug Directorate and 
have their appearance from 1.00 p.m. to 2.30 p.m. and this would give them an 
hour and a half. It would certainly meet their request for an hour. 


Mr. Howe (Hamilton South): Mr. Chairman, in all fairness, this is going to 
open up the whole thing again. It is not going to be limited to the points that the 
PMAC group alone want to bring up. Now, that is not fair to us. It is going to 
open up both sides of the issue again on many lengthy briefs and testimony that 
we have had. I cannot see the limitation of this in defence of one point. I cannot 
see where it can be limited to that. I think your idea of a submission in writing is 
a good one and then we can decide whether we should or should not see them. 


The CHAIRMAN: Is there any other feeling on that or does the Committee 
wish the Chairman to discuss this with the steering committee? 


Mrs. RIDEOUT: I would suggest that perhaps the steering committee should 
decide instead of wasting time in the Committee right now. 
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Some hon. Mempers: Agreed. 


The CHAIRMAN: Now, we will get down to today’s witnesses. We apologize to 
them for taking a little time to get the paper work straightened away. As this is 
potentially our last meeting these things had to be part of today’s record. 

I will introduce a gentleman who is well known to the members of the 
Committee because I think he sat in the audience most of the days that we have 
met—Mr. Frawley, who is the special counsel to the executive council of Alberta 
who, in turn, will introduce the other witnesses. 


Mr. J. J. FRAWLEY, Q.C. (Special Counsel in Ottawa for Government of 
Alberta): Mr. Chairman, Mrs. Rideout and gentlemen, thank you very much. All 
I want to do at the moment is tell you who is here. We have with us today the 
Hon. Dr. J. Donovan Ross, the Minister of Health in the Province of Alberta; his 
deputy minister, Dr. P. B. Rose is with him, and Dr. Henry Steele, Associate 
Professor of Economics at the University of Houston, in Houston, Texas. Dr. Ross 
would like to lead off with a short preliminary statement. I would ask Dr. Ross to 
please do that now. 


Hon. J. Donovan Ross, M.D. (Minister of Public Health, Province of Al- 
berta): Mr. Chairman, Mrs. Rideout and gentlemen. My presence here this 
morning along with my Deputy Minister, Dr. P. B. Rose, is to indicate to you 
and through you to the people of Canada the concern we feel as a provincial 
government, and the importance we place upon the subject of your enquiry. 

Alberta’s Special Counsel in Ottawa, Mr. J. J. Frawley, Q.C., ‘and myself, on 
behalf of our Government have on the occasions of the Restrictive Trade 
Practices Commission and Royal Commission on Health Services for Canada 
submitted briefs in regard to drug prices, and we are appreciative of the 
opportunity afforded us to appear before your Committee today. 

In order that our submission might perhaps prove to be helpful in your 
deliberations and findings, and eventual recommendations to the Government of 
Canada, we searched around on this continent to find some person whose 
knowledge and educational background might enable our presentation to be a 
useful and unbiased source of information, and in the submission being made by 
Professor Henry Steele of the University of Houston in Texas, on behalf of my 
government, I believe you will find such a document. 

The interest of the Alberta Government in the field of drugs has been one of 
long standing and has been a result of the inordinately high retail price of drugs, 
which in many cases are of a life-saving or life-sustaining nature and which 
must be continued in use for months or years and which results in a financial 
burden that many citizens find themselves unable to cope with. As a result, they 
perhaps naturally turn to their government seeking assistance. 

Shortly after insulin became commercially available, the Alberta govern- 
ment provided it to their citizens with limited financial resources, on the 
prescription of their doctor, and since the advent of oral hypoglycemic agents, 
these as well have been provided. During the past ten years the Department of 
Health in Alberta has developed a number of special drug programs. One 
provides penicillin, sulfonamides and in some cases wide spectrum antibiotics to 
any Alberta resident up to the age of 18 years, who was considered by a medical 
advisory committee to have rheumatic fever, in order to lessen the incidence of 
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recurrent attacks. Another program provides Lofenalac (a dietary supplement) 
for children suffering from the metabolic disturbance of phenylketonuria, up to 
six years of age, in order that the mental retardation, that will almost certainly 
occur if the patient does not receive treatment, may be prevented. Any Alberta 
child suffering from cystic fibrosis is entitled to receive from the Department of 
Health supplies of various types of wide spectrum antibiotics and pancreatic 
enzyme material as prescribed by their doctor. 

These programs of supplying drugs required for long periods of time, to 
maintain health and in some cases life itself, were instituted because it became 
apparent that the cost to the individual citizen through normal retail channels of 
supply was of such a magnitude that an adequate or medically desirable 
program often could only be obtained by depleting savings, going into debt, 
denying other members of the family, or doing without an adequate program of 
prescribed drugs. 

The fifty to sixty thousand dollars a year we spend as a Government to. 
obtain and distribute these drugs would in our estimation cost the individual 
citizens at least five times what we are spending to provide them. 

We also provide a wide range of tranquillizers to mentally ill patients who: 
have been discharged from our own provincial hospitals and who require a 
continued medication on the prescription of the doctor. 

The total number of people benefitting from our special drug programs may 
not be a very significant percentage of our total population—only some 2,800 out. 
of 14 million—but for those individual citizens who require these drugs to: 
maintain their health over many years, the financial impact is a very real and. 
serious one. 

With the increasing likelihood of a health care insurance program becoming. 
an accomplished fact across our nation, in which a drug benefit program may 
well be included, if not initially at least in the future, it is my firm conviction 
that the problem you are applying yourselves to now takes on an even greater 
urgency. 

Most of us are well aware of the too often indifferent attitude taken by the 
public in regard to the costs involved in “so-called free”, state or society 
supported programs, which may well be the form of our own national medicare. 

If drug benefits do become available under a national health care program, 
as we have done in our own Alberta Health Plan, then the costs involved through. 
the normal retail pharmacy outlets could well become a sum of considerable 
magnitude unless the prices from the pharmaceutical manufacturing industry 
are very drastically changed from what they are today. The public, whom we in 
government represent, should not be lulled into a false sense of security in 
regard to the costs involved in their health care by the suggestion that a national 
medicare program will take care of the problem. 

It is because of our concern as a government representing the people of 
Alberta that we are here today before your Committee to provide information 
and suggest certain measures that we believe would prove of great benefit not 
only to our own citizens but to the people of Canada as a whole. 


I wish to thank you, Mr. Chairman, and members of the Committee, for this: 
opportunity of being present today to bring to you the benefit of a study made by 
Professor Steele on behalf of the provincial government of Alberta. We believe 
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that this presentation can be beneficial to you and we hope that the end results of 
your deliberations will prove of benefit to the people of our country. Thank you. 


The CHAIRMAN: Thank you very much, Dr. Ross. 


Mr. Mackasey: Mr. Chairman, I have one or two questions with respect to 
this statement. May I ask them now? Dr. Ross, it is only one of curiosity 
because I think your province should be congratulated on its desire to help 
people in the cost of drugs. I am intrigued by the word “Lofenalac’’. Is this a 
generic or brand name. Is this the right spelling. I have never come across it. 


Dr. Ross: Yes, it is a brand name. I believe it is the correct spelling—l-o- 
f-e-n-a-l-a-c. Mead Johnson put it out. It is a powder with— 


Mr. MackaAsey: It is a by-product of Pablum. 
Dr. Ross: Yes. 
Mr. MackaseEy: Thank you. 


Mr. HowE (Hamilton South): Would you say that the need for tranquillizers 
has decreased since the worry of acquiring the money to buy them has been 
eliminated? 


Dr. Ross: Mr. Chairman, Dr. Howe, I would not think that there has been 
any decrease in the number of tranquillizers provided because of the fact that 
they are being provided free. 


Mr. FRAWLEY: As the Committee is aware, the province of Alberta made 
representations respecting the price of prescription drugs first to the Restrictive 
Trade Practices Commission and then to the Hall Royal Commission on Health 
Services. When this Committee was turning its attention to costs and prices of 
drugs I asked the Minister of Health for instructions and I was instructed to 
prepare a case for presentation to this Committee. 

I ran across some articles written by Dr. Henry Steele and I was impressed 
with the knowledge of the economics of the drug industry which those articles 
disclosed. I might stop here and indicate that I took the trouble to provide myself 
with only five or six copies of these three articles and, as far as they will go, I 
will be very glad to make them available to the Committee. One appeared in The 
Journal of Law and Economics published by the University of Chicago. The 
article is called “Monopoly and Competition in the Ethical Drugs Market.” The 
other one is entitled “The Fortunes of Economic Reform Legislation: The Case 
of the Drug Amendments Act of 1962” and it appeared in The American 
Journal of Economics and Sociology.” The third one is called “Patent restrictions 
and Price Competition in the Ethical Drugs Industry” and appeared in the 
Journal of Industrial Economics, published in England. As I have said the 
members of the Committee are welcome to have these articles to peruse and 
keep if they are interested. 

I felt that an economist so well informed concerning the industry in the 
United States would be able to do the sort of study of the Canadian industry, in 
both its domestic and international aspects, that is required. I had in mind, of 
course, the fact that just recently the last of our major Canadian firms had 
passed into United States ownership, and I, therefore, was not at all alarmed that 
I was proposing to have an American economist do this study for us. I proposed 
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this work to Dr. Steele, and he accepted the assignment. The result is the 
submission which we have filed with the Commission. Dr. Steele is here from 
Houston to present the submission. He has made a summary of his submission, 
and I now will give place to Dr. Steele. 


The CHaIRMAN: Before Dr. Steele speaks, is it agreed that we print his 
statement and today’s brief as part of today’s record? 


Some hon. MEMBERS: Agreed. 


Mr. MacxkaseEy: Mr. Chairman, cn a point of procedural information, there 
was a question that I would have liked to address to the Province of Alberta, and 
I do not know whether to do it through Mr. Steele or direct it to Dr. Ross. 


The CHAIRMAN: Had the question any relevance to the brief? 


Mr. MACKASEY: Well, in a way it could. In the back of the brief, I think in 
Appendix E, I may get my Appendix wrong as there are so many of them, there 
appears:: “An Act to amend the Alberta Pharmaceutical Association Act’. Dr. 
Ross indicated he would like to answer that. 


Dr. Ross: I think probably I might be able to answer that rather than 
Professor Steele, since I am responsible for the act. 


Mr. MackasEy: Yes, I know, and I was quite intrigued by that. Essentially, 
Dr. Ross, as I understand it, it permits the druggists—I use the word druggist 
instead of pharmacist, if I may—to substitute generically for brand name pre- 
scriptions unless specifically ordered otherwise by the doctor. And I believe, at 
the time, you expressed the hope and desire that this would bring down the cost 
of prescriptions. What has been your experience? 


Dr. Ross: Quite frankly, Mr. Chairman, I have been disappointed in the fact 
that doctors have not made use of this opportunity of permitting druggists to 
perhaps have fewer numbers of brands of the same drug on their shelves as they 
have to have when they fill the prescription of a number of doctors for any one 
of perhaps 10 to 12 similar drugs under different names. There have been some 
doctors who have made use of the change in the act, and some druggists who 
have done so as well. I think, I would have to say on the whole, though, the 
expected desired result of our change in legislation did not accomplish what we 
had hoped it would. 


Mr. Mackasey: Because the doctors have refused to go along with the spirit 
of the act. 


Dr. Ross: Well, you said it, I did not. I would have to say this, though, the 
doctors are the ones that write the prescriptions and that they are the ones that 
say “no substitution” on the thing, and they are responsible for not making use 
of this beneficial part of the act. 

Mr. MacKAseEy: Dr. Ross, are you a medical doctor? 

Dr. Ross: Yes, I am. I had been a practitioner for 20 years before— 

Mr. Mackasty: Do you feel that in the final analysis, in view of your 


experience with this act, that it lies within the ambit of the doctor, to prescribe 
whatever he feels is in the best interest of his patient? 


Dr. Ross: I would say that this is his responsibility. 
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Mr. MackaseEy: His duty? 


Dr. Ross: Yes, it is his duty to consider all aspects of his patients’ health, 
their physical, mental and financial— 


Mr. MackaseEy: Would you feel then this is the reason why so many doctors 
have insisted—they are exercising their privilege or their right as a doctor to 
prescribe what they think is in the best interest of the patient. 


Dr. Ross: I would say in many cases they think in terms of two or three 


names of a drug that has been brought to their attention by the advertising put 
out by pharmaceutical companies, and they remember a name and write it down. 


Mr. MAcKASEY: Could it also be because of past experiences with a specific 
drug that has resulted in a— 


Dr. Ross: I would not think so. 


Mr. MaAckKasey: In other words, you feel that if a doctor last week prescribed 
a drug, brand or generically, that had happy results, then he would not be 
inclined the next time a similar case came along, to prescribe the same drug? 


Dr. Ross: I have never felt that a doctor is closely aware really of the 
effects of drugs on his patients, as perhaps you are suggesting, doctor. 

Mr. Mackasey: Well, I am only a layman, doctor. Are you telling me that a 
doctor does not follow up to see what effect a drug has on his patient? 

Dr. Ross: No, if you are suggesting that he is aware of any small adverse 
effects or small beneficial effects; I think the general effect he is aware OL, OF 
should be. 


Mr. Mackasgy: In other words, if the drug that he prescribed is not doing 
the job, naturally he would want to try something else. 


Dr. Ross: This is correct. 

Mr. MackKAsEy: One last question sir, then Dr. Howe can get his supplemen- 
tary in unimpeded. Do you know—I know, but I am wondering if you do—the 
average cost per prescription in Alberta as compared to other provinces, at the 
present moment? 

Dr. Ross: I am aware that about 90 per cent of the druggists in Alberta are 
using their cost, plus a prescription fee, so that the average price of prescriptions 
in Alberta is somewhere between $3 to $5. 


Mr. MAcKASEyY: Do you have any first hand knowledge of how this compares 
to provinces where such an act does not exist? 


Dr. Ross: I have no knowledge, no, sir. 


Mr. MackAsey: Well, if I recall the evidence of the Pharmaceutical As- 
sociation, it is a little higher in Alberta than in most provinces. Thank you, 
doctor. 


Mr. HowE (Hamilton South): What I wanted to ask, Mr. Chairman, was, do 
you think that the doctor is subject to any external forces that cause him to 
prescribe certain drugs over certain others by name? In other words, do you 
think that he is persuaded by the drug companies’ advertising, and this is what 
really determines what specific drug he will write a prescription for? 
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Dr. Ross: I think, doctor, that the ease of recalling any drug for certain 
illnesses is something that is useful to a doctor, and if a drug company comes up 
with a simple catchy name, he remembers that more easily than he does some of 
the other names. I think that the advertising of drug companies does have a 
certain effect. 

Mr. Howe (Hamilton South): So it does not necessarily have any bearing on 
the efficacy or anything to do with that drug, nor the price. It is, as you say, the 
catchy trade name that the doctor remembers? 


Mr. MACKASEY: This is why you have got Lofenalac in your own paper 
rather than the generic name. 


Dr. Ross: We have Lofenalac in there because there are only two companies 
who make it, and Mead Johnson gave us the best price, sir. 


Mr. MAcKAsEy: I should hope so. 


Mr. Howe (Hamilton South): From the sound of it you are as guilty as some 
of the doctors that write their prescriptions. 


Dr. Ross: Well, this is a clear— 
Mr. Mackasey: You do not get my point, Dr. Howe. 


Mr. O’KEEFE: Mr. Chairman, may I say that I would be frightened if I 
thought that my doctor was prescribing for my children on the basis of a catchy 
trade name. Would the detailmen have any effect on the doctor’s choice of drugs 
for prescription? We have heard quite a lot about the detailmen. 


Dr. Ross: I think he could. There is the kind of doctor who believes that the 
detailman is doing his job. You have let him into your office and you take time 
to sit down and have him tell you about his product which he is bringing to 
your attention. 

Mr. Howe (Hamilton South): Would you say the detailman is a prejudiced 
man? 


Dr. Ross: He is trying to sell the product of his particular company, so I 
suppose he would have a certain bias towards the products of his own company. 


Mr. O’KEEFE: But surely, doctor, the detailman is not prescribing for pa- 
tients, rather than a doctor. 


Dr. Ross: No; the doctor is doing the prescribing, but I think that the 
knowledge regarding drugs the detailman puts before a doctor, does play a part 
in what the doctor prescribes for his patient. When he comes up against a case 
that requiries a particular drug, he recalls what this particular detailman said to 
him, as I say, a catchy trade name; he remembers it, and says ‘Oh, I will try 
this.” 


Mr. O’KEEFE: I am very interested to what degree the detailman affects the 
doctor. 


Dr. Ross: This is hard to say. I think it depends on the doctor himself and 
how he is affected by this. If he is an “easy sell” doctor, well, I think that per- 
haps he is more affected by it than some who are “hard sell’ doctors. 


Mr. O’KEEFE: In your experience doctor, ‘are there many “easy sell” doctors? 
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Dr. Ross: I only looked after my own business as a doctor practising 
medicine, I did not really try to determine what my colleagues were doing, Mr. 
Chairman. 


Mr. Howe (Hamilton South): Would you say that these detailmen have the 
ability to insidiously disparage, and I quote “generic drugs” in their type of 
conversation with doctors when they are in the office. I said “insidiously”’ 
purposely. 

Dr. Ross: Perhaps my memory, because of age and distance, from having 
been in practice—I have been out of practice for some 10 years—makes it 
difficult for me to really recall the detailman’s pitch to me, as a doctor. 


Mr. Howe (Hamilton South): Where would this disparagement come from 
if it did not come from the detailman? 


Dr. Ross: Yes, I would think that the disparagement of other companies’ 
drugs, would have to come from the detailmen. I do not think that the drug 
companies would take the chance of putting it down in black and white in 
print— 

Mr. MaAcKASEy: You said “other companies’ drugs”, but not necessarily other 
generic companies. In other words, someone pushing Stelazine might have some- 
thing derogatory to say about a substitute. I share your concern, Dr. Ross, about 
detailmen. I think our recommendation should include some type of schooling or 
academic level for detailmen, and take them out of a classification of salesmen 
into professional advisers. I think this is an area that we must do something 
about. But since Mr. Steele has a lot to say about detailmen in his brief, perhaps 
we could pursue it then, Mr. Chairman. 


The CHAIRMAN: I was going to say, I think the questioning at the moment is 
really putting the Minister of Health on the stand as a doctor. He is not really 
here in that capacity; he is here as a representative of the government of 
Alberta. 


Dr. Ross: I am here really as a politician, like all of us are, at least all of us 
around here. However, I can never get away from the fact that I am a doctor 
first and foremost, and I am concerned as a doctor. And one of these years I may 
have to be back practising as a doctor. 


The CHAIRMAN: I was going to say, one of the reasons why the Chairman has 
let the questioning go on, is that I happen to know that Dr. Ross has to return to 
Alberta this afternoon, so that anybody had any questions for him, he should 
ask them. Dr. Steele, is going to be here, I think, later on. 


Mrs. RIDEOUT: Could I ask a supplementary, please, Mr. Chairman? I met 
Dr. Ross before, and I know that he is a family man aside from being a 
politician, and he has children. I remember seeing a picture of a very beautiful 
young baby when you were here last. Would you not be a little alarmed if you 
thought that some doctor was prescribing for your children a drug because it had 
a catchy name? 


Dr. Ross: No, no. Because I would still have faith in the doctor I would 
choose to look after my family; although he might use a catchy name to recall a 
drug, this could be useful for an illness of my child. I am not saying that he just 
remembers a name, having heard it; he retains in his memory that particular 
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drug for that particular use. However, like most doctor’s families, I use the 
doctor’s book. 


The CHAIRMAN: I should perhaps point out and I think this is often true for 
instance, where a generic name is unpronounceable, a very simple one may be 
called Tolbutamide, most people would find it much easier to think of Mobenol or 
Orinase, than use the generic name, Tolbutamide. 


Mr. O’KEEFE: Does the customer find it is easier to pay for that? 
Dr. Ross: It is the same price, exactly. 


Mr. ISABELLE: I have a question for the Minister of Public Health, Alberta. 
He said that he was very much disappointed at the amendment— 


Dr. Ross: The lack of utilization of the amendment. 


Mr. ISABELLE: Yes, the Alberta Pharmaceutical Association Act, you were 
very disappointed in the fact that doctors did not seem to prescribe by the 
generic name, and did not let the pharmacist fill the prescription, as it were—In 
other words, they were prescribing the brand name. They probably phoned the 
druggist not to use the generic name. According to the law, if the doctors would 
let the pharmacist do whatever they please, they could have used a generic name 
instead of a brand name in their prescription. We were told here, that it was not 
the doctors, but it was rather the pharmacist who did not want to take the onus 
of using a generic name drug when filling their prescription. Is that correct? 


Dr. Ross: Partly, both ways, that the doctor sometimes puts down “no 
substitution” and the pharmacist did not want to take the responsibility of 
changing what the doctor put down in his prescription to another drug, alhough 
it was the same drug under either a different trade name brand, or the generic 
name. 


Dr. HENRY B. STEELE Ph.D. (Associate Professor of Economics, University 
of Houston. On behalf of the Government of the Province of Alberta): I would 
like to begin by correcting an error which Mr. Blakely pointed out to me about 
half an hour ago. It is an arithmetic error on page 5 or Appendix A; it is on page 
129 of the entire brief. This is an arithmetic error on line 6 of page 129 which 
reads: “5/6 of $1.32, or $.933.” It should read: ‘5/6 of $1.32, or $1.10” instead of 
$.933. This means that the other computations in the paragraph are incorrect. 
The only other correction I would wish to make, is that at the very last line of 
the paragraph, the 2.8 per cent should read 3.28 per cent. Then, also in Appendix 
A, on page A-1 or page 125 of the brief in the third paragraph, beginning: 

Let the retailer’s markup be assumed initially— 
In line 4 of that paragraph, I make the statement: “it is obvious that P-2C”’. It 
should read: “it is obvious that P=2C’. And, one last correction on page 
139, that is, Appendix B, page B-5, the last but one line of the first full 
paragraph on this page, the figure of 4.17 per cent should be changed to read 41.7 
per cent. 

I will begin my statement by making the obvious remark, which is that I 
wish to apologize for the length of the brief, and for compounding the offence by 
having to summarize it in a relatively lengthy statement. 


When asked by the government of the province of Alberta to prepare this 
submission, I learned by recourse to the orders of reference of this Committee 
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that it was resolved “‘That the Committee be empowered to consider and recom- 
mend, as it may deem expedient, respecting a comprehensive and effective 
program to reduce the price of drugs.” The presentation of a comprehensive 
program to reduce drug prices necessarily requires a lengthy document. 
Furthermore, very few of the briefs presented before this Committee have dealt 
directly and consecutively with the economies of the drug industry—that is, with 
drug costs and prices as such. In fact, the Consumers’ Association of Canada is 
the only group which proposed an integrated program of economic reforms 
aimed at the reduction of drug prices. Under these circumstances, I felt that the 
submission of the government of the province of Alberta could best be devoted 
to a detailed analysis of the economic factors affecting drug supply and demand, 
and hence drug prices, and to the development of a group of recommendations 
designed to permit a reduction of drug prices. 


By how much can the price of drugs be reduced? It is interesting that the 
orders of reference for this Committee take it for granted that drug prices are 
too high, since they simply contemplate the recommendation of an effective 
program to reduce the price of drugs. To determine whether drug prices are too 
high, and hence can and should be reduced, it would be desirable to compare 
present drug prices with the prices which would be charged by drug firms in an 
efficiently competitive drug industry. Under efficient competition, prices would 
be just sufficient to cover costs of production and distribution, plus a rate or 
return on investment which is no higher than is necessary to elicit the required 
capital investment. 

But how can one estimate the prices which would be charged by an efficient- 
ly competitive drug industry? For the most part, only indirectly. The production 
costs for individual drugs produced by the major firms should cast more light on 
the matter than any other set of data—if only these could be obtained. Since the 
Committee did not obtain and publish data on drug production costs of the 
major firms, one has only the choice of using the best available substitute data, 
or of speculating in an economic vacuum. 

The former alternative seems preferable. Consequently, cost-price compari- 
sons have been made, wherever possible, by comparing recent Canadian drug 
prices with two types to cost data. First, recent drug prices can be compared with 
current drug production costs, to the extent that statements have been made by 
witnesses appearing before this Committee which identified certain costs or at 
least permitted some approximation of their magnitudes. Unfortunately, there 
are only a very few such instances. Second, recent Canadian drug prices may be 
compared with Canadian drug costs as reported in the “‘Green Book,” which is 
the only publicly available source of any Canadian drug cost data. Since these 
cost figures date from around 1960, however, it is likely that some loss of 
comparability is associated with their use, although the degree of such loss 
cannot be determined. Moreover, the data in the “(Green Book” refer frequently 
not to actual factory costs, but to prices paid for the imported bulk chemicals. 
Since many of these chemicals were imported from United States parents of 
Canadian subsidiaries, one may consider the reported Canadian import and 
production costs in conjunction with the computed costs of the same drugs as 
calculated for the United States producers by the Kefauver Subcommittee Staff, 
in those few instances where such data is available for the same drugs at about 
the same period in time. 
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A comparison of prices and estimated costs for all the drugs for which any 
basis for making comparisons exists, indicates that the ratio of production costs 
to prices ranges very roughly from about five per cent to about twenty-five per 
cent of the price received by the manufacturer on sales to wholesalers. There is 
some clustering of the observations in the ten to fifteen per cent range. This is an 
unusually low ratio of production cost to price received. 


The Pharmaceutical Manufacturers Association of Canada has presented evi- 
dence on the breakdown of the manufacturer’s sales dollar, which shows that 
about 30 per cent went to manufacturing costs. This does not refer to any 
individual product, but to the average for all products included in the PMAC 
survey. Since this ratio is about twice the average cost estimated for the group 
of single drugs considered just above, one wonders about the discrepancy. It is 
possible that the drugs in the former group had a ratio well below the average of 
all prescription drugs, but it is also possible that the PMAC calculations average 
in the experience of all sorts of products sold by drug firms, and do not segregate 
packaged prescription pharmaceuticals for human use from bulk drug sales, 
veterinary products, feed supplements, and other lower profit margin items with 
which the Committee is not as directly concerned. Also, combining margins on 
non-patented drugs, with those on patented drugs, probably obscures the higher 
margins on the latter. 

A breakdown between human pharmaceuticals and other products is.availa- 
ble for the computation of the cost of goods sold, however, and the ratio of cost 
of goods sold to sales is about 33 per cent, for 1964. This is strikingly low in 
relation to the ratio of 73.7 per cent for the average of all Canadian manufac- 
turing firms as shown by the 1962 Dunn and Bradstreet of Canada survey 
introduced into the record of the Committee. For all manufacturing firms, 
the equivalent markup of total price over cost of goods sold is approximately 36 
per cent (that is the gross margin of 26.3 per cent divided by the cost of goods 
sold of 73.7 per cent), while the markup for drugs is 203 per cent. If we assume 
that manufacturing firms in Canada are on the whole workably competitive, 
their average markup of 36 per cent might be applied to the 33 cents in the drug 
sales dollar which is accounted for by the cost of goods sold. The resulting 
markup would add about 11.9 cents to the cost of goods of 33 cents bringing the 
price up to about 45 cents. Hence, very roughly speaking, the ability of the drug 
industry to raise itself above the necessity for price competition has enabled 
them to charge $1.00 for selling at wholesale a product the average cost of goods 
sold. Even if we raise the figure to 50 cents, the price of drugs in Canada is still 
market pressures as the average manufacturing firm in Canada, they would have 
to be content with charging only 44.9 cents for 33 cents worth of cost of goods 
sold. Even if we raise the figures to 50 cents, the price of drugs in Canada is still 
indicated as being twice as high as it might be in the presence of more adequate 
competition. 


What factors are responsible for permitting a gross margin of 67 per cent in 
drugs while all manufacturing companies have to be content with only 26.3 per 
cent? Here is where elementary economic analysis is useful in illuminating the 
relationship between supply, demand, and prices. Because of the great urgency 
of the need for medication, demand is almost completely insensitive to prices 
charged. There is no economic reason why low prices should be charged just 
because production costs are low, when a price which is for example ten or 
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twenty times as great as production costs will not significantly reduce the 
amount purchased. Broadly speaking, prices are determined almost entirely by 
the urgency of demand, and ordinarily have extremely little to do with the costs 
of production. Hence there is no real reason to lower prices if costs should 
decline, and conversely there is not much room for increasing prices if costs 
should rise, since prices have presumably been set initially at the profit maxi- 
mizing level relative to demand. 

Drug industry economics are such that only perhaps about 30 cents out of 
every sales dollar of cash flow has to be devoted to factory costs of production. 
What governs the disposition of the remaining seventy cents? Firms apparently 
find it necessary to dissipate about 30 cents of each sales dollar in sales promo- 
tion efforts, which arguably are largely mutually offsetting as among firms, the 
emphasis being on persuading the prescribing physician rather than on simply 
informing him. About seven cents is spent on research and development, largely 
applied research and product development. In drugs, as in other chemicals 
industries, research is rationally viewed as a means of implementing a profitable 
marketing operation, hence the share of the research budget devoted to truly 
fundamental research is understandably small. 

Between 4 and 15 cents in the sales dollar goes to distributing the ware- 
housing costs, and to actual outlays for manufacturing administration. The 
ambiguity arises here because it was never made explicit to the Committee how 
much, if any, of the eleven cents in the sales dollar which was designated as costs 
of manufacturing administration was accounted for by management fees 
assessed against Canadian subsidiaries by foreign parents. This leaves between 
18 and 29 cents in the sales dollar for profits before taxes, royalties, and 
management fees. This sum represents the pre-tax residual receipts of the drug 
firm after allowing for actual expenditures. While intra-company management 
fees and royalties may indirectly relate to certain actual costs of administration 
and research, the arrangements by which these fees are determined do not reflect 
the discipline of an arms-length market transaction. And royalties paid are 
generally not in any way systematically related to past or future research costs, 
but instead partake more of the nature of a levy on the expected profits to the 
licensee from the exploitation of the patent license. In other words, intra-compa- 
ny management fees and royalties represent imputations of portions of the 
surplus of revenues over actual costs, and it makes a lot of difference to the 
buyer whether the profits of the Canadian subsidiary are imputed away or 
competed away. 


Hence the sales dollar breaks down roughly into 30 cents for manufacturing 
plus a maximum of 15 cents for distribution and manufacturing overhead. The 
remaining 55 cents is the subject of discretionary disposition to a greater degree. 
About 7 cents is devoted to the quasi-marketing functions of development and 
research, about 30 cents is spent in sales promotion, and a minimum of 18 cents 
remains for profits before taxes, royalties paid to others, and intra-company 
imputations regarding royalties and management fees. 

This is the quantitative breakdown of the sales dollar as presented to this 
Committee by PMAC, but it differs considerably from the qualitative impression 
created by drug firm spokesmen both in their appearances before this Committee 
and in their public relations activities generally, where the height of drug prices 
is attributed to the magnitude of the research budget and the costs of quality 
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control. Since research and development combined amount to only about 7 cents 
in the sales dollar, and sincé quality control costs—to the extent that it is 
meaningful to isolate them—add only one or two more cents, it is apparent that 
drug prices are being explained or defended in terms of factors accounting for 
less than ten per cent of the total price. 

Since the basic cause of high drug prices in Canada is the lack of price 
competition, both among major drug manufacturing firms and among retail 
druggists, it is appropriate to ask what reforms are necessary to institute price 
competition at all levels of the industry and thus lower drug prices. Each of the 
recommendations made in this submission will be stated and briefly discussed. 


A. Recommendations pertaining to patent and trade mark reform. 


Drug buyers in Canada are fortunate in that drug product patents may not 
be obtained independently of process patents, and that such patents are subject 
to compulsory licensing under normal circumstances. In contrast, drug patent 
protection is absolute in the United States. Why, then, have Canadian drug prices 
often reached higher levels than, are charged in the United States? There are 
four respects in which the present state of Canadian patent law contributes to 
high drug prices. First, relatively few applications have been made for compul- 
sory licenses, and none of the firms which have been granted licenses have been 
truly major factors in the industry. Second, applications for licenses to import 
patented drugs have been refused. Third, since the products of firms selling 
under compulsory licenses are usually marketed under generic names, or under 
liitle-~advertised brand names, the burden of securing a market in competition 
with the highly promoted brands of major firms, taken in conjunction with the 
habit of brand name prescribing and the atmosphere of disparagement of generic 
name products created by brand name sellers, puts even the successful applicant 
for a compulsory license in at best an inferior position in the market. He may 
undercut his rivals by selling at prices only a tenth as high as theirs, and yet not 
be able to gain even a tenth of the market. Such an outcome would be unthinka- 
ble in any sort of truly competitive market, and must be attributed to sales 
promotion and prescribing practices, which are supported by patent protection in 
general in spite of occasional compulsory licenses. Fourth, if a firm produces or 
imports a drug which is covered by a Canadian process patent, the burden of 
proof is on the producer or importer to show that the drug was produced by a 
non-infringing process, and the costs and hazards of litigation may easily deter 
such production or importation. 


To further reduce existing patent-related barriers to new competition in the 
drug industry, the following recommendations are made: 

1. Compulsory licenses to import patented drugs should be granted, subject 
to the payment of reasonable royalties. These licenses should provide for the 
importation of semi-finished and finished dosage forms as well as bulk drugs. 


2. Section 41(2) of the Patent Act should be amended to put the burden of 
proof of infringement of drug process patents on the plaintiff. 
3. Every effort should be made to further expedite the process of acting 


upon compulsory license applications. If reasonable expedition cannot be 
achieved, such licenses should be issued as of right. 


Two further recommendations relate to patents and trade marks. 
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4. Section 19 of the Patent Act should be amended to allow provincial 
governments and their agencies as well as the Government of Canada to use any 
patented drug, subject to the payment of reasonable compensation. 


This recommendation of the Hall Commission is highly appropriate since it 
would further safeguard the Canadian drug buyer against restriction of supply 
and high prices. 


5. The Trade Marks Act should be amended to allow in general the importa- 
tion of trade-marked drugs which have been produced by a company related to 
the company possessing the Canadian trade mark. 

I think in the interest of time I will omit the explanatory paragraph which 
follows, as it merely contains arguments already presented to the Committee 
several times. 


(The above paragraph reads thus:) 


The securing of this reform would make it possible for independent 
Canadian wholesalers to buy drugs from wholesalers in, for example, the United 
States, and sell the drugs in Canada at a lower price than that charged by the 
Canadian subsidiary of the United States manufacturer, provided that the differ- 
ence in prices between the two countries is greater than the import duty payable. 
At present the owner of a Canadian trade mark is permitted to monopolize the 
importation and distribution of any product bearing this mark, whether or not 
any production of the product is carried on in Canada. If the proposed amend- 
ment were adopted, the only direct retaliation would consist in having the 
Canadian subsidiary take out a new trade mark for its drug, but it would 
hesitate to do so to the extent that sales promotion efforts in both the Canadian 
and United States markets had made the trade-marked name itself a valuable 
business asset, the changing of which would occasion a capital loss. 


B. Recommendations Pertaining to Tariffs and Anti-Dumping Laws. 
Three recommendations are made which relate to import duties on drugs. 


6. The schedule of tariffs on drugs should be reviewed by the Tariff Board, 
with a view toward: 


(a) Limiting the liability of drugs to tariff duties to those drugs of a class 
or kind actually made in Canada, and 

(b) reducing applicable rates to the minimum level consistent with the 
provision of the desired degree of protection of domestic producers. 


Tariffs are intentionally designed to protect domestically situated producers 
by imposing an import tax burden on foreign goods. Except perhaps in the very 
long run, tariffs tend directly to increase domestic prices by encouraging higher 
cost domestic producers at the expense of lower cost imports. Hence the complete 
elimination of drug tariffs would be the most expedient tariff measure for 
maximizing the potential decrease in Canadian drug prices. But if it is desired to 
retain protection for domestically situated producers, the customs laws should be 
such as to give protection only to those drugs which are actually being produced 
in the country at any given time. This could be done by limiting tariff protection 
to drugs of a class or kind actually being made in Canada, but care should be 
taken to avoid defining “‘class” too broadly. Rather than regarding all antibiotics 
as belonging to a certain class and hence applying tariffs to all antibiotics if even 
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a single antibiotic is produced in Canada, it would be preferable, if feasible, to 
maintain an, exhaustive current enumeration of all drugs which are sufficiently 
close therapeutic substitutes for drugs made in Canada, and to exempt from 
tariffs any drugs not on the list. This would not prevent the establishment of new 
domestic drug plants since tariffs would become applicable to imports of any 
drugs of a class or kind produced by domestic plants as soon as Canadian 
production were to be established. 


7. Liability to anti-dumping duty should be limited to drugs of a kind 
actually made in Canada, where “kind” is defined in terms of the active ingredi- 
ent. 

Again in the interest of time I will omit the explanatory paragraph which 
contains familiar material. 


(The explanatory paragraph follows:) 


The existence of the anti-dumping duty tends to motivate foreign parents of 
Canadian, subsidiaries to impute a larger share of total profits to the parent by 
setting prices tothe subsidiary at levels high enough to avoid all possibility of 
being subject to the anti-dumping duty. While abolition of the anti-dumping 
duty would eliminate this particular parent-subsidiary complication, this would 
expose domestic producers to the threat of dumping. A preferable expedient 
would appear to be the limitation of anti-dumping duties to drugs of a kind 
actually made in Canada. At present, while most of the pharmaceutical drugs 
used in, the preparation of dosage forms in Canada are not themselves made in 
Canada, most pharmaceutical preparations containing these pharmaceutical 
drugs are considered to be of a class of kind for dumping duty purposes. Hence 
although the active ingredients in a drug are not manufactured in Canada, 
dosage forms containing these drugs may be subjected to anti-dumping duty 
which protect sellers of dosage forms but do not afford protection to domestic 
manufacturers since the drug is not being domestically produced. Drug prices 
may therefore be increased by the amount of anti-dumping duty paid, or by the 
increase in invoice prices necessary to eliminate the danger of anti-dumping 
duties, not only for drugs made in Canada, but also for all other drugs of a 
general class made in Canada. Limiting the application of anti-dumping duties to 
drugs of a kind made in Canada would therefore eliminate the possible price- 
increasing effects of measures taken to minimize the likelihood of liability for 
payment of anti-dumping duties for all drugs of the same class sold in Canada. 


8. The valuation for customs purposes of imported drugs should be based on 
production cost plus a maximum allowance for gross profit (or on invoice cost, if 
higher) in situations where it is not possible independently to ascertain fair 
market value. 

The reduction, in the scope of anti-dumping duties would eliminate many of 
the instances in which valuation problems for imported drugs arise. The goal of 
valuation of those imported drugs still subject to dumping duties at levels which 
are not so high as to motivate foreign parents of Canadian subsidiaries to take 
too large a portion of the combined profits of parent and subsidiary in the 
foreign country, would be most expeditiously arrived at by setting this value 
equal to production cost plus an allowance for gross profit. To simplify 
administration, a reasonable maximum allowance for gross profit should be 
stipulated, as is now done for some items of import, such as the 5 per cent 
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allowance for imported car parts of a class or kind not made in Canada. If 
after appropriate study a maximum rate of for example ten per cent were 
to be adopted for drugs, the motivation to charge high prices to Canadian 
subsidiaries to avoid antidumping duties would be removed. If a drug cost 
$1.00 to produce, invoice costs need be no more than $1.10 to avoid all liability 
to dumping duty. 

9. The federal sales tax on drugs should be removed. 

Since demand for drugs is almost completely insensitive to price levels, the 
imposition of an eleven per cent sales tax at the manufacturer’s level will be 
pyramided upwards through distribution channels and the increase in price to 
the consumer will range up to a maximum of eleven per cent, depending upon 
the pricing policy of the retail druggist. (See Appendix A to this Submission, for 
detailed calculations.) But it does not follow that the removal of the sales tax, in 
itself, would result in corresponding price reductions. Only in a highly competi- 
tive market can one safely make the assumption that reductions in taxes or cost 
levels generally will be passed forward to the consumer in full in the form of 
lower prices. Sales tax abolition must be only one part of a comprehensive 
reform program to introduce genuine price competition into the drug industry. 


10. The Food and Drug Directorate should be provided with sufficient 
authority, funds, and staff to enable it to carry out an inspection program 
adequate to prevent the manufacturing of substandard drugs and establish 
confidence in all drugs sold in Canada. 

It is of extreme importance that public inspection of drugs be made ade- 
quate enough to establish confidence in the quality of all drugs on the market, 
for only under these circumstances can domestic and imported generic drugs 
compete with brand name drugs on a price basis. Dr. R. A. Chapman, Director- 
General of the Food and Drugs Directorate, has recently stated before this 
Committee that even under present inspection levels, there does not seem to be 
any significant difference between the quality of generic and brand name drugs 
sold in Canada, whether the drugs were domestically produced or imported. 
Although this Committee would seem to be concerned predominantly with issues 
of drug economics, it is fair to say that on many occasions its concern for drug 
safety has prevented a sufficiently sharp focus on the economic issues. 

Drug firm spokesmen argue that maintaining acceptable quality standards is 
not compatible with price competition. This argument can be made to seem 
plausible because of natural anxiety over drug safety. What drug firm spokes- 
men apparently do not realize is that any argument against price competition is 
an argument for price control. If competition cannot function satisfactorily 
regulation of some sort must be substituted. 

It has been said that one cannot divorce questions of safety from questions 
of cost. The obvious way to proceed is simply to compute the full cost of— 

Mr. Mackasty: Mr. Chairman, my copy does not follow on from the bottom 
of 10, what page are you on now. 

The CHAIRMAN: He added in several lines that are not written, and he is now 
proceeding with the bottom of page 10. 


Mr. STEELE: I continue. The obvious way to proceed is simply to compute the 
full cost of insuring safety, taking into account both the public cost and the 
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increase in private costs to be passed on to consumers. Against these costs one 
should weigh the twofold benefits of the elimination of both inferior brand name 
and generic drugs, and the pressures for price reduction which will develop 
when generic drugs are seen to be of equivalent quality with brand name drugs, 
but of much lower price. There is no doubt in my mind that the cost savings 
alone from lower drug prices would repay many times the added expense of 
expanded inspection. For example, from available information it appears that in 
the United States in 1958 an adequate inspection program would have paid for 
itself even, if the resulting price reductions for brand name drugs had been as 
little as one-quarter of one per cent. Similar data for Canada are not at my 
disposal, but I doubt if the order of magnitude of required cost reductions is 
greatly dissimilar between the two countries. 


11. Unnecessary barriers to the marketing of new drugs by additional firms 
should be eliminated. Where a new drug has been cleared for marketing on the 
basis of adequate data compi'ed by an original applicant, the same drug should 
by approved for marketing by any firm capable of producing the identical drug. 
Similarly, unnecessarily onerous burdens in the way of supplying drug informa- 
tion which merely duplicates existing known information should not be imposed. 

The emphasis in this reeommendation is upon avoiding truly unnecessary 
barriers and burdens, which unnecessarily prolong the monopoly power period 
of the patent holder. I am in favor of saafety, but I am also a believer in economy 
and am opposed to requirements which involve wasteful duplication of effort in 
busy-work which accomplishes nothing which has not already been done. 


12. The publication of a governmentally sponsored newsletter evaluating 
drugs, similar to the Prescriber’s Journal in Great Britain should be considered, 
particularly if widespread subscription by Canadian physicians to presently or 
prospectively published independent newsletters of this type fails to develop. 

If vigorous price competition is injected into the drug market the ability of 
major firms to finance sales promotion will decline greatly. To the extent that 
this eliminates merely persuasive sales appeals and reduces excessive competi- 
tion for the attention of the physician, the results will be salutary. It is moreover 
desirable that independent publications develop to supplement the informative 
releases of individual firms, and to completely supplant the purely persuasive 
promotional materials. It is to be hoped that physicians would voluntarily 
subscribe to independent newsletters. But the experience of the Medical Letter 
in the United States is not encouraging—only about 15 per cent of physicians 
have subscribed. If similar apathy is betrayed by Canadian physicians, the 
publication and distribution of such a newsletter at public expense may be 
necessary, as in the United Kingdom. 


13. Every reasonable effort should be made to inject more price competition 
into drug retailing. Serious consideration should be given to the liberalizing of 
the requirements for operating drugstores and dispensing prescriptions, so that 
the development of lower priced outlets for drugs such as discount pharmacies 
and mail order drug houses can be encouraged. 

Too little attention has been devoted to the role of the retail druggist in the 
over-all level of drug prices. The conclusion reached in the ‘(Green Book” is that 
price competition among retail druggists is distinguished by its almost complete 
absence. If and when price competition among drug manufacturers is brought 
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about, the full benefits of lower prices at the manufacturers’ level and of the 
hopefully more widespread practice of generic prescribing, will not be realized 
unless drug retailing also becomes more competitive. Since this situation prevails 
even after resale price maintenance has been outlawed, the problem appears to 
be a deep-seated one. Its solution must await the adoption of the maximum 
practical liberalization of the traditional restrictions limiting entry into drug 
retailing. This liberalization should be such as to constitute recognition that the 
traditional pharmacist’s distinctive functions are being altered away from pro- 
fessional competence in compounding and toward skills in merchandising. This 
more than anything else would probably bring about new entry into the market 
by those who are not traditionally opposed to price competition. In many lines of 
trade, sellers were inefficient and distribution methods stagnant until competi- 
tion developed from sources such as supermarkets and mail order houses. Drug 
“supermarkets” or discount houses are by their nature better suited to large 
urban centers, but the encouragement of mail order pharmacy, where feasible, 
would do much to spur competition in more thinly settled areas where druggists 
may have local monopolies. 


14. If the above reforms do not succeed in reducing drug prices to competi- 
tive levels in a reasonable period of time, drug patents in Canada should be 
completely abolished. 

In its Report, the Restrictive Trade Practices Commission recommended the 
abolition of drug patents. The Ha!l Commission was more sensitive to the 
possible adverse effects upon Canada of retaliation by nations committed to drug 
patents, and recommended retention of drug patent privileges, modified only by 
the provision for compulsory licenses to import, during a trial period during 
which the effect of various reforms on price levels would be observed. This 
recommendation appears to be very appropriate. 


The CHAIRMAN: Thank you very much, Dr. Steele. Ladies and gentlemen, 
the meeting is open for questioning, but because the brief is very lengthy and 
many members are going to have many qeustions, the Chairman is going to 
impose a ten minute limit on questions and answers for each person; you will 
have another turn next time around. I would ask, therefore, if you ask a very 
lengthy question and get a very lengthy answer which uses up all your time, that 
you wait until the next time around. Once your ten minutes is up I will bang the 
gavel and ask you to come quickly to a conclusion. 


Mr. Howe (Hamilton South): Thank you, Mr. Chairman. I will not waste 
time with preambles, except to congratulate Dr. Steele on the tremendous 
colossus that he has put in front of us for us to attempt to read and absorb, which 
will be next to impossible, but I cannot help but agree with it. As a matter of 
fact, it has been my feeling since reading it, that if we could tear the cover off it 
and put on a new cover saying recommendations of this Committee to the 
government, I would be quite satisfied; that is a personal opinion. 

Dr. Steele, I am going to ask you, if you do not mind, to try to make your 
answers brief so that I can get more questions in. Unfortunately, I will not be 
here this afternoon and I would like to get in all my questions in ten minutes. 
Would you say that the whole fault now lies in the system whereby a power 
group known as the PMAC—TI presume the “P” and “C’? mean private club 
—exerts a pressure on the doctors, through, shall we say, a brain washing 
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mechanism and they have plenty of money to do this. Consequently the doctors 
cannot, shall we say, conceive of the role that the cheaper drugs can, play because 
they are so bogged down with gimmicks and trick names, and because much 
money is spent to advertise to these doctors so that they can only see this one 
particular group as the drug manufacturers that count. Then, associated with 
this as I pointed out to Dr. Ross before, is the disparaging tone—an undertone 
—in the detailing of the so-called generic firms, the copiers, the cheaper drug 
manufacturers or, shall I say, the non-PMAC group? 


Mr. STEELE: I am glad you asked me to keep my answers brief. I might want 
to make some minor qualifications, but the brief answer here is, yes. I concen- 
trate on the economic implications, but I think the factors which you enumerated 
are the determining ones. 


Mr. Howe (Hamilton South): So this is a system which is wrong. In other 
words, what we really have to do is to start in with an educating system and 
then a re-education so that this thing will be seen on the proper basis, as it 
should be, as evidenced by Dr. Chapman who showed that the so-called cheaper 
drugs on the average were just as efficient or efficacious as the brand name 
PMAC group drugs. 

Mr. STEELE: One qualification I would like to make is that I do not think it is 
true—I certainly would not single out the PMAC for the entire blame for a drug 
marketing situation which is prevalent on the entire North American continent 
and other places in the world. The industry is an international industry and the 
tactics which are adopted by manufacturers to maximize profits vary with the 
institutional circumstances in the different countries. It happens that in Canada 
and the United States the manufacturers find it profitable to adopt these tactics. 


Mr. Howe (Hamilton South): Could I put them in the proportion, that they 
claim themselves to be, 85 cer cent? 


Mr. STEELE: There has been argument about what the 85 per cent stands for. 
I would say that as far as all sales are concerned, the dollar volume of sales 
prescription drugs, my estimate would be 85 to 90 per cent. 


Mr. Howe (Hamilton South): You do say in your brief, for point of empha- 
sis, that the price of drugs, the ultimate sale price of drugs, has no bearing 
whatsoever on the manufacturer’s cost. 


Mr. STEELE: That is substantially true. We could make elaborations, fine 
points and economic theory, but from drug to drug there is substantially no 
relationship. 


Mr. Howe (Hamilton South): You refer to the Medical Letter which I 
subscribed to at one time and lost faith in, not for any particular reason but I did 
wonder if there was any pressure on this Medical Letter, or do you think this is 
a sincere assessment of the drugs without any pressures brought to bear? 


Mr. STEELE: To the best of my knowledge, yes, but I am not the best 
informed person on this. 


Mr. Howe (Hamilton South): I am quoting in part from your brief. You say 
that ‘many so-called breakthrough drugs are merely minor adaptations of an 
already developed drug, proving really that research by drug firms reflects only 
an endeavour to make a competitive product or an adaptation that will sell for 
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this reason, because it is an adaptation, and compete only as far as advertising is 
concerned’’. In the light of that statement from your brief, how many actual 
new discoveries have been made by private drug companies in the United States 
and Canada, say, in the past ten years? 


Mr. STEELE: I am not able to assess the quality of various discoveries of 
different drugs. I would say that in antibiotics, for example, no basic major new 
drug has been developed since the late 1950’s. This is not my opinion alone; if 
you read the speeches made by security analysts you will see they talk about the 
problem which the drug industry has in developing basic new thereapeutic 
breakthroughs. The increasing cost or the diminshing returns through research 
have their effect on new drugs. I could not give a number. 


Mr. Howe (Hamilton South): Well, all antibiotics have been an out-branch- 
ing of the original discovery of penicillin as far as the theory and practice of 
antibiosis is concerned. 


Mr. STEELE: Yes. 


Mr. Howe (Hamilton South): I am sorry this is a little disorganized, but 
there was a state of disorganization when I tried to write these questions down. 
Do you feel that the doctor is in a vulnerable position re advertising because, as 
you state on page 67 of your brief: 


—he is not in a position to evaluate the quality of the drugs he prescribes. 


Mr. STEELE: Yes, I think this is true. It would take a frantic devotion on the 
part of the doctor to undergo the expense of having the drugs tested privately 
which he uses. It would be impossible I think for him to test all of the drugs 
which he might be interested in using. 


Mr. Howe (Hamilton South): Therefore, he is going to naturally prescribe 
something which he is more bombarded with, as far as advertising is concerned, 
and this has been proven many times in this Committee to be tremendous. As I 
understand it, in the United States there is approximately $5,000 per doctor per 
year spent on, shall we say, the pushing of the PMAC group drugs. This involves 
your detailman and on. The pressure is tremendous on the doctor when it comes 
to this amount of individual pressure. 


Mr. STEELE: Without any knowledge of the way in which a doctor reacts 
personally to this type of sales promotion appeal, I wou!d take it merely as 
axiomatic that if it did not pay off the companies would soon cease to promote 
drugs at this great expense. 

Mr. Howe (Hamilton South): Assuming that most doctors are human 
beings, they are subject to the pressures as any other human beings from 
bombastic advertising, are they not? 


Mr. STEELE: I sympathize with anybody in their place. 


Mr. Howe (Hamilton South): I want to ask another question which is based 
on your brief, too. I have asked this question before. Do you think there is any 
direct relationship between a low or reasonable price and the existing high price 
in the quality or efficacy of any drug? 


Mr. STEELE: I think it is easy to create doubts about the quality of low- 
priced drugs, particularly if the drugs are selling at 5, 10, or 15 per cent of the 
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price of the brand name drugs. From my knowledge of the technology of drug 
production, which is admittedly limited, and the knowledge of the inspection 
procedures employed, which I admit is more extensive for the United States than 
Canada, it strikes me that there is almost no substance in these claims, and that, 
if they have a point and some statistics are used to prove this point, the point is 
greatly overstated. 

Mr. HowE (Hamilton South): With respect to the education process that we 
discussed in relation to my first question, what do you think of the acquiring of a 
Canadian formulary as a solution that could conceivably get around this prob- 
lem? 

Mr. STEELE: I am surprised there has apparently been none since about 
1949. Is that correct? 

Mr. Howe (Hamilton South): Well, there is a sort of unused formulary, but 
I really meant, putting one into use. In other words, what I mean is, let us say 
there are 20 forms of brand name penicillins and they all passed Food and Drug 
administration or, let us say, 14 of them passed, they would simply be listed as 
penicillin and the doctor would only write a prescription for penicillin, being 
assured that the Food and Drug administration, had made sure that all 14 of these 
had passed all the tests and were equal in quality and efficiency, and the druggist 
would simply dispense penicillin, any one of the 14, and he would need to have 
only one brand on his shelf which would reduce his costs and reduce the need of 
the drug companies to advertise to the doctors, and have the drug companies 
tender to the drugstores as a means of lowering the price to the drugstores. We 
know full well that tendered prices to the government are much lower than the 
prices that the public pays for drugs. 

Mr. STEELE: As far as a Canadian formulary is concerned, I would consider 
this an ideal arrangement, if one could be devised with sufficient expedition and 
kept reasonably up to date. Especially is this true if you are starting a new 
formulary, and you have a number of other formularies in existence which are 
also being used as semi-official compendia. There may be a lot of time wasted in 
just deciding what features to incorporate from the other compendia, but ideally 
if you could devise such a formulary and keep it up to date I think this would go 
a long way towards solving the information problems which doctors face. 


Mr. Howe (Hamilton South): It should not take any longer to produce this 
formulary than it should to educate the doctors. 


Mr. STEELE: Probably not. 


Mr. O’KrEEere: Mr. Chairman, Dr. Steele, this is a very impressive brief and 

I think the Province of Alberta should be congratulated on its initiative in im- 

porting Dr. Steele. Luckily, I always agree with imports particularly in the area 

of experts, but in this case I am not an extreme nationalist. On page 4, Dr. 
Steele, of your condensed version, you discuss demand, and you state: 

—demand is almost completely insensitive to prices charged. There is no 

economic reason why low prices should be charged just because produc- 

tion costs are low, when a price which is for example ten or twenty times 

as great as production costs will not significantly reduce the amount — 

purchased. 
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What I am interested in, Dr. Steele, is, whose demand? Normally, demand is 
caused by the consumer, the buyer. Surely, in this case, particularly in the 
important area of prescription drugs, the demand is made by the doctor and not 
by the consumer. 


Mr. STEELE: Yes, that is true. I tried to cover that in my section on demand 
in the major brief. In that section I tried to develop the notion that the demand, 
as far as the consumer is concerned, is insensitive to price. The effective demand 
for a drug or a group of substitute drugs depends really upon the extent to 
which the doctor can be induced or persuaded or is naturally inclined to 
prescribe the drug. The doctors demand is very price inelastic. As I suggested, 
perhaps a typical doctor may either have little knowledge of prices or he may 
fee] that the higher the price of the drug he prescribes, the more prestige he will 
be accorded. I think these two factors work together. The doctor allocates the 
ability of the patient to present prescriptions for particular brands to druggists 
and the druggist has a certain amount of discretion over setting the price which 
the consumer finally pays. The demand on the part of the druggists is a derived 
demand because if the druggist can charge a high price for prescriptions in terms 
of the final consumers’ demand, the manufacturer can charge the druggist a high 
price at the wholesale level, at the druggist’s purchase level. 


Mr. O’KEEFE: On page 6, of your condensed brief, you talk of the habit of 
brand name prescribing, and the atmosphere of disparagement of generic name 
products created by brand name sellers. Have you any specific examples in mind 
you can give up of this? 

Mr. STEELE: Yes, I gave two or three examples I believe in the brief. Dr. 
Solomon Garb who was conducting a class at a New York university in the 
United States tried, as I think over 80 per cent of the medical schools do, to con- 
vince students that it was rational to prescribe in terms of using generic names, 
but he allowed, or perhaps invited a detailman to have a seminar with the 
students and he pointed out that after one session with the detailman over half 
or about half the students were convinced by the detailman’s suggestions that 
it was really unsafe to prescribe by generic names. Dr. Howe has given another 
example which I have also quoted, and Dr. Frederick Myers of the University 
of California Medical School also testified to this effect. 


Mr. O’KEEFE: Would you abolish the detailman? 


Mr. STEELE: I would not abolish him. I would not pass a law saying that 
there should be no detailmen in the drug industry; rather, I would stimulate 
competition and let the price level which is competitively determined, regulate 
the amount of sales promotion in the industry. 


Mr. O’KEEFE: On page 19, Dr. Steele, there is an explanation of the inspec- 
tion program you suggest. We have been told over and over again in this 
Committee that it is impossible to have a complete inspection program. Of 
course, I do not accept the word “impossible”? and I should like your com- 
ments on this. 


Mr. STEELE: Well, the information which was given me—first, I believe that 
Mr. Henry said, on the basis of study made by his group, he thought that the 
cost of ensuring adequate inspection of all imported drugs would run around $4 


million. This would not include presumably any additional domestic inspection of 
25611—3 
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the products of domestic producers. I have no idea whether the total figure 
would be in the vicinity of $4 million, $5 million or $10 million; but I do think 
that even if it cost in the range of $50 million, or upward of that, the reduction in 
the average price of drugs brought about by the competition which would result, 
once the confidence of the doctor could be established in all products sold on the 
Canadian market, would result in a cost reduction to the consumers of this 
magnitude. 


Mr. O’KEEFE: And the safety of the drug, which is just as important, 
probably more important. I am just confirming you, doctor. 


Mr. STEELE: Yes. 


Mr. O’KEEFE: I have one final question. You suggested that super markets 
and discount drugstores would have an effect on the prices of drugs. We have 
discount drugstores or so-called discount drugstores in Ottawa, and I have never 
met a person who suggested to me that the price of the prescription drugs at 
least is lower at these discount drugstores than in other stores. 


Mr. STEELE: Well, the economics of the retail drug industry—the retail 
druggists are very different from those of the manufacturer and they deserve a 
study all by themselves. If the discount druggist has to obtain quarters in a 
higher rent section of town, this is going to put him at a very great disadvantage 
at the outset. Actually, what you need is large volume, and you need the freedom 
to compete in price. If you have a large volume and no constraints of any sort 
on the price you can charge, I think some reduction in the prices which are 
charged by druggists would be allowed. Of course, the lowering of prices would 
have something to do with the increase in volume. I know from my own ex- 
perience in Texas, for example—Texas is one of the three states in the United 
States which has never had a fair trade law—the prices for drugs in particular 
have always been lower than in any of the other states. Even so, there is a big 
difference between the prices which are charged by the corner drugstores, the 
individual unit pharmacies and those charged by the discount drugstores. For 
example, I can buy brand name drugs at prices from one third to 40 per cent 
off, let us say, at the discount drugstores from registered pharmacists of the 
same brands you would buy at the old line drugstore, let us say. I think the 
secret here is simply in the larger volume done and the greater buying powers 
they have, coupled with the freedom from the restraint of the so-called free 
trade laws which do not exist in Texas. 


Mr. O’KEEFE: Dr. Steele, do you know of a code on a prescription that 
shows so that a druggist, if the prescription is brought from one drugstore to 
another, will know exactly what the other drugstore, the first one, had charged 
the consumer? 

Mr. STEELE: Yes, I have heard of that. 

Mr. O’KEEFE: Do you think that is fair? 

Mr. STEELE: No, not at all. 


Mr. O’KEEFE: Do you know of any prices where prices are kept artificially 
by agreement with druggists? I will give you a case here in point that I had in 
Ottawa. During the Christmas period I was buying some presents and I went to a 
drugstore to buy some perfume. It is not a prescription drug, I admit, but I asked 
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for a discount—I was buying several bottles—and I was told quite frankly by the 
salesman that it is necessary before they can get this particular item to sign an 
agreement not to sell at a lower price than the price that was charged me. Have 
you any comment to make on that, Dr. Steele? 


Mr. STEELE: Where did you try to buy this perfume? 
Mr. O’KEEFE: In Ottawa. 


Mr. STEELE: I do not know. I suppose Mr. Henry is the appropriate person to 
whom you should direct this question. 


Mrs. RiDEOouT: Do you not know what perfume? 

Mr. Mackasey: It is a question of smell. 

Mr. Howe (Hamilton South): May I ask for whom it was bought? 
Mr. O’KEEFE: It was for my wife, Dr. Howe. 

Mrs. RIDEOUT: Several bottles. 

Mr. O’KEEFE: Thank you, Mr. Chairman. I did not get an answer. 


Mr. Howe (Hamilton South): Mr. Chairman, I think by way of correction, 
maybe there is a slight error in this code marking of prescriptions. A number 
goes on every prescription that goes to a patient, but this is only for identifica- 
tion in his own file. This is not a code number that identifies the drug that is 
being— 


Mr. O’KEEFE: No, no; identifies the price is the point I was making, if you 
took that prescription to another drugstore in another city. 


Mr. Howe (Hamilton South): You still would not have any idea what it is 
without contacting the druggist by whom it was originally dispensed. This is not 
a code number; it is only so that that druggist can find the prescription in the 
series of numbers in his own files. The number does not identify the drug. I 
thought that should be straight. 


Mr. O’KEEFE: I did not— 


The CHAIRMAN: No, it is not straight, Dr. Howe, because you are both 
talking about two different numbers. You are talking about a prescription 
number and Mr. O’Keefe is making reference to a habit that does occur where a 
price is actually coded into the prescription, and this has been admitted by I 
think the pharmacists who were here before, that this used to occur. I should also 
say that Mr. Henry is in the room. 


Mr. STEELE: May I ask a clarifying question of Mr. O’Keefe to make sure I 
understood his question? 


The CHAIRMAN: Yes. 


Mr. STEELE: I think the coding you are referring to is—for example, I know 
a few systems which involve misspelling the word “pharmacist”. Let us say, they 
spellitp har mocis t—it has ten letters in it, and “p” stands for wanting to go 
from one to zero. This is the kind of coding you are talking about. 


Mr. O’KEEFE: I think it is deceptive. 
25611—33 
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Mr. Mackasey: I have a better one, that you may pass on to your clients 
and make profit. This does the same thing. There are ten letters there and no 
two are alike. Perhaps it is easier to remember when you are in the retail 
business. 


Dr. Steele, anything I may say about your brief now will be superfluous. All 
kinds of praise has been accorded to it which I heartily endorse. I have gone 
through it six times and I intend to go through it six more. I do not want to use 
up my time in the preamble. On page 6, section 3, you say: 

Although very little research is done in Canada— 


I could not agree with you more heartily, Dr. Steele. If you have read the 
proceedings since the beginning I think I have emphasized that point constantly 
that the amount of research done in Canada by the pharmaceutical industry is a 
shame, particularly in view of the fact that Canadians are supporting, or are 
supposed to be supporting, research of that pharmaceutical industry every time 
we swallow an aspirin. I hope that the pharmaceutical industry, when these 
hearings are over get hep, as we say, and realize their duties to this country. 
Now, you have a very comprehensive section on research which I have spent a 
little time on. You have expressed I think strong beliefs in the differentiation 
between basic research and applied research. Am I right in that? 


Mr. STEELE: Yes. 


Mr. Mackasey: You feel there is a distinction. You give economic reasons 
why private companies, private industry, would normally tend to concentrate on 
applied research rather than on basic research. 


Mr. STEELE: I did give reasons. Are you asking me to state the reasons? 
Mr. MACKASEY: Well, yes. 


Mr. STEELE: One of the reasons I gave, I think I gave eight reasons in all, 
why ordinarily private firms in the drug industry or any other industry would 
tend to devote relatively fewer funds to fundamental research than the social 
value of the activity might justify and they all boil down to the fact that, well, a 
private firm spends all the money and perhaps reaps none of the benefits or very 
few of the benefits. 


Mr. MacKaseEy: I think you have pointed out the economics of the reasons 
why but is it not a fact also that if the pharmaceutical industry ignores basic 
research entirely for any lengthy period of time applied research itself will 
produce no fruits to the industry. 

Mr. STEELE: Yes, that is true. I think I made that precise statement. 


Mr. MacKASsEy: I know you did. Is it not already reflected in the number 
of drugs that is coming on the market today as opposed to ten years ago? 


Mr. STEELE: Ye, I believe that to be the case. 


Mr. MackaseEy: Do you know the number of drugs that has come on the 
market this year as opposed to ten years ago? 


Mr. STEELE: Well, it is hard to say. It depends on how you classify the drugs, 
taking the United States classification, whether these are new drugs applications 
which have been o.k.’d for marketing and in total, whether they are mixtures of 
old drugs or different dosage forms of old drugs or actually new chemical 
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compounds. I would say that the number in recent years has dropped, the last 


category has dropped to about one third of what it was perhaps around 1955 or 
1956. 


Mr. MackAasey: Well, you are more familiar I am sure than I am, as an 
expert on this industry, with De Haen’s tabulation which I got from the Library 
for the information of the Committee, it shows that in 1966, 82 new products on 
the market which may be, as you say, molecular manipulations in some in- 
stances, as opposed to 403 in 1955. Do you not think that as applied research 
dries up cr at least the results, the pharmaceutical industry will then have to go 
back to basic research? 


Mr. STEELE: Somebody will have to do the basic research and I am not sure 
since applied research and sales promotion under present market circumstances 
seem to be so lucrative that the companies will return to fundamental research 
in time. 

Mr. MackasEy: You say, “so lucrative”, but at the same time you make a 
strong case in your brief for the fact that applied research will eventually no 


longer be lucrative, or the fruits of applied research, unless someone does the 
basic research. 


Mr. STEELE: Well it depends upon how long it takes. The industry is marked 
by strong rivalry. I have said it is not price competition but I have said there is 
an awful lot of rivalry in it, and the rivalry increases cost so a firm which has a 
certain amount of money to budget to basic research, applied research, sales 
promotion, cannot very well all of a sudden just stop and start reducing the 
amount of sales promotion and increasing the amount of basic research as long as 
its rivals are not doing the same thing. 


Mr. Mackasey: But you are fully convinced that there is a fundamental 
difference between basic research and applied research? 


Mr. STEELE: Yes, I am, although as I said if it comes to a matter of drawing 
a fine line between which project is basic and which is applied I do not think 
anyone can do that. 


Mr. Mackasey: But your brief does it. You make a very strong case in your 
brief as I have read it, and as I say, I have read that section and I am quite 
willing to quote it back to you if you want me to, that the pharmaceutical 
industry are concentrating in applied research as opposed to basic research. And, 
of course, you have logical economic reasons why. 


Mr. STEELE: Yes, I do not want to repudiate the validity of the basic 
distinction between basic and applied research or to contradict anything that I 
have said in the brief about that. I do not think though that you have a 
distribution of research projects, let us say, a kind of bi-modal distribution; in 
other words, you have a thousand projects which are definitely fundamental 
research and a thousand which are definitely applied. I think that there is a line 
you have to draw somewhere between those which are chiefly oriented towards 
the acquisition of entirely new knowledge, new ways of looking at things, and 
those which are devoted to developing new products from existing knowledge. 

Mr. Mackasey: The reason, Dr. Steele, that I have asked you this is that the 
other day in discussing penicillin I immediately realized my knowledge was very 
sketchy and Dr. Howe and other learned doctors corrected me about my lack of 
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knowledge of penicillin. Typically, I went to the library to find out and there I 
came across a reference to Professor Chain. Are you familiar with Professor 
Chain? 

Mr, STEELE: Chain? 


Mr. MACKASEY: Yes. You know he won the Nobel Peace prize for his work 
on penicillin. I also got his comments on applied and basic research and I would 
like to read them to you; to me, the uninitiated, they seem to contradict your 
brief and I would just like to get your comments. He starts out to say: 

I must confess that the continuing discussion on the relative merits of 
pure versus applied science gets a little tiresome as it centres around 
fictitious pseudo problems to which there is no substance. No one except 
very ignorant people— 


And I do not class you that way, Dr. Steele; these are his remarks. 
—hbelieves that a sharp line of distinction can be drawn between pure 
and applied research, and that the former is limited to academic, the 
latter to industrial laboratories. 


Which is the point you have made. 


What about penicillin? 

Can any discovery be more “applied’’...He puts that in quotation 
marks. In nature? Yet it originated in an academic laboratory and I can 
assure you this audience, that we had no objection when we realized that 
it could be put to a practical use in medicine. 

What about the discoveries of histamines...? Their theoretical im- 
portance is immense yet they originated in an industrial laboratory. In 
fact, the only way in which I have been able to classify research is into 
the categories of useful and useless. 


Mr. STEELE: I thought perhaps you were going to read me a different 
excerpt from Dr. Chain. Well, I agree with the beginning of that excerpt. As 
far as the classification between useful and useless is concerned I rather agree 
with Professor George Wright. In some sense— 


Mr. Mackasszy: Is Professor Wright of Empire Laboratories? 
Mr. STEELE: Yes. 
Mr. MAcKASEY: I see. 


Mr. STEELE: In some sense little research is completely useless because at 
least it shows you what areas are blind alleys and should not be followed again; 
but I think there is a considerable difference between doing research in an area 
in which you are completely free to choose your own area of interest and of 
emphasis and doing research, let us say, in applied research and deciding upon 
the best dosage form for antibiotics. Admittedly, you may discover new 
fundamental knowledge of the operation of micro-organisms just from this 
sort of applied research. I think it is a question of the probability; that you 
have a much greater universe of possibility of expanding the horizons of 
knowledge if you are working with no commercial constraint. It is just a 
question that the universe is possibly much greater there. It is smaller when 
your object is defined very closely. 
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Mr. MackaseEy: Well, Dr. Steele, in other words, it is a matter of opinion 
between economists and scientists as to what is one type of research and what is 
another. For instance, Dr. Wright of Empire Laboratories has one opinion and 
Dr. Chain, the Nobel Peace prize winner, has another. It is a matter of whose 
school of thought you would endorse. 


Mr. STEELE: It is a matter of economics too, because I think Dr. Chain’s 
experience in research is probably different from that of Dr. Wright’s. 


Mr. MAcKASEY: I am not arguing with either one of them. My main purpose 
on the Committee, other than to concern myself with the cost of drugs is to try 
and persuade, peacefully, if possible, the drug industry to spend some money on 
research in this country. Whether it is applied research or basic research is not 
really too important. 

On page 21—again I am talking about research,—you have two statements 
there which seem to contradict each other. In one you say that the Canadian 
drug firms, and I agree with you, do little research in Canada. I will read it: 

The major drawback perhaps, of the fact that Canadian drug firms do 
little research in Canada is not that the quality of available drugs suffers, 
but that ‘Canada loses many of its highly trained research workers because 
of the lack of opportunities for domestic employment. 


And I agree with this. If there are no availabilities in Canada, positions for 
research, then we are going to lose our trained employees and we have statistics 
to prove that we are losing some of them to the state of Texas. You are a 
welcome exchange visitor. Then you go on to say: 

In order to rectify the situation, it may be desirable not so much to 
attempt to increase the amount of basic research done by private firms, as 
to take steps to reduce the ability of these firms to drain off very scarce 
human resources for employment in less productive capacities than they 
might be assuming. 

To me, this is contradictory. On the one hand, you say they are not doing 
enough and for this reason we are losing trained scientists. On the other hand, 
you are saying that perhaps we should prevent them from doing any at all. 


Mr. STEELE: No, I am saying that in my view, which you regard as a 
difference of opinion, fundamental research is more appropriately financed by 
taxpayers, by society as ‘a whole. So that if the drug industry as currently set up 
tends either to do little research in Canada and hence, offers little employment 
opportunities for biochemists and pharmacologists, and so on, in Canada or else, 
offers so many research opportunities south of your border that they all go down 
there, then you are losing these research workers and also they are doing what I 
would regard as potentially less productive work in applied research lines. The 
best thing to do if you want to keep them in Canada is to devise some sort of 
program whereby more of them can be employed more productively at the 
public sector. 


Mr. MackKasEy: Would we not achieve this laudable desire by forcing or 
persuading or inducing the pharmaceutical firms to do some of the research 
which they do south of the border and do it in this country. Would this not 
also help? 
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Mr. STEELE: It depends on the way it is being financed and the total quantity 
of the research done, and also the character of the research. Certainly, you can 
keep them employed in, Canada if you provide sufficient inducements to the 
pharmaceutical producers to assure they do the research and these inducements 
may be direct subsidies, tax subsidies, increased patent improvement, and so on. 
But the question is could they be employed more efficiently in Canada by 
working with philanthropic foundations or public sector research. 


Mr. MAcKASEY: We have no legal way of forcing them into an environment 
that they may not necessarily want. One last question, because the Chairman has 
his hammer out, on the bottom of page 20, you have a footnote which compli- 
ments a drug company with one hand and I find this a tendency throughout the 
book, and you then qualify it always with the word “may”. Do you not think that 
if there is one firm amongst all the big companies that has had the initiative to 
sponsor, as it mentions here, a truly fundamental research lab in Switzerland, 
we should not cast aspersions on it by stating that it is probably paid for by the 
purchasers of medication? 


Mr. STEELE: I would agree with that except for the last sentence. I would 
say that this is one major criticism of drug industry research generally. This 
company I think has a greater claim to our admiration because at least it does 
fundamental research but all research which is done by all companies is financed 
out of the payments of the sick and afflicted. 


Mr. MackAsey: I understand, incidentally, that this firm is Cyanamid. 
Mr. STEELE: This is correct. 


Mr. Mackasey: Many of the people over there are graduates or members of 
our own Canadian National Research Council, whom I have discussed the prob- 
lem with and they tell me that there is abso'utely no limitations on what they 
can do, or any limitations of the facilities or equipment at their disposal. 


Mr. STEELE: These are Canadians who have been on employment in 
Switzerland? 


Mr. MAcKASEY: In this particular plant and were trained in our National 
Research Council and who of course, will some day come back. Of course, there 
are people from Switzerland who were trained here and have gone home. Thank 
you, Mr. Chairman. 


Mr. Howe (Hamilton South): Mr. Chairman, may I at this point ask one 
very brief question, realizing it is out of order, no supplementaries, and a very 
short question. 


ThE CHAIRMAN: Because you are not going to be here? 


Mr. Howe (Hamilton South): Because I am not going to be here. It is not 
related to anything that has taken place but does Dr. Steele have any figures 
showing the per cent of prescriptions written by doctors that are actually dis- 
pensed? 


Mr. STEELE: That are actually dispensed? You mean written generically? 


Mr. Howe (Hamilton South): No. I mean what per cent of prescriptions 
written by doctors are actually dispensed? 


Mr. STEELE: No, I do not have that. I wish I did. 
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The CHAIRMAN: You mean people who get prescriptions but never fill 
them? 


Mr. HowE (Hamilton South): That is right. 


Mr. JOHNSTON: I would also like to congratulate you on the length of the 
brief and congratulate Mr. Frawley on finding you. I think it took some percep- 
tion on his part to bring you here as well. 

I notice on page 10 of your summarization that you recommend that federal 
sales tax on drugs should be removed. I think again most members of the 
Committee would agree with you and it is my understanding that the govern- 
ment awaits this Committee’s report to take action in this regard. Then you say 
at the end that “sales tax abolition must be only one part of a comprehensive 
reform program to introduce genuine price competition into the drug industry”. 
I do not know how familiar you are with the workings of our parliamentary 
system but we are faced at the present time with a very extensive load of 
legislation, none of which has anything to do with intoducing comprehensive 
reform to bring about price competition. It means that there is going to be a 
very considerable delay before this parliament could accomplish what is set out 
here. Your brief deals with whole varieties of things, with the Patents Act, trade 
mark legislation; all this sort of thing would have to be dealt with. How 
strongly do you feel about this? Would you feel that the removal of the sales 
tax should be delayed until the other can be accomplished? This I gather is 
your meaning here. 


Mr. STEELE: Well, the only reason for delaying the passage of the sales tax 
abolition would be the possibility that there might be more harm than good. For 
example, if prices of prescription drugs do fall by about 10 per cent and people 
are satisfied with this and say, “well, that is all the reform we need.” I think it 
might do more harm than good at the present time. 


Mr. JOHNSTON: Well, then, in a way you are not trusting the vigilance of this 
Committee to then carry on and insist on introducing the others. It would seem 
to me that if this were possible, and you have sort of suggested it in your answer, 
to drop the price by 10 per cent this would be a very worth-while immediate 
step knowing that it might take another two years before we cou’d establish this 
comprehensive reform program that you discussed. 


Mr. STEELE: It is not so much that I do not trust the vigilance of the 
Committee as that I think this might be looked upon by consumers as a 
substantial victory, and that they would be less aware of the problem and less 
prone to push for reforms when, finally suggested for competition reforms. 


Mr. ISABELLE: Dr. Steele, I must commend you on your brief and I am sure 
that with this presentation you have everything that you need to become a good 
Canadian citizen. 

On page 12 of your brief you said: 

Too little attention has been devoted to the role of the retail druggist 
in the overall level of drug prices. 


Could you comment more on this because I think there is something wrong 
along the line between the manufacturers and the pharmacists, whether you 
think the trouble is with the manufacturers or somewhere else along the line. 
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Nobody mentioned anything about the pharmacists or dispensing. Could you 
comment on this? 


The CHAIRMAN: Your reference is in relation to the short statement. 
Mr. ISABELLE: Yes, to the short statement. 


Mr. STEELE: Yes, I would say that there are really three levels. The produc- 
tion, the distribution and the retailing level and that at the production level and 
the retailing level there are forces in the market which tend to put the consumer 
at a disadvantage. As far as the who'esaler level is concerned, I do not think 
these same forces exist. I think the wholesaler is sort of caught in the middle. In 
fact the Canadian Wholesale Druggists Association recently submitted in its brief 
that because wholesalers in eastern Canada were faced with the competition of 
co-operative wholesalers who offered rebates that the wholesalers who were not 
co-operatives also had to reduce some of their discounts in order to compete with 
the co-operatives. The drug producers had retaliated and were taking this into 
account and had reduced the margin which the wholesaler enjoyed, so that 
instead of having the wholesaler pass on some of this surplus to the retailer, 
this was taken by the manufacturer. 


I would say that the problem of not lack of competition so much as 
inefficient competition at the retail druggist level has been given, too little 
attention and this is because the retail druggist ordinarily divides his time 
between his pharmacy, his dispensary, let us say, and many other lines of goods. 
I think on the average about one third of the sales of drugstores are made in the 
pharmacy line. I think that the pharmacist may be either selling a lot of low 
profit margin items in order to increase his total income to the acceptable level, 
because the profit margins on the pharmaceutical items are really higher than 
the competive level. This means that you have too many people entering into the 
drugstore field. Let us say, if you had one third as many pharmacies they could 
all specialize entirely in drug retailing and make the same profits at lower 
profit margins and allow a more efficient system of distribtion. I think the 
problem here is really, in metropolitan areas at least, excessive numbers and an 
excessively broad range of products distributed. 


Mr. ISABELLE: On page 11 of your short brief you said: 


Unnecessary barriers to the marketing of new drugs by additional 
firms should be eliminated. 


Do you mean that you would eliminate what we are calling new drugs 
compared to an old drug. Would you lift those barriers? 


Mr. STEELE: No, I would not abolish the distinction between new drugs and 
old drugs. In my next paragraph I say: “The emphasis is on removing truly 
unnecessary barriers.” What I am against is measures which I do not think, or at 
least some of which may not be absolutely essential for ensuring safety, but 
which do function to prolong even if only be a few month the very lucrative 
period of early market penetration by the patent monopolist. 


Mr. Mackasrey: Could you give us an example of this—excuse me, Dr. 
Isabelle—particular step the Food and Drug Directorate takes that is not de- 
signed to ensure safety. 


Mr. STEELE: I would say the difference between the procedure followed by 
the Food and Drug Administration in the United States and the Food and Drug 


Feb. 14, 1967 DRUG COSTS AND PRICES 2325 


Directorate in Canada. In the United States, as I understand it, and I am open to 
correction here, if the first applicant, who may be the inventor, or he may just 
be the American licensee of the foreign patent, submits to the F.D.A. in the U.S. 
a sufficient volume of experimental and chemical testing, which allowed the 
F.D.A. to pass on this drug as being safe and today also efficacious, that other 
producers, who can produce the identical drug, will not be subjected to the same 
let us say information supplying hurdle by the F.D.A. I think in Canada this may 
be an additional hurdle and the holder of a compulsory license may be held off 
the market for a period of many months because of duplicating in effect ex- 
perimental and critical evidence on a drug, the actions of which are identical. 


Mr. MackaSey: Well, our Food and Drug Directorate does accept the clinical 
research evidence that is submitted to the Americans. We do have that reciproca 
arrangement. We do accept them. 


Mr. STEELE: I think though that Dr. Chapman said that he did not, and this 
may not contradict you at all, accept as evidence of passing an indirect hurdle 
the mere fact that the drug had been cleared for marketing by a foreign agency. 


Mr. Macxasey: No, I did not say that either. I will pursue this later. 


Mr. ISABELLE: Dr. Steele, through your knowledge and experience, do you 
believe that there is a price fixing policy between pharmaceutical companies in 
Canada. 


Mr. STEELE: In Canada, I would say that the basic support to high level of 
prices, the basic support to the non-competitive level of prices, which prevails 
among major brand name manufacturers in the world at large, is related to the 
patent situation in the major producing countries—in the United States, in 
Switzerland, in Germany. I very much doubt whether in the United States the 
companies ever get together in a smoke-filled room and say, “let us fix the price 
of this new drug.” But, I think that the availability of the patent privilege 
creates an atmosphere of community of interest, particularly in questions of 
cross-licensing agreements, and the companies tacitly adopt a sort of policy such, 
that they set the price for a new drug in the range of profit maximizing level and 
they do not reduce the price because one of the major brand name companies 
decides that he wants to increase his share of the market, let us say, by cutting 
the price 25 percent. The danger of retaliation is too great. This is true not only 
in drugs but in other markets where you have only a few large producers. As far 
as outright collusion is concerned, I am sure that the antitrust laws in the United 
States rightly restrict the scope for this. 


The CHAIRMaN: Did you hear the last part of Dr. Steele’s remarks. 
Mr. ISABELLE: No. 


Mr. STEELE: Let us see. What I was saying was in any industry where you 
have a few relatively large firms, each firm is conscious of the possible reactions 
of other firms, to decisions it makes on prices and on output. This is also true in 
the automobile industry, for example. It is true in any industry which the 
economists call oligopoly, where you have only a few large firms. 

Now, this means that firms may never have to collude overtly. They may 
never have to get together and fix prices because they know that this is 
dangerous in countries that have antitrust laws, and it might also be, and it is 
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often, unnecessary if the industry structure is such 'as to compel a community of 
interest for defensive purposes in pricing and production policies. 


Mrs. RiIpEouT: Dr. Steele, on page 4 of your summary I find it interesting 
that you say about thirty cents of each sales dollar are spent in sales promotion 
efforts. Then, on reading your brief I find you say that the physician because of 
his interest in training should be able to decide for himself the value of the drugs 
that are available to him to prescribe, and that the physician should rely on 
completely unbiased sources of information. Of course, I am concerned with the 
cost of drugs and any way in which this Committee can recommend a reduction 
in the price of drugs to the consumer. You do say that there should be a medical 
letter which is is in existence in the United States and which was recommended 
by the Hall Commission Report. You go on to say that no matter how it is 
financed it will result in savings, and I would be interested in knowing just how 
you have reached this conclusion because you also say that in the United States 
about only 15 percent of physicians bother to subscribe for this news letter. I 
just cannot understand how this could effect a lowering in the cost and a savings 
in the price of drugs. 


Mr. STEELE: I think there are two basic facts here. One is that the PMAC 
evidence shows that about 30 per cent of the sales dollar is spent on various 
types of sales promotion. The other fact is only 15 per cent of American 
physicians, roughly, have subscribed to the medical letter. I also think it is a fact, 
of course, that physicians are very well trained, very intelligent and very busy, 
and very prosperous. 


Mrs. RIDEOUT: Are you suggesting—you say it in your brief—that drug firms 
are subsidizing physicians at the expense of the consumer. 


Mr. STEELE: Yes; I say this because the drug firms are spending in total this 
amount in supplying the physician with what I think is at lest largely redundant 
information. I would say, at a guess, in an effectively competitive drug industry 


maybe about one tenth of what is now done in the way of sales promotion would 
be profitable. 


Mrs. RipEouT: How can we under a free enterprise system that we have in 
Canada in a very competitive business as the drug business is today, keep the 
price of drugs down if the drug companies, in order to do so, are going to have to 
lower the cost of their sales promotion; in other words, sort of minimize their 
sale promotion? Do you think this can be done? 


Mr. STEELE: I do not think the direction of causation flows from lower sales 
promotion costs to lower prices; rather, the other way around. If we induce price 
competition in the market the companies will be forced to lower many of the 
items in their budget and I think that the sales promotion items will be one of 
the most flexible for downward pressure. 


Mrs. R1ipEouT: In the case of drugs, which is such a delicate product, do you 
envisage it might lower the standards of drugs? I am looking to you for advice 
because you are an economist and obviously have had wide experience. 


Mr. STEELE: Well, as an economist, I cannot give you a complete answer to 
that question, but my impression primarily as an economist and for reading what 
I have read, Dr. Chapman’s testimony, the reports published by the Food and 
Drug Administration in the United States, at present even under present admit- 
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tedly imperfect regulations governing safety and quality, the quality of products 
is not a major problem. Dr. Chapman said that in seven years, they have only 
got five batches of drugs which tested posed a significant hazard to health. I 
think if we expand the public inspection of drug manufacturing plants and 
products in conjunction with programs to bring about more price competition, 
we can eliminate it this way. As we are set up right now, the private drug 
companies are ensuring the safety of brand name products and in return for this, 
they charge you high prices. This is a kind of system of private taxation, I 
believe, and this could be carried out more economically by public inspection 
financed by public taxation. 

Mrs. RIDEOUT: Well, then, you would probably agree with me that the 
consumer is in the position of having to rely on the physician and the pharmacist 
and sort of using their good judgment on what they decide to prescribe and what 
they have to pay for the drugs. The consumer really is the one who is sort of in 
the dark in so far as the drug that is being prescribed is concerned whether it is 
a brand name or a generic? They really have no choice. They take what the 
doctor prescribes. 


Mr. STEELE: The consumer is certainly in the dark, but I think that the 
physician, if he relies only on the sales promotion material which he receives 
from the company, is not too much better off. I think that the physician relies 
not only on the brand name, which is advertised to him, but also on the 
presence of public inspection. 

Mrs. RmpEouT: Thank you very much. 


Mr. BuakELy: Dr. Steele, on page 3 of your brief, you mentioned the 
relationship of rish to an appropriate rate of profit as a very complex matter. The 
drug manufacturing companies state that they believe their returns of profit to 
be consistent with the risks involved and capital employed. Are the risks in the 
pharmaceutical industry high? 

Mr. STEELE: I think that in the “Green Book” and in the report of the 
Restrictive Trades Practices Commission, some evidence was indicated where it 
was shown that the risk of variability in earnings, the danger of having a loss 
year, is greater in the pharmaceutical industry in the years covered by the 
survey than in other Canadian industries generally. I think the report properly 
made note of this observation. However, I think that the risks in the industry are 
not really inherent. I think that the high prices and high risks, are largely as I 
said, both symptoms of the same disease. The fact that the large gap between 
production costs and prices results in a great deal of sales promotion and a great 
deal of applied research and development, and the fact that a new drug which is 
developed in one particular month may be superseded a few months later by a 
molecular rival, is definitely a risk increasing circumstance, but you cannot say 
very well that the industry is a high risk industry and just leave it alone. If you 
leave it alone, its risks and profirs will remain high; whereas if you induce more 
competition, certain types of risks will decline along with the wide gross profit 
margin. 


Mr. BLAKELY: Do you think that the risks that are present in pharmaceutical 
manufacturing industry are higher than, say in manufacturing in general? 
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Mr. STEELE: I am going again on the Canadian data, and relating risks of a 
loss year and the size of the loss, and I think as far as this data are concerned, 
comparing drugs with other industries in industry, the evidence does tend to 
indicate a higher risk for the industry in so far as this particular dimension of 
risk is concerned. This is just comparing drugs as such with all other industries. 
You can pick other industries, I think, which have equally high or even greater 
likelihood of individual loss years. 


Mr. BLAKELY: The statistic to which you are making reference I would 
understand is the one that the rate of negative return on capital invested by the 
loss companies in the pharmaceutical industry generally tends to be higher than 
that in all manufacturing in general; is that correct? 


Mr. STEELE: That is right. 


Mr. BLAKELY: Would you think that there should be some consideration 
given to the proportion of the total industry that is affected by profits, for 
example, the assets of the loss companies as a proporation of the total assets of 
the industry; is this a valid comparison? 


Mr. STEELE: I think it is valid. I think, as I said in the brief the nature of 
risks faced may not be understood, and the way in which you measure risks is 
subject to much debate. I think basically, the risk which is associated with a 
given investment, or let us say a given year, in lack of a term, has to do with the 
dispersion of possible profits versus possible losses; the probability distribution 
of possible profits versus possible losses, would result in a given investment 
project or from the fortunes of a given firm, say, during a given fiscal year. Now 
this is in part a subjective measurement, and for this reason I think it is almost 
impossible to measure the type of risks which are faced directly. The measure 
which you mention is a good measure of risk. 


Mr. BLAKELY: Would you think it is proper to conclude that if an industry 
has particularly high risks, then, the portion of the total industry that will incur 
losses will be a fairly significant proportion and by way of comparision should be 
expected to be higher than all manufacturing in general? 


Mr. STEELE: Well, take two industries, one of which is very safe and one of 
which is regarded by the public at large as being risky, say oil well drilling 
versus public utilities. To take an extreme case like this, it does not make too 
much difference what sort of measure is used to distinguish between the risky 
industry and the less risky industry, but in terms of asking whether or not drugs 
are relatively risky because of the rate of return on investment, whether it is 
positive or negative, what percentage of assets in the industry are subject in any 
given period to a negative rate of return, this is a relatively good measure, but 
not infallible. 


Mr. BLAKELY: Is the rate of return in Canada consistent with the risks 
involved? 


Mr. STEELE: I think the rate of return in Canada is higher than the rate of 
return in manufacturing industries in Canada in general, and I think probably 
the risks which are involved are higher; the risk of product obsolescence, and so 
on, regardless of where the product was originally developed. But I would not 
base a public policy decision upon the workability of competition in terms of 
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risks versus profit rates, but in view of the existing structure of the industry, I 
would say that if I were making a public policy recommendation what I would 
do would be to introduce more competition, and at the same time reduce profit 
rates and measured risk. 


Mr. BLAKELY: The PMAC made a calculation which they referred to as the 
rate of return on resources employed. The Restrictive Trade Practices Com- 
mission, as you know, had the calculation, rate of return on capital invested. 
Would you care to indicate which of the two is the better, or is a better 
indication of the profitability of the industry? 


Mr. STEELE: Well, I have done relatively little in my brief in terms of 
measuring the rate of return on investment because I do not think the data 
which are available in Canada enable you to define investment very well. I 
would like to know what the rate of return on investment in facilities used for 
the production of packaged pharmaceutical products is. I would be more inter- 
ested in this, say, than the rate of return as shown by the consolidated balance 
sheets of the international company or of the Canadian subsidiary itself. As far 
as economic meaning is concerned, I think that the most important measure of 
the rate of return is the rate of return on invested capital, on the actual value of 
capital resources which are embodied in the production facilities of the industry. 


Mr. BLAKELY: On page 6 you make reference to the method of allocating 
research costs, I believe it is, “the extent to which the methods chosen are 
appropriate is another question.” Now, from the information presented to this 
Committee, I would understand that generally the method followed is to allo- 
cate research costs to the Canadian subsidiaries on the basis of sales. Do you 
have an opinion on whether this is an appropriate method? 


Mr. STEELE: Well, to some extent I understand the problems which the drug 
firms have, in that the profitablility of their investment depends not only upon 
the actual monetary value of resources invested in productive facilities, but also 
on let us say, theoretically the capitalized value of the know how, and the 
monopoly power which they have. I do not think they could go about capitalizing 
this monopoly know how—well it is the capital value of the patent monopoly as 
such on their balance sheet. I think that it is plausible, as an exercise in 
accounting to allocate a certain percentage of sales in foreign to research costs 
undertaken elsewhere. You can argue one way and you can argue the other. The 
question is not so much whether or not this is done, but how large a proportion 
of total sales revenue is allocated in this manner. What relationship does it bear 
to the actual sunk investment in research in other countries. What relationship 
does it bear to the relative tax treatment of such transactions in different 
countries, tariff treatment, and for that matter, the pressure which might be ata 
point in time put on drug prices and profits by investigating committees like this. 


Mr. BLAKELY: Do you think that it is proper that there by any charge to 
Canadian subsidiaries for research costs incurred by the parent organization? 


Mr. STEELE: Well, I said you could defend a method like this, and I think a 
person whose training is primarily in the field of accounting is going to be 
interested in trying to estimate what total costs went into the research, both 
successful and unsuccessful, which eventually produced a given drug, and it is an 
academic exercise perhaps to allocate these costs against the subsequent cash 
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flow resulting from the production of the marketable product. Now, I am 
sympathetic to this position because there are financial realities and financial 
records have to be kept, but in an economic sense, I think, what the companies 
probably do, is to take a part of their cash flow—it varies from company to 
company, but it is not very great—invest it in research as a kind of gamble, and 
a certain amount of gambling pays off. Here is where the risks are involved. 
Then they market the products, obtain the best prices they can in various 
countries. I know in the U.S., if they get a U.S. patent, they can make, during the 
period of patent protection, a large cash flow. In other countries, it depends on 
the share of the market. In Canada, if they cannot get the same kind of cash flow, 
it is a question of does the additional cost of setting up a marketing organization 
in Canada justify the smaller volume of additional revenues from having the 
drug licensed, so economically I would say there is no real necessity for this. 


Mr. LarpLaw: Mr. Chairman, I would like to direct an odd question or two 
at Dr. Steele. As you are aware, Dr. Steele, the PMAC group stated, and repeated 
emphatically, that they considered drug prices to be fair and reasonable, and in 
support of their statement, Professor Briant of McGill University came here and 
put forward an argument with respect to the price structure in Canada as 
opposed to other countries. You have referred to this thing in your brief, and in 
the appendix at page 138. Now, if the argument put forward by Professor Briant 
has any merit, and this argument was refuted by Professor English, and econo- 
mist who was here for the Consumers Association, if Professor Briant is laying a 
bogey in respect to this method of determining whether the price in Canada is 
not really as high as is indicated, I would like to see that bogey laid to rest. Have 
you any comment with respect to this method of interpretation used by Professor 
Briant? 


Mr. STEELE: Well, I think in Appendix B I have gone into this in some 
length. Basically, it is a way, I think, of relating the relatively high productivity 
of Canadian labour and a relatively high standard of living of Canadins to the 
relatively higher prices which Canadians pay for drugs. It so happens that the 
ratios as computed show what they show. They show that prices in Canada in 
terms of the labour hours input to purchase a given drug, are lower than in 
certain other countries, but I think the comparison economically is really mean- 
ingless. As I said at the beginning of my Appendix B, the only sort of interest 
which this kind of comparison would have would be in answering the specific 
question which is set up to answer. Just how long does it take the workingman in 
various countries to buy drugs in terms of drug purchasing power; and this 
question, as I say, is of limited academic interest. It shows what the working- 
man’s real standard of living is in terms of his command of the ability to buy 
drugs and his income over the years. To start again, the command of his income 
over drugs in terms of drug prices in various countries. But the data given by Dr. 
Briant do not answer this question, because they deal with the price to the 
druggist rather than to the final consumer. I think this distorts the comparison 
very greatly because the ratio of the druggist’s mark-up to the final consumer 
price appears to be greater in Canada than in any other of the countries 
mentioned. Beyond this though, the question of relative costs of drugs in differ- 
ent countries is a question not just of the workingman’s ability to work so many 
minutes and buy a capsule or two, it is a question of the cost of producing, selling 
and shipping drugs in a given market; and to measure this, you have to take into 
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account other factors of cost than just labour. You have to take directly into 
account the costs of production and distribution and the actual profit margins 
earned in different countries. 


Mr. LaIDLAw: You would feel that you would prefer to back up Dr. English’s 
submission rather than Professor Briant’s. 


Mr. STEELE: Yes, definitely. 


Mr. LarpLaw: I would like to pass, Mr. Chairman, to another question. I 
noticed, Dr. Steele, that you did not include in your recommendations one of the 
recommendations of the Hall Commission, which was to the effect that promo- 
tional expenses should be confined to 15 per cent of the manufacturers dollar. In 
other words, there would be no tax credit for any expenses incurred beyond that 
figure. Is there any particular reason that this was omitted from your recommen- 
dations, or are you opposed to this particular recommendation, or do you feel 
that open competition, as you have suggested, would automatically take care of 
that? 


Mr. STEELE: Well, I think the Hall Commission’s recommendation would 
probably have some impact on drug company profits with probably little, if any, 
impact on prices. I think we ought to let competition determine the level of sales 
promotion and other outlays, and if competition is really brisk, the level will 
probably fall below 15 per cent, and this would be reflected not only in lower tax 
revenues, but also in lower drug prices. 


Mr. LAIDLAW: In other words the Hall Commission recommendation might 
well reduce the cost in so far as the manufacturer is concerned, but this would 
not necessarily be passed on, do I understand this point? 


Mr. STEELE: Well, I would say this, it depends on the response of the 
manufacturers to a 15 per cent limitation or a flat limitation like this. They may 
decide, if they all decide to keep on advertising at the same rate as in the past, 
simply to sacrifice some of their previously after tax profits to taxes; if they 
decide to cut expenditures 15 per cent, then the result is that these expenditures 
fall, taxes paid stay the same, prices stay the same. The fact that they spend 1 
per cent or 2 per cent of 20 per cent of the dollar on sales promotion expenses 
has little to do with the demand on the part of the individual consumer for the 
drug, and this is what really determines the price level. 


Mr. LaipLAw: Thank you, Dr. Steele; my third question follows along the 
lines that were raised earlier by Mr. Mackasey dealing with research. As you are 
aware, there are government incentives in existence now with respect to 
research in Canadian industry. In view of your statement that the drug manu- 
facturers are primarily only interested in applied research or product develop- 
ment, I am wondering whether or not, if research was further encouraged in the 
Canadian drug industry by tax incentives, this money might be in fact wasted 
because the companies might use the available funds for working around patents 
held by their competitors and so on, which would result in increased costs, 
increased promotional activity and as a result increased prices. Have you any 
comments on that? 

Mr. STEELE: I would agree that in my view it is probably more worth while 


in terms of long run gains in the entire society to spend money on fundamental 
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research than on applied research. If research incentives result chiefly in induc- 
ing more applied research by the Canadian drug industry, it is a question of the 
cost to the taxpayers of these subsidies, these inducements, and the resulting 
value of the discoveries. Now, as you say, this might increase the—it depends 
upon the nature of the subsidy—this might increase the cash flow, it might result 
in the development of more duplicate products which would be promoted in such 
a way as to perhaps raise promotion costs. I would not agree with your final 
statement that raising promotional costs would necessarily raise prices since, as 
I said before, I think the prices are determined chiefly by demand, and this is 
largely independent of Canadian prices. 


Mr. Mackasey: You said prices were largely dictated by demand? Before 
you said demand had no effect on prices because of the inner elasticity of this 
type of market. 


Mr. STEELE: No. I wish to correct that, if I made that statement. My 
statement was that prices were determined almost entirely by demand. 


Mr. LAIpDLAw: Excuse me, Mr. Mackasey. 
Mr. MAcKASEyY: Go ahead. 


Mr. LarpLaw: If the government chose to increase tax incentives, in so far as 
the drug industry was concerned, concerning research, it might be advisable to 
confine these tax incentives to certain types of research, if this is practical, I do 
not know. 


Mr. STEELE: I think this would be advisable; even here, all you could do 
would be to control the direct result of the spending, not the indirect result. 


Mr. LaAIDLAw: I have only one final question, Mr. Chairman, which I would 
like to put; it is really not in the brief and I would like perhaps Dr. Ross also to 
participate in this answer. I have a little book in front of me entitled “Medicine 
and Politics” written by the Rt. Hon. J. Enoch Powell, who was the Minister of 
Health in, the United Kingdom, I believe, between the years 1960 and 1963. In 
this booklet, at page 65, he discusses a voluntary price regulation scheme which 
was set up in the United Kingdom in which the government personnel of that 
department presumably and members of the drug industry worked together in 
determining the prices for drugs covering only medicare or the health services 
aspect of hospitals, and so on. This, I have been told, has been working very well 
as a voluntary scheme. In view of the approach now in Canada both federally 
and provincially, to medicare and other health services, do you feel that a similar 
type of voluntary arrangement is possible in this country, or do you think it 
would work; do you think that drug purchases by pharmacists should be handled 


by tender and not under any voluntary scheme; have you any comments to make 
about this? 


Mr. STEELE: I believe that as far as Canada is concerned the bargaining 
power of the Canadian authorities relative to the international drug companies is 
smaller definitely than it would be in the case of Britain, and I think this is what 
counts. In Great Britain, the bargaining power with regard to many drugs is not 
very great. I would not place very much reliance on a program of voluntary 
restraint. In the same context I find it as I say hard to take seriously the value of 
a program of voluntary restraint taken by itself. The difficulties in the case of 
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Canada would be that if we were going to induce the companies, let us say by 
admonition, by negotiation, to voluntarily restrain their prices, you have got to 
have some data to base an appropriate price level upon. If the important data are 
the property of foreign parent companies, it is going to be hard to get your hands 
on this data. This is what the British government has found. Let us say the 
promotion of a program of voluntary price restraint may very well have an 
adverse effect on the vigilance of public opinion. 


Mr. LaiwLaw: Dr. Ross, have you any comments to make on that approach? 


Mr. Ross: All I would say in regard to the question that you raised as to the 
purchasing by governments of supplies of drugs is that I would favour, and I 
think it is usual government policy to have closed tender purchase of practically 
all of the supplies that are purchased by government. My own personal opinion 
is that is provides the competitive advantage to the government from the various 
suppliers that may be capable of supplying the items that they are wanting to 
purchase since the companies, often times for prestige, are prepared to make 
competitive bids that are really quite substantial, and in this way the public 
being served by such a program does benefit. In our experience certainly, and in 
the various drug programs we have entered into our putting out to tender for 
supplies has resulted in a very substantial savings to the public at large who 
eventually use these drugs. We use this method certainly in our purchasing for 
our provincial hospitals although we often times may specify a particular drug; 
some of the doctors may specify a particular drug they wish. In this case we are 
dependent then upon the company that is manufacturing that to provide us with 
a price that is what we would hope to be a realistic one. 

Mr. LAIpLAw: Thank you, Dr. Ross; that is all, Mr. Chairman. 

The CHAIRMAN: Gentlemen, I think we should probably recess— 

Mr. Mackasey: At one o’clock. 

The CHAIRMAN: No, at 12:30. Well, the gentlemen have been here since 9:30. 

Mr. MACKASEY: So have I, Mr. Chairman, and the other gentlemen as well. 
This is a very comprehensive brief and we would insult Dr. Steele by not putting 
in all the available time. 

The CHAIRMAN: We will be starting again this afternoon. 

Mr. Mackasey: I have been here since 9:30 and I have been restricted 
properly to precisely ten minutes in three hours. Now if you feel that this is an 
appropriate, fine; you are the Chairman. 

The CHAIRMAN: Well, it is just that most of the other Committee members 
seem to feel that they have other engagements. 

Mr. Mackasry: The Committee members have a responsibility to this 
Committee, particularly the fact that this is the final day and particularly in 
view of the fact that we have got a very complete brief. It could be considered 
controversial, but it certainly is complete. Anyway, you are the Chairman, I have 
no— 

The CHAIRMAN: Well, what have the other members of the Committee to 


say? 
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Mr. JoHNSTON: Well, personally, I question the wisdom of making Com- 
mittee hearings into ordeals of time and endurance, and this I think is one of the 
reasons why the attendance falls, as it does. If the witnesses are agreeable to 
stay, I do not mind holding out for another half hour, but I do feel that starting 
at 9:30 and going through to one o’clock is simply too much, at a stretch, of an 
ordinary committee sitting. 


The CHAIRMAN: I would remind Committee members present that we are 
sitting again at 3:30 or if the question period is not over, whenever iad 
completed. 


Mr. Mackasey: We will be sitting from approximately four to what time, 
Mr. Chairman? 


The CHAIRMAN: Five thirty or six o’clock. I understand that Dr. Ross will 
not be here but Dr. Steele can be. 


Mr. Ross: We are booked to go out this afternoon. This can be changed if the 
Committee wishes to have us here. 


Mr. Macxasey: Dr. Ross, you explained this morning you have other com- 
mitments and I appreciate it, but firstly, to hand this committee a 210-page 
brief and expect us to accept it as gospel truth, without questioning by at least 
certain members who feel that they should question it, and any questions I have 
are for information to clear up many of the arguments that I have heard from 
PMAC and which seem to be adequately refuted here. It just seems to me to be a 
mockery of the whole committee process. I agree with Mr. Johnston that three 
and a half hours is a long time, but I must emphasize that, as one committee 
member, I have been properly restricted as everybody else has to ten minutes. 
So I evaluate the Committee not at three and a half hours, but at ten minutes as 
far as I am concerned. 


The CHAIRMAN: Well, Mr. Mackasey, other people’s questions are important, 
too. 


Mr. MackaseEy: They are, and I have listened to them with great interest 
too, but I have heard many of them before. 


Mr. Ross: Mr. Chairman, as far as the Alberta group is concerned, Professor 
Steele will be here just as long as the Committee wishes to have him. Dr. Rose 
and I are prepared to stay over until tomorrow and get the plane back tomorrow 
if it is the wish of the members of the Committee for us to do so. I realise that 
my contribution to this brief cannot be very much because certainly Professor 
Steele has prepared a brief, not that we consider it entirely gospel truth, but it is 
the submission that we are making as a government of one of the provinces of 
Canada to assist the Committee here in an inquiry that we consider is a most 
important one. I think in view of the potential developments in the health 
field in our nation, this total inquiry that you are undertaking ranks among one 
of the most important inquiries that the various committees will be undertaking 
this session and for many other sessions. We are at the wish of the Committee if 
you would like us to stay over. I am sure we can change our plane reservations 
until tomorrow. 


The CHAIRMAN: I think really that the Committee as evidenced by the 
questioning this morning, are interested in spending a great deal of time with Dr. 
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Steele primarily, and as Chairman, I would certainly like to commend the 
province of Alberta for the tremendous undertaking they have had here. Unless 
there are questions, that Mr. Mackasey or Mr. Johnston might have of Dr. Ross, 
perhaps we could start this afternoon with Mr. Mackasey on the understanding 
that Dr. Steele will be here if— 


Mr. Mackasey: Mr. Chairman, there are 200 pages, and I have an average of 
two questions per page. Now, you just tell me as Chairman, how I am going to 
ask my questions? 


The CHAIRMAN: The meeting is also set for eight o’clock this evening. We are 
hoping we will get a considerable amount of work done. We will start the 
meeting again at 3:30, or if the question period is still on, after orders of the day. 
We will start with Mr. Mackasey. 


AFTERNOON SITTING 


The CHAIRMAN: Gentlemen, I see we have a quorum, so I would like to 
continue the hearings of this morning. We will hold to the same rules, ten 
minutes for each set of questions and we will start with Mr. Mackasey. 


Mr. Mackasey: Dr. Steele, your brief refers to just about every brief that 
has been filed before the committee; PMAC, consumers’ report, and so on, but 
there is absolutely no reference in your brief that I have been able to 
find—perhaps it does exist—to the Hilliard Report. Is there any particular reason 
why you have not discovered the Hilliard report? 


Mr. STEELE: No, there is no particular reason. I thought the impact of the 
Hilliard report recommendations on economics were reasonably neutral. 


Mr. MAcKASEY: Well, is that the only observation you have on the Hilliard 
report? 


Mr. STEELE: That is by way of explanation of why I did not refer to it. I 
think their recommendations are reasonable, except there is the question at the 
back of my mind whether or not if the Hilliard Report recommendations could 
not be implemented so as to cause additional delay in putting on the market the 
products produced by compulsory licensees. 


Mr. Mackasey: Excuse me. I am just checking my notes so I can come back 
to it. I am rather intrigued at the additional delay, you mention this I think in 
your brief, and I understand why you have not touched on the Hilliard Report 
since your brief obviously is meant to treat strictly with the economics. Am I 
right in the presumption? 

Mr. STEELE: That is right. 

Mr. MackasEy: Although you do make quite a few references in it to ways 
and means of increasing the safety of drugs. What are the additional delays that 
the Hilliard Report would implement that you would take objection to? 

Mr. STEELE: As I say, it is not so much the wording of the Hilliard Report, 


and it is not even the spirit of it, but it is the overriding concern with drug safety 
and quality which very properly is expressed in the report. I think this might 
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very well lead to, let us say, providing really redundant requirements for 
additional clinical and experimental testing and provision of information, 
brochures and this sort of thing, not only delaying the time required for the 
compulsory licensee to put his product on the market, but also increasing certain 
of his costs. 


Mr. Mackasey: Dr. Steele, I say this with the greatest respect, cost and 
safety are included among the mandates of this Committee. The Hilliard Com- 
mittee was composed of doctors and scientists who naturally were concerned 
with safety. You are, logically, concerned with cost, but we cannot entirely 
divorce the two things. If, in the opinion of the Hilliard committee, some of 
these additional delays are prescribed in what they consider to be the best 
interests of Canadians in so far as safety is concerned, do you not think that this 
overrides even your concern for the cost of drugs? 


Mr. STEELE: Well, I certainly agree that drug safety is of overriding impor- 
tance, and, as I say, nobody wants to be exposed to the hazards of drugs, whether 
they are cheap or expensive. 


Mr. Mackasey: I agree with you; you can be exposed to bad drugs. The cost 
is necessarily any criteria as to whether a drug is safe or unsafe. I am fully 
convinced of this after listening to Dr. Chapman. I do not disagree with you on 
this. We have a meeting of minds. Nevertheless, I am rather surprised that you 
place so little emphasis on the Hilliard Report when you have placed an awful lot 
of time and effort on just about every other report. Many of the other reports 
were not necessarily directed entirely to costs, if I recall. 


Mr. STEELE: No, it is really a question, I think, of the context of the 
discussion of drug costs, and prices, and drug safety. I believe that this Com- 
mittee previously considered drug safety at great length. 


Mr. Mackasey: Having read some of your articles that were distrib- 
uted this morning, and having read your brief quite excessively, I realise 
that the bulk of your findings are based on the Kefauver hearings supplemented 
by what you have found of value from our hearings, but I have always had great 
faith in our Food and Drug Directorate, which has been above suspicion, which, I 
must say, is unlike some regulatory bodies in other countries. I cannot imagine 
our Food and Drug Directorate holding up a new drug for any other reason than 
that they are interested in the safety of the Canadian people. 


Mr. STEELE: Well, my position on safety is that clearly it is worth spending 
as much money on the part of the Food and Drug Directorate to ensure safety as 
it costs, and if it is going to cost more money, more money ought to be 
appropriated. As I said, I think that if it is possible to create a doubt in the mind 
of any physician in the country that Food and Drug Directorate inspection is not 
adequate, then the physician is going to be, to that extent, the more reluctant to 
prescribe generic named drugs; so no matter what it costs, if it costs $10 million 
I would prefer to see the Food and Drug Directorate inspection powers made 
adequate. 


Mr. Mackasey: In other words, we both agree that an attack on generic 
drugs as being unsafe is really an attack on the Food and Drug Directorate which 
has the responsibility to see that all drugs made available to the Canadian people 
are safe. 
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Mr. STEELE: Yes, I would agree. 


Mr. MAcKASEY: We both agree, but Iam more concerned with your implica- 
tion—and I will refer to the specific page in a minute if I can recall it—that 
drugs do not get to the market quite as fast as they should. I am a little puzzled, 
because I was under the impression that it was the Food and Drug Directorate 
responsibility to take all the time in the world until they are fully convinced that 
the drug to be introduced to the public is, in their estimation, completely safe. 
This is the part that concerns me. This is really the basis of the Hilliard Report. 


Mr. STEELE: If I understand you, you are saying that as far as the original 
applicant is concerned, you think that the Food and Drug Directorate would, 
under no circumstances, rush through the approval of a new drug? 


Mr. Mackasey: Well, the reason I come to this conclusion is that many of the 
innovators—if we are going to fall into their terminology, or you call them 
monopolists, I think, but we all know who we are talking about—have com- 
plained at times that the Food and Drug Directorate are slow in clearing their 
applications. Their pleas, at least to me, fall on deaf ears because I am more 
concerned with the Food and Drug Directorate carrying out its functions proper- 
ly, and that is to make certain that the drugs that eventually get on the market 
are safe. Yet, I have read in your brief, and I am going to try to get the page, 
that you are critical of the time that it takes a new drug to get to the market. Am 
IT right in this appraisal or am I wrong? . 

Mr. STEELE: No, this would be a misinterpretation. If the text justifies this, I 
would like to change it. My feeling is that as far as the original applicant is 
concerned, the processing of the application should be done at a pace appropriate 
to the importance of the task. Once the material has been gone over very 
thoroughly, then I think anybody who can produce an identical drug should be 
able to achieve expedition in the processing of his application. 

Mr. Mackasey: Now, you are talking about people who have obtained 
permission to reproduce a drug through compulsory licence in this country. 


Mr. STEELE: That is right. 


Mr. MAcKAsEy: You feel that there is undue delay in obtaining this permis- 
sion? 

Mr. STEELE: Frankly, I feel there might be, and I feel by dwelling on the 
possible dangers of, let us say, compulsory licensees going out and producing 
drugs in back alleys and things like this, that this will tend to create an 
atmosphere of suspicion and, if a delay is only an additional month or two, this 
certainly prolongs the period of primary high prices in the market. 


Mr. MAcKASEy: Well, I can understand your point of view that the sooner 
someone with a compulsory licence starts to compete with a monopolist, the 
tendency will be to drive the price down. Now, I do not share your viewpoint, 
because you used the word might. I am just wondering if you have any evidence 
of the fact that the Food and Drug Directorate does impede a successful compul- 
sory licensee from getting his product to the market. 


Mr. STEELE: No, I have no evidence. It is only that I want to minimize the 
possibility of such delay. 
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Mr. Macxasey: How do: you want to minimize it; in what way, what 
fashion? 

Mr. STEELE: Well, to minimize the possibility of delay, I would lay down a 
number of administrative steps which should be made routine. I think the 
Hilliard report recommendation that there be more co-operation between the 
Food and Drug Directorate and the Commissioner of Patents is very appropriate. 
This might expedite matters. 

Mr. MackasEy: Have you any other suggestions because this one has already 
been carried out. I understood from Dr. Chapman last week that this had already 
gone into effect, if on an informal basis; that co-operation as a result of the 
Hilliard report is already in effect. Have you any other positive suggestion? 


Mr. STEELE: No; I am more sensitive to the dangers of overstressing the 
hazards of the product of the compulsory licensee. 


Mr. MackaSEv: I am a bit confused, overstressing the hazards by whom? 


Mr. STEELE: Someone could take the Hilliard Report, for example, and say 
that on the basis of this study, which was done by a number of very competent 
and very dedicated men, completely above the battle as far as the drug industry 
infighting is concerned, perhaps we ought to set aside a period of up to one year 
during which the extensive clinical and experimental testing of compulsory 
licensees’ products is to be carried out. 


Mr. MAcCKASEY: You are afraid that someone may make this suggestion? 
Mr. STEELE: I was afraid of that. 


Mr. Mackasey: Why are you afraid of that? Why would this suggestion be 
advanced by people of the calibre of the professors that were on the Hilliard 
Committees; what would be the purpose of recommending a year’s moratorium 
as you might want to call it, of the actual production? 


Mr. STEELE: I do not think the peopte who are responsible for the Hilliard 
Committee Report would made such a recommendation. But I think recommen- 
dations could be advanced on the basis of that report, at least it is easier for 
recommendations to be justified on the basis of reports such as that. 


Mr. Mackasey: In other words, the report does give some indication that 
this is valid and perhaps necessary? 


Mr. STEELE: Well, I am hypersensitive to this issue of safety. I think this is a 
sort of red herring which is continually raised, that the generic drug maker 
really does not know what he is doing and he is trying to foist off poisonous. 
products on the public. 


Mr. Mackasgy: You do not have to convince me because I agree fully with 
you that there is no evidence that this is so. I share your sensitivity about the red 
herring of safety, but not everybody—and I think you will agree with me—will 
agree that safety is necessarily a red herring; that the Food and Drug Directorate 
is concerned with safety. The purpose of the Hillard Committee was to ensure 
safety under certain conditions. If it implies that this type of action should be 
considered by the Food and Drug Directorate, do you not think such a suggestion 
is proper; even at the cost of providing competition, no monopoly? 


—s — ™ earn ee 
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Mr. STEELE: Well, what about the adequacy of present inspection? From 
what Dr. Chapman said, with only five drugs in seven years constituting a hazard 
to health, I think the present inspection is adequate. Is it not an argument that 
we do not need the sort of inspection we have right now? 


Mr. Mackasey: Well, you have brought up a valid point except that you 
probably have not read all the briefs; Dr. Chapman has the very pleasant habit 
of bringing six or seven supplementary briefs along with him as most witnesses 
do. He did express, I think, in a report concerning importations from Europe, a 
concern about the fact that the end result of certain bulk drugs coming in are 
obviously manufactured by different processes, and that the Hilliard Report has 
expressed some grave concern that this different method of processing can 
result in bad effects. 


Mr. STEELE: Yes; this is one of the points that bothers me specifically. I got 
preliminary copies of several of the transcripts of Dr. Chapman’s questioning, 
and in particular I think there is a danger that—suppose the manufacturing 
processes are exactly the same, except one of the dimensions of quality control is 
somewhat different— 


Mr. Mackasey: Well, I see the hammer half raised, so I will ask my last 
question and that might close the Hilliard Report. I may not ever get another 
chance to come back to it. You mention the desirability of complete co-operation 
between Dr. Chapman and the Department of Justice in the question of compul- 
sory licencing, but I think there is a third recommendation, or another phase of it 
which you would appreciate as an economist. Could you approve or express your 
comments on a board of three, the Department of Justice to seek out the validity 
of the compulsory licensee or the application, Food and Drug to make certain 
that the licensee meets the safety standards and an economist, preferably one 
with your knowledge, to establish a realistic royalty, when and if a compulsory 
licence be granted? 


Mr. STEELE: I think it would take a political scientist to answer that 
question, whether it is better to have, the tribunal of one, two, three or four; in 
theory it is fine, if it does not too seriously retard the process of reaching 
decisions. 


Mr. MackAseEy: Well, Judge Thorson who was here representing a very 
competent firm, I will not call it a generic firm, but a good firm, expressed the 
opinion that the royalty being paid out at the present moment under compulsory 
licences was a pittance. He also expressed the opinion that they should be 
upgraded if proof could be made that research was done in Canada. Would you 
agree with this? 

Mr. STEELE: The question here is what sort of reward a royalty should 
represent. Now, I am not clear in my own mind as to the desirability of the 
patent incentive in inducing more productive new invention, but this is a 
broader issue. The narrow issue is, should the royalty be a reward for the 
research carried out to allow the firm making the invention to recoup its 
research costs, however reasonably defined? Or should it be a device which 
would prevent the compulsory licensee, give him a sort of cost penalty, so that he 
could not compete too stringently with the original patent holder? If the compul- 
sory licences contain royalties which were related to the recovery of reasonable 
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research costs, I would have less objection than if it is a question of—as in the 
United Kingdom—preventing the patentee from having a cost structure similar 
to or lower than the original. 


Mr. MacKASEy: But you quote a Dr. Wright in your brief, so obviously you 
have read his testimony, and I think in the same testimony, he admitted that in a 
particular instance where he had obtained compulsory licence, the margin of 
profit which he, the innovator, is able to realise, is greater than that of the 
monopolist. So what penalty are you really talking about? 


Mr. STEELE: Well, clearly the royalty which in this case I presume the 
original patent holder would have described as a pittance, was not sizeable 
relative to production costs. 


Mr. Mackasey: I must correct you; it was not described as a pittance by the 
patent holder; it was described as a pittance by the legal adviser of the licensee. 


Mr. STEELE: Yes, you are right. I am sorry, I have read Judge Thorson’s 
remarks. I was trying to speak for the patent holder and I should not have done 
that. 


Mr. MAcCKASEY: You are not supposed to be speaking for anybody here; you 
are speaking for your brief, as I understand it. 


Mr. STEELE: Yes; this is a big question and it relates to the expediency of the 
patents and it has a way of bringing about new research, invention innovation. I 
think the fact that the cost structure of the firm which is in the position of having 
to consent to a compulsory license really should not be controlling here. I think it 
is the fact that competition should be introduced and— 


Mr. Mackasey: As soon as possible. 

Mr. STEELE: As soon as possible. 

Mr. Mackasry: Thank you, Mr. Chairman. 

Mr. O’KEEFE: Mr. Chairman, can I ask how much is a pittance? 


The CHAIRMAN: How much is a pittance? Fifteen per cent, I think, of the 
bulk price of the drug was the figure that we had quoted? 


Mr. MackKasey: Fifteen per cent of the material. 
The CHAIRMAN: Of the price of the bulk drug. 


Mr. RynarpD: Mr. Chairman, if I am asking a question that has already been 
dealt with will you stop me. I was unable to be here this morning. On page 8 Dr. 
Steele says: “limiting the liabilities of drugs to tariff duties to those drugs of a 
class or kind actually made in Canada’’. I would like to ask Dr. Steele if he would 
eliminate these tariffs? Is that your point? 


Mr. STEELE: Which recommendation is this? 

Mr. RyNARD: This is on page 8, No 6, at the top. 
The CHAIRMAN: Of the brief or the summary? 

Mr. RYNARD: The brief, the small brief. 

Mr. STEELE: What is your question? 
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Mr. RYNARD: Well, I just want to know, are you for eliminating all the tariff 
on drugs that are being imported? 


Mr. STEELE: No; I am not making that recommendation. 


Mr. RyNARD: What is the point you are trying to make there? I am very 
unclear about some of these recommendations that you are making, in reading 
them over quickly. 

Mr. STEELE: Well, there are two points here with regard to recommendation 
No. 6 on page 8 of the statement. First, 6a, I want to eliminate tariff protection 
for those drugs which are not currently being made in Canada; those drugs of a 
class or kind which are not being made at all in Canada. Second, I want to 
reduce the applicable rates for drugs of a class or kind actually made in Canada, 
to, as I say, the minimum level consistent with maintaining necesary protection 
for our domestically situated firms. 

Mr. RyNarp: I still do not get the point. If you are importing a drug into 
Canada, if it is made in Canada, then you still want the tariff to stay there. You 
say “limiting the liabilities of drugs to tariff duties to those drugs of a class or 
kind actually made in Canada’’. To me, that is a contradiction. Maybe I am dense 
on that? 


Mr. STEELE: Well, maybe the wording here is inappropriate. All I am saying 
is that if a drug is currently being made in Canada, retain some of the tariff 
protection but a minimum degree. If it is not currently being made, then 
eliminate the tariff. 


Mr. RyNarD: Then you change that “A’’? 
Mr. STEELE: Change what? 


Mr. RYNARD: Well you changed it at page 8, at A it says you would limit the 
lability of drugs to tariff duties to those drugs of a class or kind acually being 
made in Canada. In other words, if the drug is made in Canada, you want to 
retain protection? 


Mr. STEELE: Yes. 


Mr. RYNARD: That is all right. Now, it is says, “(b) reducing the applicable 
rates to the minimal level consistent with the provision of the desired degree of 
protection of domestic producers”. How would you arrive at that? 

Mr. STEELE: Well, I think this is essentially a political decision. 

Mr. RyNARD: An economic one. 

Mr. STEELE: No, economically, you would eliminate tariffs entirely, I think, 
if your only consideration was minimizing the cost of drugs to consumers in 
Canada. 

Mr. RyNarD: In other words, what you are saying is then, from the economic 
standpoint, you would eliminate tariffs entirely, and you would not even protect 
the firm that was manufacturing in Canada; this is in effect what you mean. 

Mr. STEELE: Yes, that is true. If they can produce more efficiently, let them 
produce. 


Mr. RyNnarpD: Then politics keep the tariff up? 
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Mr. STEELE: Yes, that is why I say politically. 


Mr. RyNarpD: I guess we will have to talk to the government. Well, I want to 
deal a little bit further with this summary. You feel that research should be 
taken out of the hands of the drug firms and put into the hands of the public 
sector, and the universities to do this research? 


Mr. STEELE: Well, I would like to have some up to date figures on the 
percentage of medical research which is done at the private level and at the 
public level in Canada today. The most recent figures I have seen are those from 
the Hall Commission Report, I think, for 1955-56, in which they indicated that 
about 17 per cent of all medical research in Canada was done by private 
pharmaceutical firms, and the percentage may well have increased somewhat 
since then, I do not know. At present it seems to me that most of the research 
is being done at the public level or through non-profit, perhaps philanthropic 
foundations. 


Mr. RYNARD: You are advocating that this 17 per cent even be done away 
with, from the standpoint of economics? 


Mr. STEELE: Yes, it might be desirable to have that reduced still further. 
Mr. RyNARD: Would you tell me why? 


Mr. STEELE: Well, in the early part of my brief I try to outline reasons why I 
believe that the existence of a highly profitable pharmaceutical industry tends to 
bias drug research in a nation away from fundamental research and towards 
applied research. What is important is not so much draining off 17 cents of each 
research dollar as being able to pay the very highest prices for the best 
individuals and the draining off, let us say, more than 17 per cent, of our top 
talent to applied research. 


Mr. RYNARD: Do you not think you would take away some of the incentive 
and some of the competitive spirit once you put everything in the public sector? 
Do you not think that this is a spur to keep the drug firms growing and working 
to produce something new that they are going to make some money out of of? - 


Mr. STEELE: It depends on the conditions under which the research workers 
employed by the drug firms operate. There have been arguments especially from 
British drug firms, I think these arguments relate to a period now 5 or 6 or more 
years in the past, that for carrying out the kind of applied research which during 
that period of time at least, drug firms were engaging in, you really did not need 
Ph.D’s; you, did not need highly trained people; that perhaps the positions were 
overqualified if you required even university graduates to engage in this par- 
ticular sort of research activity. It was team work; it was a routine sort of thing, 
and the British companies at least felt they could get along pretty well by 
training their people, provided they were intelligent enough to begin with. 


Mr. RYNARD: Well, I think probably, Mr. Chairman, what goes on in Canada 
is quite a lot different from what goes on in Great Britain. Great Britain is an old 
country, and we are in our infancy in the establishment of drug manufacturing. 
Take Ayerst, McKenna and Harrison. I believe they do most of their research 
work right here in Canada. I know some of the work they are doing has been of 
inestimable help in the field of agriculture and what concerns me is that you 
would change this and put research in the public sector, which is absolutely 
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contrary to what we are doing in industry. We give incentive to industry to 
establish in certain areas, but you are taking an altogether different attitude so 
far as the drug business is concerned. I cannot see this, and I would like you to 
explain why you take this attitude? 


Mr. STEELE: Well, I have tried to explain in the first section of the brief—it 
is in the section on basic and applied research of chapter two—that on the whole, 
the ultimate productivity of basic research is greater than that of applied 
research. Now, they have to go together in some sort of combination, and figures 
which were devised for the United States industry as a whole, showed that out of 
the total research development budget, about one per cent of it went to true 
fundamental research, and about three per cent went to the higher reaches of 
applied research. Well, this is about a 3 to 1 ratio, but only 4 cents out of the 
total research and development dollar in the United States. I think that the 
successes of the drug industry in the immediate post-war period, say the entire 
post-war decade, were due primarily to basic research breakthroughs, and that 
since that time, the industry has been expending less effort on fundamental 
research, exploiting more and more intensively the breakthroughs made in basic 
research now a generation or so ago. 

I would certainly have no objection to private firms employing highly 
qualified research workers, and just letting them do basic, fundamental research. 
Some companies do this, or indicate that they do, but I think this is the 
exception. However, I think that the business managers or the managers of the 
firm who allocate the firm’s sales dollar among the various categories of expendi- 
ture tend, for perfectly valid and perfectly rational reasons, to relatively stint 
the basic research side of research programs because they may very well spend 
hundreds of thousands or millions of dollars in developing some totally new 
breakthrough, and then be able to exploit the advantages only over a period of 
20 or 30 years and obtain only a small portion of the total benefits from their 
breakthrough. Therefore, I would think it would be ridiculous on business 
grounds alone for a firm, let us say, to devote 50 cents of the sales dollar to basic 
research. In the long run it may prove of great benefit to society, but it would 
probably benefit their rivals as a whole much more that it would benefit them. 


Mr. Rynarp: Well, basically, regardless of whether it is done in the public 
sector or private sector, it is going to cost the people money, and the government 
is either going to pay for it in the public sector or private industry is going to 
pay for it out of what they get from the products they sell. What in effect you are 
saying here, and I may be wrong in saying this, Dr. Steele, but I am very 
concerned about this, that to cut the costs, you would cut out all advertising by 
these drug firms? Now, let us carry that to the logical conclusion. Then you cut 
off all advertising in your daily papers, for all the firms that are doing business 
across Canada. What happens to your daily papers? How long is it before your 
daily papers have to be supported and owned and controlled by the govern- 
ment? 


Mr. STEELE: No; I think this misinterprets the direction of cost reduction 
versus price reduction in my brief. My analysis is this, unless a lot more price 
competition is introduced into the industry, you can cut costs and not have any 
effect on the prices. Prices are governed by demand, not by cost, so if you get the 
drug industry to cut its sales promotion and expenses from 30 to 15 cents, this 
need not have any effect at all on prices. 
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Mr. RYNARD: Well, if you introduce price competition, then a lot of your 
firms are going to go down, and this is what we see to day in many industries. 
They get bigger and bigger, and finally you have got three or four controlling the 
whole thing, so where is your competition gone? 


Mr. STEELE: Well; we are a long way from that right now. The danger of 
this exists in industries where economies of large scale production are important, 
and I do not think this is the case in drugs; in automobiles, certainly. If you have 
competition, as I think I said in my brief, it is competition to establish a 
monopoly. The most succesful competitor in an industry where you have 
economies of large scale production will eventually become a dominant firm, but 
in drugs, this is not the situation. You can produce drugs, enough drugs to supply 
the entire national market, on the basis of relatively small investment, and your 
costs per unit of production do not really decline significantly as the rate of 
production increases. 


Mr. RyNarp: In other words, you say you agree with the car situation where 
there are the big three or the big four, but how about your drugs? Would you 
bring them down to the big three or big four and then the doctors have very 
little choice? 


Mr. STEELE: No; I think that in drugs, if price competition were to prevail, 
short price competition, I agree with part of your statement, a lot of firms would 
go under. These would be the higher cost producers, as happens in competitive 
industry, textiles, and otherwise. I think that it would be much more difficult for 
the most efficient firms in the industry to become very large on the basis of 
economies of large scale production alone since they do not exist in drugs. 


Mr. Rynarp: Well, then, Dr. Steele, they could get together and three or 
four of them could set their prices and their profit? This is what you are saying 
right there; this what I was bringing up a little earlier—and you said you did 
not think it was relevant—while we were discussing this very point. 


Mr. STEELE: Well, I would question whether you ever get to the point where 
there are only three or four large drug firms. I would say that the economies of 
scale are such that you could support 25 or 30 firms, none of which would be 
dominant in size, and this large group does not make a very stable basis for 
collusion in price setting. 


Mr. Mackasey: I have a supplementary question here. I believe in your 
brief you emphasized a statement of the Restrictive Trade Practices Commission, 
that there was no evidence of such collusion in Canada in the pharmaceutical 
industry; am I right? 


Mr. STEELE: Yes, I did. 

Mr. MackasSEy: Yes, that there is none, or yes that there is. 
Mr. STEELE: Yes; there is none. 

Mr. MAcKASeEy: Thank you. 


Mr. RYNARD: But, Mr. Chairman, this does not mean that there could not be. 
We know of very many organizations and business firms today where we feel 
that perhaps there is some collusion on prices so that they do not go down. This 
could happen in the drug business when you allow free competition. I am 
concerned about your attitude towards the drug firms. If your suggestions 
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were carried into business, why pretty soon you would have everything publicly 


owned, even the newspapers and everything else. This may be a long step in that 
direction. 


Mr. O’KEEFE: Dr. Steele, I believe a few minutes ago in answer to a question 
by Dr. Rynard, you advocated the abolition of tariffs on drugs and I have a 
feeling Dr. Rynard agreed. As an economist, Dr. Steele, would you say that if 
you extended this policy, in view of the fact that most goods manufactured in 
Canada could be more cheaply manufactured elsewhere, would you not at one 
fell swoop abolish all our manufacturers? 


Mr. STEELE: Well, in my brief I did not recommend the abolition of tariffs, I 
recommended— 


Mr. O’KEEFE: I thought you did in answer to Dr. Rynard. 


Mr. STEELE: I said that on the basis of obtaining the maximum possible price 
reduction for drugs, you could probably do this most rapidly by abolishing tariffs 
entirely, and it was a political decision whether or not you wished to protect 
production to some extent while enjoying lower prices to some extent. 


Mr. Mackasey: I think what Mr. O’Keefe is referring to, because I pricked 
my ears up, is that you suggested as an economist it was logical to obtain your 
goods, whatever they be, wherever they can be produced most economically. 


Mr. STEELE: Yes, this is abstracting— 


Mr. Mackasey: This is the free-trade policy which is controversial in 
Canada at the moment. 


Mr. STEELE: Yes; this, as I say, is abstracting the economic sector entirely 
from the other sectors of the economy, political and social. 


Mr. O’KEEFE: You also advocated, Doctor, I believe, mail order houses for 
drugs. Now, if this were done in my own province of Newfoundland, and most of 
the people bought their drugs through mail order houses, who would get up at 
two in the morning in a small village in an emergency to fill a prescription for a 
sick child? 


Mr. STEELE: My comment on that would be that if this service was neces- 
sary, the person who required the service would be likely to have to pay the full 
cost of the performance of this particular service. Now, I do not think mail order 
pharmacy will reduce, or do away entirely with the local pharmacist, because 
clearly there are a lot of drugs which are needed very rapidly and very quickly. 
Certainly, the pharmacist in a local area would have to reduce his prices to be 
competitive with the mail order service or else he would lose this part of his 
business. However, I think, taking into account the additional cost of the mail 
order service, that this threat would be sufficient to bring about price reduction 
in areas where druggist previously had local monopolies without actually de- 
priving them of too much of the business. 


Mr. O’KEEFE: But you do have some reservations on the mail order service? 
Surely that cannot bea very satisfactory one all over Canada? 


Mr. STEELE: I think, let us say, somebody who uses oral anti-diabetic drugs 
all the time can keep the pipeline open. Let us say, he can refill his prescription 
safely in advance of the probable delivery date. 
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Mr. O’KEEFE: You would use that as a threat to the local pharmacist to keep 
his prices down; is that the basis of your presentation on this point? 


Mr. STEELE: To the extent that low cost production, let us say, is always a 
threat to higher cost sellers. 


Mr. O’KEEFE: Thank you, Doctor. 


Mr. Howe (Wellington-Huron): Dr. Steele, I was interested in the reply you 
gave to Mr. O’Keefe in connection with the fact that there might be monopolies 
developing in certain areas. Do you think this can exist in very many places in 
Canada today with travel and transportation facilities so available in most areas. 
It might develop in some remote area, in the north of Newfoundland, but this 
would not have any drastic effect on the reduction in the cost of drugs, would it? 


Mr. STeELE: I was just reading the Hall Commission Report, I think they said 
that there were some 674 communities that were supplied only by a single 
drugstore. After all, you have to take into account often the relative urgency of 
filling a prescription; you may not wish to drive too far, from one drugstore site 
to another, just to get a lower price; it might not justify itself economically. 


Mr. HowE (Wellington-Huron): Yes. You probably have never lived in one 
of these small areas but if it is found out that the druggist is overcharging in one 
particular instance he will not be too popular in that community in doing 
business. This will have an effect on him, too. I do not agree with this that there 
are that many places where monopolistic situations develop in regard to drug- 
gists in the smaller communities. 


Mr. STEELE: Well, I would suggest this though, that if he is truly a monopo- 
list, then the good will of the buyers does not matter too much. If there are no 
alternative sources of supply, you can resent paying high prices, but what can 
you do. 


Mr. Howe (Wellington-Huron): Yes; but we were told by Dr. Chapman the 
other day that only two thirds of the business done in the drugstore is done 
through the dispensary and through the pharmaceuticals, the remainder is the 
chocolates and all the other types of things that he has in his store, so that he still 
depends on the public for a great deal of his business, and if the word gets 
around that he is charging more than he should, he will not stay in business too 
long. 


Mr. STEELE: Well, it depends; if there are no alternatives available his 
customers do not know what a reasonable cost price standard is. 


Mr. Howe (Wellington-Huron): Well, after all, because of the newspaper 
media, transportation facilities today and the advertising, I do not think that this 
would really be the situation. 


Mr. STEELE: That would be the situation if there is no alternative source of 
supply. On the other hand, even in a large urban centre there may be less price 
competition than would be justified because of the nature of the prescription 
market. He may very well find that prices charged in these 674 isolated phar- 
macies—just for illustration purposes—do not differ too much from the prices 
charged in pharmacies as a whole. But if you institute a mail-order service and 
lower your average cost, increase your volume, I think that a substantial 
difference would develop. 
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Mr. Howe (Wellington-Huron): Do you not think that a mail order service 
for special types of drugs—as Mr. O’Keefe said—would not work out because so 
many of these special drugs are required in a hurry. You would not have time 
to go through a mail order office and get a return. 


Mr. STEELE: Yes. 


Mr. HowE (Wellington-Huron): I am rather interested in the statement that 
you make on page 10 in connection with the freedom of entry of drugs. You say, 
“The freedom of entry in drugs is greatly !essened by the existence of a patent 
privilege, a trade mark device, and the necessity for newcomers to match the 
enormous advertising outlays of existing rivals”. Does the quality of the drug 
that is coming in not have something to do with it as well. We hear the story of 
the better mousetrap; somebody has discovered something that is outstanding. 
The advertising would not enter into so much in that case, would it? He has 
discovered a drug that can cure certain diseases, say cancer, for instance. Do you 
think he would have to do a lot of advertising? He would just have to tell a few 
people and prove that he was right and it would be sold immediately, would it 
not? 


Mr. STEELE: I certainly agree that if a drug were developed which would 
cure cancer, the word would get around very rapidly. 


Mr. Howe (Wellington-Huron): In other words, the amount of advertising 
he has to do depends on the product that the newcomer is bringing into the 
market? 


Mr. STEELE: Yes, I would say so. 


Mr. Howe (Wellington-Huron): In the next paragraph, you intimate that 
there are big, bad boys in the drug business; they are big operators; the little 
fellows are afraid of incurring their displeasure, and so they have to maintain 
the same price irrespective of whether they can sell it for less; is that what you 
mean there? 


Mr. STEELE: Well, paragraph four, which you are quoting from, does not 
refer solely to the drug industry. This is just a list of requirements of a workable 
competitive market where price competition would prevail. Now, let us see, I 
say, “none of the sellers should be so large that he overshadows the magnitude of 
his competitors and poses a potential threat should they incur his displeasure. In 
general, this is true, particularly in industries where price competition is a 
danger, and if somebody cuts prices in the local market, let us say, his rivals 
undercut him and show him the error of his ways. This does not happen in drugs. 


Mr. Howe (Wellington-Huron): Has it been tried? 
Mr. STEELE: Has it been tried? 


Mr. HowE (Wellington-Huron): Do you know of any instances where some 
small operator was forced out of business because he felt he could sell that drug 
at less than the big operator and still stay in business? Do you know instances 
where he has been forced out of business by the big operator? 


Mr. STEELE: I know one instance in which a wholesaler began to engage in 
price competition on certain products sold by one of his suppliers, and the 
supplier did discipline the wholesaler; he did not force him out of business, but 
he did definitely subject him to punitive price competition. But this is the only 
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instance I know, and I would say the nature of the drug industry is such that this 
sort of punitive price competition does not in fact develop. The sanctions which 
the large competitors might impose are of a different nature. 


Mr. Howe (Wellington-Huron): But there is a law in Canada, in the com- 
bines legislation, that says that nobody can undersell, or sell a product at a price 
that is going to be detrimental to somebody else in the same type of business; is 
this not so? 

Mr. STEELE: But the difficulty is in establishing that they— 


Mr. Howe (Wellington-Huron): In other words, the big operator is not 
allowed to do this, to move in around the small man and put him out of business 
by a tremendous number of loss leaders, for instance. 


Mr. STEELE: Well, 


Mr. Howe (Wellington-Huron): The small man can appeal to the combines 
branch and lay a charge under this law in Canada. 


Mr. STEELE: But it depends upon the likelihood of getting a conviction. Were 


the prices charged really lower than the cost of the price cutter, and what was 
the intent of the price cutting strategy? It can be done, but I think it is difficult. 


Mr. Howe (Wellinton-Huron): At the bottom of Page 8 you make the 
statement that “unfortunately the competition referred to is the cost raising type 
rather than the price reducing type’’. This is not usual in competition, is it? 

Mr. STEELE: No, that is why I distinguish between competition as price 
competition and the sort of rivalry which develops when there are a small 
number of relatively large firms. 

Mr. Howe (Wellington-Huron): There are cut-rate drugstores, are there 
not? 

Mr. STEELE: Yes; I understand that in the larger metropolitan centres there 
are; in Vancouver and in Winnipeg I have heard that there are. 


Mr. Howe (Wellington-Huron): What has happened in those centres? Do 
the other drugstores try to meet the competition, or do they have more attractive 
quarters, or something like that, stores that bring people in, or how do they meet 
this type of competition? 

Mr. STEELE: Well, I suppose, as in most markets, there are price conscious 
buyers and there are quality conscious buyers; some buyers I would say are much 
more price conscious than others. These buyers will learn the identity of the 
lowest price seller, if they can, if they are not prevented by institutional barriers. 
I would think the discount houses, the discount drugstores attract a large portion 
of the price conscious buyers, and the other stores either have to reduce their 
prices correspondingly, or else be satisfied with supplying a smaller part of the 
market, the less price responsive buyers, quality responsive buyers, are just, let 
us say, buyers not interest in comparing alternatives. 


Mr. Howe (Wellington-Huron): You intimate at the bottom on Page 9 that 
there are certain doctors that have a great interest in their patients and try to 
prescribe the lower price drugs, but due to the pressure of high pressure 
advertising, their trust in those lower price drugs is shaken to a certain extent. 
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How would you overcome this practice? You intimated that there should not 
be nearly as much advertising? 


Mr. STEELE: This is not carried out by advertising in journals or direct mail 
advertising I think this is the sort of message which can be most effectively 
conveyed by the detailman. I would think the best way to combat this would be 
to make public inspection perfectly adequate and make it known to the public, 
the doctors, the patients, the pharmacists, that the inspection program is such 
that the likelihood of any drug sold in Canada being subnormal in quality is 
almost completely negligible. 


Mr. Howe (Wellington-Huron): How would the doctor find out the value 
and the quality and the purpose of the drugs, if it was not for the journal 


advertising and the detailman that comes around and tells him about the new 
drug, how would they find out about them? 


Mr. STEELE: Well, I think it is a question of actually facilitating the flow of 
informative communications by eliminating a lot of the persuasive communica- 
tions. In other words, the doctors have complained before many committees that 
they are swamped with junk mail, and Mr. Lawrence Wilson testified to this 
Committee that one of the worst things about the redundant mass of this mail 
was that valuable and informative communications would simply be overlooked 
in the vast mass of paper on the doctor’s desk. 

Mr. MaAckasey: Mr. Howe, could I ask a further supplementary question? 
Would you repeat for me what Mr. Wilson said? . 


Mr. STEELE: Just a moment, please. 


Mr. Mackasey: I know it is in your brief, well, I can tell you want what he 
said. What you have not said is that this valuable information that gets buried 
comes from the drug companies. 

Mr. STEELE: Oh, yes, it does. 


Mr. MacKAsEy: You did not say that and I wish you would and then we 
could understand that there is no bias in your answer. 


Mr. STEELE: Oh, yes, I would like to make that clear. This was information 
from a drug company, informative information, presented very objectively. 


Mr. MackaAsey: But it comes the same way as the junk? 
Mr. STEELE: Yes. 


Mr. Mackasey: And then it is up to the doctor to decide which is junk and 
which is informative? 


Mr. STEELE: Yes. 


Mr. Howe (Wellington-Huron): I think you will agree that the doctors are 
not the only ones who get a lot of junk across their desks. Am I through, Mr. 
Chairman. I was rather interested in the statement that Dr. Walter Modell of 
Cornell University Medical School commented that some 40 odd new diseases 
have been identified as being brought about by the untoward effect of drug 
therapy. Your reference is on page 13. Were these diseases brought on by lack of 


knowledge of the doctors who prescribed them or knowledge of the drugs? 
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Mr. STEELE: I do not recall precisely the trend of Dr. Modell’s testimony, but 
I think pretty clearly he was inclined to attribute this to insufficient information 
given out on the proper use of the drug. 

It was improper use which could not be safeguarded by reasonable labelling 
precautions, brochures and so on, but a lot of it he thought was really brought 
about by the pressure to market products rapidly with insufficient experimental 
and clinical testing of drugs. 


Mr. Howe: (Wellington-Huron): In other words, the drugs are put on the 
market without proper research and checking by the departments involved? 


Mr. STEELE: I believe this was at least part of the burden of Dr. Modell’s 
testimony. 


The CHAIRMAN: This was not in Canada; this was an American— 
Mr. STEELE: Yes. 


Mr. Howe (Wellington-Huron): This does not make much difference be- 
cause an awful lot of the drugs that are made and used in the United States are 
brought into Canada and used here under the same recipe, so to speak; it is the 
same formula that is used. That is very interesting. Of those 40 odd new dis- 
eases, were any of them fatal diseases, or disease that would take on epidemic 
characteritics, or were they just diseases of the individual? 


Mr. STEELE: Fatalities did occur. Certainly, the physicians present could 
clarify this matter. 


The CHAIRMAN: I should point out that Dr. Steele is not a medical doctor. 
Probably some of the medical doctors could answer the question. I think that in 
some of the testimony that we had from Dr. Wightman before he pointed out that 
somewhere between 5 to 10 per cent of hospital admissions now are from the 
result of treatments by various drugs and this is not necessarily poor treatment; 
it is just that a drug prescribed had an adverse reaction, one that you were not 
expecting and these reactions, of course, can be fatal. 


Mr. Rynarp: Mr. Chairman, I would like to add to this as a supplementary 
comment. This is very true of penicillin, and yet it is a very valuable drug. I 
think that is a statement, that should be either deleted or put in its proper 
perspective. As the Chairman has indicated, those are side effects; but those 
drugs are very valuable drugs and are probably life-saving, and I do not think 
that is a proper statement. 


Mr. STEELE: You do not question its accuracy, though? 


Mr. RYNARD: Yes, I do question its accuracy when it is put in that perspec- 
tive, because you would have to bring in penicillin and say that this has caused 
new diseases; but penicillin is a very valuable drug. The reaction to it, I think I 
saw somewhere, and some of my medical friends will tell me, is that fatalities 
occur in the proportion of about one every other day. Is that correct? This has 
got to be put in its proper perspective and that does not put it in its perspective. 
They are not new diseases; they are side effects. 


Mr. STEELE: What are they called, iatrogenic diseases? 


Mr. RYNARD: Well, they are side effects from the reactions to the drug. 
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Mr. STEELE: I think it is very interesting in that, I think that it is underem- 
phasized in literature on the net benefit of drugs, of drug therapy. You usually 
hear about the number of diseases which have been substantially wiped out by 
wonder drugs. You do not hear about the sometimes lethal incidents of side 
effects. 


Mr. RyNarD: Yes, but any drug has dangers, even aspirin, and yet you can 
go down to the corner drugstore and buy it. This is why I think it introduces a 
wrong impression in this brief. 


Mr. STEELE: My only point was that the gross benefit from wonder drugs is 
not the same as the net benefit. Many, many lives are saved but some are lost. 


Mr. MAcKASEyY: You are thinking of an economist’s view of safety. You are 
talking about gross and net; how could you ever measure gross benefits against 
net benefits? 


Mr. STEELE: Well, it is worth attempting. Certainly in the United States, the 
drug manufacturers’ commissioned a very extensive study, I think by Arthur D. 
Little & Company, to show how many man hours of productive time had been 
gained. 


Mr. MAcKASEy: Would you like to evaluate my experience when my son was 
saved at the age of nine by sulfa and my wife had just spent six weeks in 
hospital from a side effect of penicillin? This is serious to me. How would you 
evaluate that as an over-all effect from wonder drugs? Am I supposed to be mad 
at wonder drugs because my wife spent six weeks in hospital and not be 
thankful that my son is alive today? 


Mr. STEELE: No. 
Mr. MAcKAsEy: Thank you. 


The CHAIRMAN: I think Dr. Steele’s point is that the statement, as it stands, 
is accurate enough. He has just quoted it in that way and it possibly can be 
misinterpreted but it can also be substantiated, I am sure. 


Mr. Rynarp: I would like to see the list of those 40 new diseases. 


Mr. Howe (Wellington-Huron): Mr. Chairman, I have one more question in 
connection with this. I do not say it is very prevalent but it happened several 
times and there are these new diseases. Do you think more research is necessary 
before drugs are put on the market to ensure that these things do not happen. 


Mr. STEELE: I certainly do. 


Mr. Howe (Wellington-Huron): In other words more money should be 
spent on research? 


Mr. STEELE: No. I think that the product should be more carefully 
screened. I think that the intense profit expectations, whether or not these 
expectations are realized, are the chief motive in stimulating a flood of new 
products, many of which are imitative, and that if the purely commercial 
incentive for developing these sorts of products was reduced, we would have 
fewer such potentially dangerous, also potentially beneficial, products released; 
we would have longer clinical testing. You might increase the average cost of 
testing each drug fully evaluated, but I think the total amount spent on drug 
evaluation would probably decline. 
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Mr. Howe (Wellington-Huron): You speak of more research and more 
screening; more of anything has a dollar sign on it, has it not? 


Mr. STEELE: It all has a dollar sign, but, you used to be investigating 500 
drugs a year and because of the premium placed on speed in developing the 
drug, the amount spent in evaluating each drug was, let us say, $100,000; later 
you may be investigating only 100 drugs a year and yet be spending $1 million or 
more in investigating each drug; spending more years, let us say, on the average 
drug being evaluated. 


Mr. Howe (Wellington-Huron): Thank you Mr. Chairman. 
The CHAIRMAN: Mr. Laidlaw? 


Mr. A. W. LaipLAw (Legal Counsel for the Committee): I shall try, Mr. 
Chairman to widen the discussion to bring in several points that I do not believe 
have been discussed up to this time and they may, or may not have some bearing 
on the cost of drugs, and if adopted may, or may not reduce the cost of drugs and 
I would like Dr. Steele’s opinion on these. 


In the first instance, Dr. Steele, do you think it would assist matters to have 
the prescription on drugs placed on the label, required by law to be on the label, 
so that the drug consumer can shop around for his particular drug, knowing 
exactly what the doctor has prescribed? Now, I am told by some physicians that 
certain persons are apt to get upset if they know precisely the drug that has been 
given to them and this might have a bad effect on a patient. I do not know about 
these things, but from an economic point of view, do you think it would assist 
matters if the drug was actually marked on the label of each prescription? 


Mr. STEELE: Well, certainly from the economic point of view this would 
facilitate the process of the consumer going out and making comparisons, es- 
pecially cost comparisons for the same drug, among different pharmacies. 
Economically I think it would be a good idea. 


Mr. LatpLaw: And there might be an increase in the so-called shopping 
around for any particular drug? 


Mr. STEELE: Yes. 


Mr. LaipLaw: The next question I would like to ask you is, as you are 
aware, the manufacturers in their literature to pharmacists and so on, have a 
suggested list price for the drugs. I believe there is a tendency now to omit the 
suggested list price but would it also help matters, economically speaking, if all 
suggested list prices of drugs were abolished; so that the pharmacist, although he 
would know how much he paid for it, he might for example not have paid quite 
as much as another pharmacist may have paid in a different part of the country. 
Would this increase any particular competition? 


Mr. STEELE: I think the trend would be in that direction; very definitely if 
you print price catalogues, price books, and give suggested list prices, even 
though the prices are indicated very carefully as being only suggested prices, this 
cannot help but influence the thinking of the retail druggist and in the absence of 


this information I am sure there would be a greater tendency towards price 
diversity. 


Mr. LawwLaw: The reason I bring this up, I believe there is a tendency now 
for the manufacturers to package their final doses in smaller bottles and suitable 
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sizes so that the pharmacist merely hands the bottle across the counter. He does 
not have to break a larger bottle and extract a certain number of pills and put 
them in a small box, and therefore, this question may become quite acute in the 
future. Can you still hold to the opinion that the suggested price is probably 
wrong in so far as competition is concerned? 


Mr. STEELE: Yes; from experience in many industries I think this is a valid 
observation, that if you give sellers some indication of a suggested list price there 
is naturally more—well, to many sellers this is the only real guide they have in 
setting a price. If everybody has the same price list in his possession, other things 
being equal, they are more likely to charge uniform prices. 


Mr. LAIDLAW: One final question on a different subject, Mr. Chairman: Dr. 
Steele, you recommended this morning, a compulsory licensing system for im- 
ports. Now, presumably, if this happened, a number of these imports would be 
made from related companies, for example, the Canadian company. Would you 
expect in these circumstances that the parent corporation, which would be the 
parent of the Canadian subsidiary as well as the parent of the related company, 
for one moment would allow such a thing? In other words, would the 
importer who is desirous of importing, who has a compulsory licence to import, 
be allowed to import? 


Mr. STEELE: I think that the holders of compulsory licences to import in the 
first instance will have to obtain their supplies by and large from countries 
where patent protection is less absolute and to the extent that most Canadian 
companies are subsidiaries of American companies, I am sure that small firms 
given compulsory licence to import will not be able to, let us say, import from 
the U.S.; but I think that, since many of these drugs can be obtained at much 
lower prices abroad, if physicians accept these drugs and begin prescribing them 
by generic name, in order to maintain their share of the market in Canada the 
domestic companies, no matter whose subsidiaries they are, are going to have to 
cut prices and compete on price terms regardless of the fact that they do not sell 
to these compulsory licensees. 


Mr. LAIDLAW: So the threat is at least there by this compulsory licensing 
system to import? 


Mr. STEELE: Yes. 
Mr. LAIDLAW: Thank you, Mr. Chairman. 


Mr. W. J. BLAKELY (Accountant for the Committee): Following up on one of 
the questions of Mr. Laidlaw, which was in reference to the elimination of 
suggested list prices, consider the possibility of printing on the label, in addition 
to the generic name and the manufacturer’s name, a suggested list price; would 
this facilitate the process of shopping around? 


Mr. STEELE: I considered that in my brief. I considered it just for the sake of 
completeness but I am inclined to reject it. In the first place, this might help if 
the suggested list price were placed on advertisements. If it is placed on the label 
of the bottle, I think this reduces the chance that the retailer will actually cut 
prices if everybody’s bottles have the same price tag on them. In terms of 
advertising, this might serve a more useful function if physicians receive adver- 
tisements and find that x’s brand costs $10 while y’s brand costs $5; this will 
make an impact and the only objection I would have to this is that the suggested 
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retail price may be set at a level which is understood to be the price—the 
level—but of course if the suggested price is adhered to, then there may be cause 
for proceedings under the Combines Act; so this is an additional difficulty. In 
general, I would not think this was desirable either in advertisements or es- 
pecially on the bottle label. 


Mr. BLAKELY: On page 31, you mentioned that there may be excess capacity 
and that excess capacity has economic costs. Do you believe there is excess 
capacity in the drug manufacturing industry in Canada? 


Mr. STEELE: I think it is very likely. It depends on how you define manufac- 
turing. I think in terms of facilities to manufacture the bulk active ingredient, 
the costs of excess capacity are greater than if you are looking at facilities to, let 
us say, just tablet or capsule and bottle the active ingredient in various dosage 
forms. I would think that since relatively little manufacturing of the basic 
ingredients is carried out in Canada, perhpas excess capacity of the first type is 
smaller than the second type. However, I would think in the United States and 
in the drug industry generally the problem of excess capacity is probably 
significant. When prices are maintained at high levels, and when many compa- 
nies are producing different brand name versions of the same drug there is 
bound to be more capacity in existence which could potentially be used to 
produce the drug than the market can absorb. After all, advertising in the drug 
industry tends to switch the share of the market around from one firm to another 
rather than increase the natural size of the market. For these reasons I think the 
more firms that get into the market the more excess capacity there is likely to be. 


Mr. BLAKELY: On page 59 of your brief, you mention the term “excessive 
profit margin”. I read the sentence carefully and I do not believe in that 
particular sentence you are saying there is excessive profit margins. My question 
is, do you believe there are excessive profit margins being earned? 


Mr. STEELE: Which sentence is this? 


Mr. BLAKELY: The very last sentence on page 59, and I quote: 

To the extent that it is the profitability of selling drugs at inflated 
prices which justified and motivates marketing outlays, reforms would be 
needed to institute genuine price competition which would eliminate 
excessive profit margins and thus eliminate both the ability and the desire 
to engage in sales promotion rivalry. 


Mr. STEELE: Yes, I think the way I have stated the sentence, does imply that 
there is an attractive spread between the price of the product and the actual cost 
of producing the product, and that the gap is filled in by marketing outlays. To 
the extent that it is possible for brand A to compete with brand B, then, let us 
Say, a 67 per cent profit margin is certainly more than adequtae to induce new 
entry into the industry. You may get no more than competitive profit margins in 
a monopolistic industry because of excessive entry and the reduction in the profit 
margin because of, let us say, mutually offsetting sales promotion activities. 


Mr. BLAKELY: Are you in a position to state an opinion on whether or not 
there are excessive profits being earned in Canada? 


Mr. STEELE: Well, the comparison I made in my opening statement between 
the gross margin on drugs and the gross margin on manufacturing industry in 
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general in Canada, I think the disparity here, 36 per cent constructive mark-up 
versus 203 per cent constructive mark-up, is wide enough to indicate that drugs 
really have economic characteristics that are different from the rest of the 
manufacturing industries in Canada. 


Mr. BLAKELY: On page 3 of the statement which you read this morning, in 
the middle of the page, you state: 
If we assume that manufacturing firms in Canada are on the whole 
workably competitive,— 


My question is, is this a reasonable assumption? 


Mr. STEELE: I think perhpas it is a generous assumption. By a workable 
competition on economist ordinarily means the market in which at any point in 
time there is a tendency for excessive profit margins to be reduced to reasonable 
levels. Now, this tendency may never be realized, but at least there are forces 
which, in the absence of barriers to entry and so on, tend to create new 
competition to existing entrenched positions. I think—actually, I am of the 
opinion, that although most industries are not sharply price competitive, they are 
workably competitive in the sense that cost reductions will eventually be passed 
on to the consumer, at least in part in price reductions, and that there is not an 
excessive waste of resources in the selling activities generally. 


Mr. BLAKELY: You, therefore, feel that it is reasonable to apply the average 
mark-up to the figures for the pharmaceutical industry, which I think is what 
you are doing in this particular computation. 


Mr. STEELE: I think because of the difference in the two figures, the com- 
parison is significant. I would like to use better data. This is just an indirect 
comparison. 

Mr. BLAKELY: Thank you, Mr. Chairman. 


Mr. BRAND: Mr. Chairman, I apologize for not being here sooner. I am not 
aware of all the questions that have been asked so perhaps some of mine will be 
repetitive, but Iam sure you will— 


The CHAIRMAN: You will not take very long to do your best. 


Mr. BRAND: Well, perhaps this has been asked, but perhaps it will be safe, in 
view of the headlines I just read coming out of the airplane, to ask, Dr. Steele, 
how he proposes and how long it will take to reduce the cost of drugs by 50 per 
cent. This was all in the headlines; this is what we got out of your testimony this 
morning. 


Mr. STEELE: Well, as far as proposals are concerned, these 14 proposals 
which are embodied in chapter 5 of the brief constitute the program— 


Mr. BRAND: The ones that are so similar to the ones in the Hall Commission 
Report. 


Mr. STEELE: This is true. They are very similar: one or two differ. 
Mr. BRAND: Which ones are different? 
An hon. Memper: After all, they are all pretty well the same. 
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Mr. STEELE: Greater emphasis I think on promoting competition at the retail 
level, and especially with regard to easing requirements for entry into retail 
pharmacy? 

Mr. Brann: Yes. I would be prepared to agree with that. Do you recommend 
that druggists be allowed to advertise drugs, and say, “I can sell my aureomycin 
cheaper than you can’”—that sort of thing? 

Mr. STEELE: Well, this may come as a shock, but I do not see any great harm 
in this. 

Mr. BRAND: Quite frankly, I do not see any harm in it either, when you get 
right down to it, so it is not a shock to me. How long do you think it will take to 
reduce the cost by 50 per cent. That is a pretty broad statement, let us face it. 

The CHAIRMAN: I do not remember in the statement 50 per cent being used. 


Mr. BRAND: Well, it is in every headline in every newspaper this afternoon. 
That is why I asked it. 


An hon. MEMBER: Somebody got that— 
The CHAIRMAN: It was not in the testimony. 


Mr. MacKasey: The newspapermen probably read the brief, I presume; it is 
in the brief. 


An hon. MEMBER: It is on page 103, Mr. Chairman. 


The CHAIRMAN: I was thinking in relation to the testimony, in that the 
actual figure was not used at all. I am sorry, Dr. Steele. 


Mr. BRAND: Yes, I see; Chapter 3, item 2A on page 103. 


Mr. STEELE: Yes. I say on page 103 that it is by no means impossible that a 
price decline of 50 per cent might result. The speed with which this price decline 
would develop would depend upon the ability of certain reforms, primarily 
licenses to import, in introducing new competition from the outside, and the rate 
at which these new drugs, mostly generic name drugs, were accepted for pre- 
scription purposes by physicians. 

Mr. BRAND: This would depend on one of your other recommendations 
about the Food and Drug Directorate. Is that right? 


Mr. STEELE: It would depend on several others, but this would be one of the 
most important. 


Mr. BRAND: Yes; about the quality of the drug concerned. I do not have it 
with me, but I recall in some of the briefs presented to us that there was the cost 
of actual production, or the total cost of goods using pharmaceutical was pretty 
high. If you reduced everything by 50 per cent that would leave a pretty small 
margin. 

Mr. STEELE: No, My thinking is this, that practically every component 
except manufacturing costs can be cut substantially. I think manufacturing costs 
can be cut because of excess capacity; I think the sales promotion budget can be 


cut very greatly, perhaps a 90 per cent reduction; and that even the research and 
development budget could be reduced to some extent. 
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Mr. BRAND: I take it from your brief that you do not think research is too 
important in Canada. Is that a fair assumption? 


Mr. STEELE: The amount of research done within the borders of Canada 
quantitatively I do not think is too important. 


Mr. BRAND: Would your remarks apply equally in the United States? 


Mr. STEELE: Qualitatively they might; quantitatively the amount is much 
greater. My point here is just that— 


Mr. Mackasey: Percentagewise, in sales or just dollar volume? 
Mr. STEELE: Just dollar volume is all Iam thinking of. 

Mr. MAcKASEy: How would they compare percentagewise? 

Mr. STEELE: Percentagewise, practically the same. 

Mr. MAcKasEy: Well, I— 


Mr. STEELE: Well, excuse me, as reported by the PMAC and as reported in 
the Kefauver hearings, practically the same. 


Mr. BRAND: Well, you are suggesting, I would take it from your brief, that 
most of the basic research, and I think you quote from the PMAC brief to bolster 
your argument, should be done in universities? 

Mr. STEELE: Yes, I think basic research is a sort of activity where the agency 
incurring the cost is likely to recoup only a very small portion of the benefits, 
and it just does not make sense for business firms too to spend too much on basic 
research unless they want to do this for philanthropic reasons. 


Mr. BRAND: What do you mean by basic research? 


Mr. STEELE: By basic or fundamental research, I mean research which is 
really aimed at expanding the frontiers of knowledge. It is not aimed at any 
specific commercial application. 


Mr. BRAND: You mean, like space research. 
Mr. STEELE: Space research—like some types of it, yes; most types, perhaps. 


Mr. BRAND: Well, I would think so. I do not think there will be much 
commercial revenue out of all the money that is spent there. I was thinking of 
the brief of 1964, the Restrictive Trade Practices Commission on the cost of 
drugs, in which there is a list of the drugs that have been discovered by 
pharmaceutical manufacturing companies. I am thinking of aureomycin and 
things of this nature. Presumably this would be prety basic research, or would 
you not consider that basic? In other words, a large number of these antibiotics 
have been discovered by the pharmaceutical houses, and not by universities. 


Mr. STEELE: Well, of course, this is a matter of controversy. I think— 
Mr. BRAND: That was a matter of history. 


Mr. STEELE: —as far as antibiotics are concerned, the real breakthrough of 
course was made with the discovery— 


Mr. BRAND: You are talking about penicillin, but I am talking about the 
antibiotics more recently. 
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Mr. STEELE: Yes, I would say that this is more in the category of applied 
research than basic research. 


Mr. BRAND: You do not think we should spend money on this, or very 
much money. 


Mr. STEELE: Well, we should not spend as much as we are spending. I think, 
let us see, this was discovered around 1947 or 1948; at that time the field was 
more fertile. The basic discovery had been made and the application of applied 
research techniques had not progressed to the point of diminishing returns, so in 
the late 40’s I think it was quite appropriate to exploit this field. Today, I do not 
think the returns are anywhere near as rewarding. New basic research has not 
been accomplished which would point the way for additional and truly produc- 
tive lines of applied research. 


Mr. BRAND: You confuse me a little bit here. You are talking about returns. 
Are you talking about economic returns, not just the beneficial results of the new 
antibiotics? 

Mr. STEELE: I am talking about both economic returns and, let us say, the 
over-all social value of the research—in dollar terms, of course, the economic 
returns. 


Mr. BRAND: In effect, what you are saing is that no longer should they bother 
about developing any new antibiotics because it just does not make sense, 
economically or socially. Is that correct? Surely, that cannot be what you mean? 


Mr. STEELE: Well, I have seen statements by security analysts which indicate 
that the performance of the drug industry in the last couple of years has been 
disappointing from a profit standpoint because of the inability of the industry to 
come up with really major breakthroughs, new drugs and new antibiotics— 


Mr. BRAND: Surely what you are saying is that they are spending a lot of 
money and not getting any value from it. 


Mr. STEELE: Exactly. 


Mr. BraAnp: Therefore, this would be a legitimate area of concern, yet you 
say in your brief that you do not think this is a legitimate area of concern. 


Mr. STEELE: Perhaps I am not following your statement. What I am saying is 
that there are diminishing returns here; that the high costs of discovering one 
more drug reflect lower productivity of applying the same old method which has 
been applied for years to more and more— 


Mr. MackaseEy: May I put a supplementary question here, Dr. Brand? Well, 
if they are now approaching the period of no return, and they have exhausted 
the field of applied research, does that not mean that they will eventually have to 
turn back to basic research for new ideas and new discoveries? 


Mr. STEELE: They eventually will, but the question is, when. Perhaps 
somebody will do the work for them and— 


Mr. MAcKASEY: Well, by the fact that there are only 60 odd new drugs on 
the market this year, it has to be pretty soon. In fact, does it not come back to 
what our economists asked you earlier, that this is a very high risk industry and 
therefore they must make their profit when—is it not possible, for instance, that 
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in the next ten years, unless some new startling discovery is made through basic 
research, these firms are going to be hard pressed to maintain a profit? 


Mr. STEELE: Well, as far as the high risk ordinarily is concerned, I think one 
aspect of it was not given attention, and this is the cyclical stability of earnings. 
The drug industry has often been called a recession proof or depression proof 
industry. This is an aspect of risk which is very important in capital goods 
industries, durable consumer goods industries, but it is not at all in drugs. As far 
as the risk of product obsolescence is concerned, I think this is very important to 
the major firms, but I think, as I said before, this is an artificial risk in that, 
under present market circumstances, it may pay a firm to spend a lot of money 
developing a minor modification and all the rest of it, market it and then expect 
another firm to come around in six months or so and wipe out its monopoly. 
Even so, the six months of protected market monopoly may pay for the program 
and any associate failure of the program. 


Mr. BRAND: But surely what you are saying as well, is that the phar- 
maceutical houses should get out of these obviously non-profitable compounds, 
such as some of the chemicals which are used in the treatment of leukemia and 
things of that nature, from which they make no money really, because it is 
economically not feasible. 


Mr. STEELE: Well, the costs of these products I think are carried by the costs 
of the—by revenues from the successful products, and I think this is basically a 
combination of humanitarian motives on the part of the research workers 
themselves and these humanitarian motives are condoned, let us say, by the 
business office because it is simply good public relations to carry these lines. 

Mr. BRAND: But you do not condone this— 

Mr. STEELE: To be consistent— 

Mr. BRAND: —speaking as an academic economist. 


Mr. STEELE: To be consistent—well, let me put it this way. If price competi- 
tion came along and made the industry tighten its belt, these drugs would cost 
more—these low volume higher cost drugs would cost more and the cost would 
have to be met perhaps in part by taxpayers as well as individual patients. 

Mr. BRAND: Well, you are just going to spread the cost; it is going to be the 
same anyway. You are going to lower the cost of drugs by 50 per cent, as you say 
it can be done, and at the same time the government may be paying for it or 
somebody else, but ultimately the taxpayer is going to pay for it anyway. Is that 
what you are saying. 


Mr. STEELE: I do not think so, because the drugs which you point out would 
have higher costs under a purely competitive market situation precisely because 
the demand for them is small. If you take a weighted average of drug prices and 
costs under the new scheme, the higher cost of these small volume demand drugs 
is not going to have much influence on the total price picture. 

Mr. BRAND: But surely you suggest here that they should get out of this type 
of thing. They should get out of this type of research because it is not realistic—I 
have forgotten how you phrased it—and leave basic research and that to the 
universities. You say that, do you not, in your brief? 
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Mr. STEELE: Yes, I say so. I say that this is really a philanthropic activity 
which some of the private firms engage in because they are genuinely interested 
in advancing the borders of knowledge. However, this sort of activity has been 
advanced in its entirety out of the prices paid by prescription buyers and these 
people are not in the best position to support this kind of philanthropic activity. 


Mr. BRAND: Well, who is? 


Mr. STEELE: The people whom the activity benefits; society as a whole, 
theoretically, the world as a whole. 


Mr. BRAND: Well, now, that is getting pretty philosophical. We are talking 
about Canada right now. What are we going to do in Canada? Who is going to 
pay for it? There is something basically wrong with producing a drug for 
leukemia on which, let us say, they are losing money. You apparently do not like 
philanthropy in this sense because it means that somebody else is paying for it, 
but not the person who gets it. I personally do not see a darn thing wrong with 
that. I think it is an excellent idea that they should do this. It is a very essential 
service. I can give you a list as long as my arm, if you like, which will show you 
the drugs which are produced by a lot of the pharmaceutical houses which are 
loss leaders, if you like, but which are vitally essential to the practice of 
medicine today. 

Mr. STEELE: Well, I would repeat—and this is a question of income distribu- 
tion as well as economic efficiency—that if you have loss leaders, as you say, 
being sold by drug firms to the sick at prices which are lower than the full 
cost—this is your position, is it not—these people are being subsidized by a 
smaller group than the whole society. They are being subsidized by the people 
who buy the other drugs at a higher price than would be justified under a 
competitive situation. I think the higher price which is charged the other drug 
buyers results in a higher average incidence on this group than the average 
incidence would be on the entire community if you reformed drug marketing, 
cut prices and simply faced up to the fact that some drugs, a few drugs which are 
sold in small quantities, would probably have to be subsidized by the people as a 
whole instead of the drug buyers as a whole. 


Mr. Branp: I am running out of time, so one last comment perhaps. In other 
words, you are in favour of economic planning? 


Mr. STEELE: Economic planning? 


Mr. BRAND: Yes, you like to see everything planned so that you can distrib- 
ute the cost equally to everyone in the country. 

Mr. STEELE: No. In my brief I go at great lengths into the question of 
voluntary health insurance. 

Mr. BRAND: Well, I have seen your reference to Fortune magazine in your 
brief, I understand that. That is what puzzles me. 

Mr. STEELE: The question here, though, I think, is not one of economic 
planning, not one of comprehensive economic planning. The question is, how 
should the real social costs of drug therapy be divided among the population, and 
I say that those who can pay for it would be most prudently advised to engage in 
voluntary health insurance programs. As far as those who cannot pay for it are 
concerned, it is just a question of charity to the indigent. 
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Mr. BRAND: Do you think governments could do a better job of providing 
these new drugs than has been done so far by the industry, particularly in the 
antibiotic field. I think your brief, particularly the appendices, indicates that you 
spent most of your time on the expense of antibiotics and tranquillizers. 


Mr. STEELE: Well, I do not know. I think in the last ten years, let us say, the 
record of the industry has not been as impressive as it was in the decade before 
that. I think, personally, and here I am not sure that I am speaking for the 
province of Alberta, but just stating my own personal opinions, if the rate of the 
introduction of new drugs was slowed down as a result of having less money 
spent on research in the drug industry, the net result of this would not necessari- 
ly be detrimental to health and to prospects for a living standard, length of life. 


Mr. Mackasey: Mr. Chairman, I have a lot of questions, but I wi'l try to cut 
down on them, just to tidy up things. On page 73—this is just a comment, Dr. 
Steele—you talk about costs incurred by distribution. You talk about Canada 
and you describe it, as I recall it—well, anyway, long, lean and hungry is the 
way I describe it, but you say: 

It may justify some level of additional costs over, say, comparable 
costs in the United States— 


And here you refer to bilingualism, I think, but no evidence beyond mere 
assertion has been provided. To Canadians, this is self-evident, the cost of 
translations is a very valid and a very heavy expense on parliament, for instance. 
With our two official languages, it is only logical that literature of all descriptions 
coming into the pharmaceutical industry be in the two official languages of the 
country. This is perhaps why no evidence has been brought forward—or that you 
have come across—in your reading of the Committee proceedings. I just want to 
point out to you that it is self-evident to the Committee—this is just an aside, 
actually. I draw your attention to page 103, and I apologize for hopping all over, 
but I am trying to get at what I think is important at different times. Page 103 is, 
perhaps to me, the philosophy of the whole brief. You talk about the unem- 
ployed. In other words, the possibility, which was mentioned in Mr. Henry’s 
brief, and which in many ways is similar to yours—and also a very fine brief—of 
about 10,000 people in Canada being out of work, theoretically, if we destroy 
what bit of manufacturing we have now, and reduce Canada to an importing 
nation; but you do say that they could easily be absorbed in Toronto and 
Montreal because of the size of the cities, which is a subject of controversy. You 
say they could find more productive jobs. How do you define more productive 
jobs? 

Mr. STEELE: Well, this is a question of the net benefit to a country of having 
a foreign owned pharmaceutical industry. The industry is relatively capital 
intensive— 

Mr. Mackasey: I did not really phrase it properly. In other words, you are 
saying that any job other than working in the pharmaceutical industry is 
more productive to the country as a whole. When I was over in Poland this 
summer there was a lot of talk about putting people in productive jobs. It was a 
question, of telling them where to go and what to do because the state felt this 
was more productive. Again, I want to be fair to your brief because I do not 
think this is what you mean here—perhaps you would explain what you do 
mean. 
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Mr. STEELE: Right. I think the patent law is telling people, in effect, and the 
tariff law is telling people, in effect, that they will not be penalized if they go 
into the drug industry because we are keeping prices relatively higher here than 
they would be in, a free market situation. What I am saying is that if we restore a 
free market situation, then instead of telling people where to go we will be 
rescinding the previous instructions which were not consistent with free market 
activities. 


Mr. Mackasey: You talk here as though they were unemployed. You say 
that once they become unemployed; you are talking on pages 101 and 102—I 
cannot read the whole brief—about the possibility perhaps for most of the 
industry being forced to lay off people in research and manufacturing, such as it 
is, and these people finding other employment in the Montreal and Toronto 
areas. You say that they may probably find more productive jobs. What you are 
saying is that anything else but what they are in now would be more productive 
to society. 


Mr. STEELE: Well, I am tailoring this material through the example which I 
took, which is one of trying to point out that you cannot have your cake and eat 
it, too. You cannot try to get benefits from protectionism, and also from com- 
parative advantage at the same time. 


Mr. MackaseEy: I am g'ad you made this point because it comes back to the 
free trade area. In the next section at page 103 of your brief you say: 
Above and beyond this, a practical man might have doubts about the 
extent to which a foreign-owned capital-intensive industry is an un- 
equivocal asset to a country. 


This I must emphasize to you is a vey important point in Canadian politics right 
now. 


Is this not equally true in the petroleum industry that Alberta is so depend- 
ent on? 
Mr. STEELE: Yes; it is true, I would say. The industry is capital intensive. I 


do not have figures on foreign ownership; I am not sure that I can give you 
them— 


Mr. MacxasEy: I could give them to you. They are 91 per cent of the 
petroleum industry—perhaps the same as the pharmaceutical industry. 

Mr. STEELE: Yes. The only difference I would see there is that probably the 
ratio of dividends repatriated by the stockholders in these companies is some- 
what lower relative to the total sales from pharmaceuticals. 

Mr. MACKASEY: Why? 


Mr. STEELE: Well, look at value relative to the price of the product and the 
composition evaluated as regarding returns to labour and returns to factors 
employed within the country. 


Mr. MacKAaSEyY: Well, do you not emphasize somewhere in your brief—there 
are statistics that were advanced, I think you mentioned them—that so far many 
of the major pharmaceutical industries in this country have re-invested their 
money into Canada. Mind you, there will be a day of reckoning which is what is 
bothering Walter Gordon and many of us. There will be a day of reckoning, but 
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up to now the pharmaceutical industry has p'oughed its profits back into Canada, 
have they not? 


Mr. STEELE: I think the same is true of petroleum. 


Mr. Mackasry: Exactly, so they are identical. I am just wondering if 
Alberta would come here on the same philosophical argument and suggest that 
we do something about the petroleum industry as you are suggesting we do to 
the drug industry, since they are identical. It is refreshing that an American 
would come up here and strengthen those of us who are a little worried about 
our economic future, by suggesting quite openly in a brief that you have grave 
doubts about the extent to which a foreign owned capital intensive industry is an 
unequivocal asset to a country. 


Mr. STEELE: I would say though that the extent to which the petroleum 
industry is regulated in Alberta is much more in the interests of the province 
and of the nation as a who’e than the sort of regulation which exists for drugs. 
For example, there is proration of production. There is a sizeable amount of 
taxation on the product as severed from the ground. 


Mr. MackasEy: Coming from Texas, as you do, and being a renowned 
economist have you not had any direct association with the petroleum industry. 


Mr. STEELE: Oh, yes, I have done a lot of consulting in both. 


Mr. Mackasey: So that you could state categorically the type of restriction 
that Alberta has on petroleum? 


Mr. STEELE: Yes, limitations on production. 


Mr. MacKASEy: Would you explain just a little more about this limitation of 
production? Does limitation of production keep the price up, or is it that 
limitation of production because you do not want to glut the market? Why is 
there a limitation of production? 


Mr. STEELE: Why is there a limitation of production? Let us see if I can 
make some analogy with drugs— 


Mr. MAcKASEY: With drugs, yes. 
Mr. STEELE: —to keep the question relevant. 
Mr. Mackasey: Well, it is relevant to me. It is important. 


Mr. STEELE: Let me see, the impact is this that the petroleum industry is 
competitive because there is easy entry into it. You discover a new field. Land 
holdings are widely dispersed. You ge a lot of wildcatting—a lot of successes, if 
the field is large. Producers tend to produce too much, and the result is excess 
of demand relative to supply and a decline in prices. 


Mr. MacKASEy: So you in a sense monopolize or direct the industry, a little 
like the diamond industry, to limit its production— 


Mr. STEELE: Yes. 
Mr. MAcKASEY: —to keep prices up. 


Mr. STEELE: This is true. The conservation laws do limit production in, the 
interests of— 


Mr. Mackasey: Of conservation or maintaining prices? 
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Mr. STEELE: —conservation, both physical and economic conservation. I 
would say that this is because the industry, left to itself tends to be overly 
competitive and wasteful. It is regulated, but in drugs the reverse is true. 


Mr. MAcKASEY: You say the reverse is true. Now, when I go to a gas station 
with my old jalopy and I have to pay 45 cents for a gallon of gas, have I really 
got a choice? 


An hon. MEMBER: Forty-seven cents. 


Mr. MacxasEvy: Forty-five, I said, 25 cents if I was a farmer. Forty-five. That 
is a debatable point. 


Mr. STEELE: I suggest you are a quality-conscious gas buyer. 


Mr. Mackasey: Is there a difference basically? Any more than there is a 
difference between stelazine and somebody e!se’s product. 


Mr. STEELE: I would say a great difference, yes. 


Mr. MacKASEY: You say that there is a difference between one brand of gas 
and another. For instance, I know that in Montreal that Supertest buys their gas 
from its competitor who has a station down the street. You tell me that there is a 
difference— 


Mr. STEELE: No. I misunderstood your question. I thought you were refer- 
ring to the probability of price competition at the gasoline marketing level as 
compared with the retail druggist. No. As far as quality is concerned I doubt 
whether there is very much difference between them. 


Mr. MackasEy: Now, this price competition; how is it manifested since 
every station in the province of Quebec at least, is identical? 


Mr. STEELE: Is this actually true? I do not know. 
Mr. MAcKASEY: Yes; this is absolutely true. 
Mr. STEELE: I have not studied the gasoline situation. 


Mr. Mackasry: There is the odd generic gasoline station! Unfortunately, 
people look at it with suspicion, so I simplify it with the generic drug firms, but 
in general it is true. However— 


An hon. MEMBER: This is not true in Ontario. 


Mr. MackasEy: To get up to page 116, if we may, you may have been able to 
get some information that I have not been able to get. About three quarters of 
the way down the page, you Say: 

It is my understanding that the present level of drug imports has 
already prompted the assignment of drug inspectors to some Canadian 
embassies in drug exporting countries, so that foreign factories can be 
inspected as well as their products. 


Would you mind telling me what you base that statement on? 
Mr. STEELE: Well, I am afraid that this is based on hearsay evidence. 


Mr. MACKASEY: Well, surely, you would not put hearsay evidence in a brief 
of this importance. 


Mr. STEELE: I am afraid I must confess to that. 
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Mr. MackaseEy: I might ask you what else is hearsay evidence, and I would 
not want to destroy my illusions of this brief. 


Mr. STEELE: Well, many of the statements—I really do not know the 
definition of hearsay evidence in terms of the rules of evidence. I just said “‘it is 
my understanding” and this came out in my many conversations with Mr. 
Frawley that they were— 


Mr. Mackasey: Perhaps Mr. Frawley could explain that since he is here. 


M. J. J. FRAWLEY (Special Counsel for the Government of Alberta): I have 
no knowledge at all. You are speaking about whether or not some of the 
Canadian embassies have drug inspectors already assigned to them? 


Mr. MACKASEY: Yes. 
Mr. FRAWLEY: No, I have no knowledge of that but I did hear it somewhere. 
Mr. MAcKASEyY: So you did not get it from Mr. Frawley? 


Mr. FRAWLEY: Oh, yes. He may have got the impression, but if you are 
asking me for the source of my information, all I can tell you in all honesty is 
that I just heard that some place, that there was developing the assignment of 
staff to the Canadian embassies in foreign countries so that drug plants could be 
inspected. 


Mr. MackaseEy: Well, I think it is desirable, Mr. Frawley, but I think that 
when Dr. Chapman was here, just to make your brief that much more authentic, 
we had been informed that in certain countries of the world there are definitely 
laws that prevent Canadian inspectors from entering these plants to inspect 
them. 


An hon. MEMBER: In Switzerland. 
Mr. Mackasey: Very definitely, it is one of them. 


Mr. STEELE: Yes, I recall that you inquired whether or not there were laws 
against exporting to Canada in Switzerland. 


Mr. MAcKASEY: Well, that was a little bit of sarcasm, I am afraid. I do not 
usually indulge in it. I have little use for it. Nevertheless, this is contrary, of 
course, to what Dr. Chapman had said and this is why I am interested actually in 
this section of the brief; because as I understand it we have only one floating 
inspector and he is interested in drugs that are what we call unscheduled. 


The CHAIRMAN: Injectible drugs. 
Mr. Mackasey: I beg your pardon. 
The CHAIRMAN: Injectible drugs. 
Mr. MacKaseEy: Injectible drugs. 
The CHAIRMAN: Biological. 


Mr. Mackasey: I think this is awfully important, Dr. Steele, because I am 
intrigued at the possibility of licensing imports and I do agree with you that we 
need a very strong Food and Drug Directorate so that we can dispel much of the 
propaganda and so forth that is used unfortunately in the industry. But I am 
still a little puzzled, after talking to Ross Chapman for whom I have the highest 
regard, as to how he is going to police these potential sources of imports. Once 
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we get into licensing of drug imports, I think you wil agree that we are opening 
the door to imports from Italy, for instance and from Poland and from the world 
market with very little possibility of checking the source of supply. Do you agree 
with that? 


Mr. STEELE: Well, to the extent that Mr. Henry said that it would cost only 
about $4 million to inspect the nature of the products as imported, I would say 
that this could provide at least a partial safeguard at a cost which I do not think 
is entirely out of the question. 


Mr. MacKASEY: You know $4 million in Texas pays for a barbecue, but up in 
this country it is quite a problem; I agree with you. Mr. Chairman, have you the 
mallet up just for practice, or am I just— 


The CHAIRMAN: No; it is there for a purpose. 
Mr. MackaseEy: I would like to— 
The CHAIRMAN: A last question and then we will drop it. 


Mr. Macxasey: All right. On page 25 you do refer to drug manipulation. I 
am glad you brought it up. “It is the well known game” which denotes a little 
bias which you are entitled to periodically in your brief—“of mo’ecular manipu- 
lation”. Seriously, has nothing been discovered by drug manipulation? 


Mr. STEELE: It is a question of costs versus benefits. 


Mr. Mackasey: That is not what I asked you. I asked you had any new 
product, any really beneficial product, not just alternatives to a competitor’s 
product, been discovered by drug manipulation? Give the answer, and I will help 
you out. 


Mr. STEELE: The answer, of course, is yes. I am just wondering as to the 
value of the answer. 


Mr. MackaseEy: Well, I can understand your problem because our minds are 
changing; you are thinking constantly as an economist. You are equating the 
value of this with the extraordinary waste in doing years perhaps of research 
through mo'ecular manipulation. To an economist as trained as you are this is 
inefficiency and, therefore, waste. But what about the person who has benefited 
by a drug that has been discovered by molecular manipulation? What about this 
aspect of the whole thing? 


Mr. STEELE: Well, of course, you are introducing a criterion there which is 
very difficult to evaluate in purely economic terms. The question is, would the 
drugs have been developed in the absence of emphasis on molecular manipula- 
tion. I do not know. They have been developed. There has been molecular 
manipulation. There has been waste. I am not sure that I would speculate on the 
probability of their development if there were not this incentive. 


Mr. Macxkasey: No. What you are saying is that if it were not done this way, 
they would be found another way. Right? But they were not found another way; 
they were found this way and they were patented. Obviously, they were not 
found another way or they could not have been patented. They could have been 
in this country but not in the U.S.A. This is the point that bothers me when you 
call it a well known game, and you are not the only one who has brought my 
attention and the attention of the layman to molecular manipulation. Not being a 
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chemist, and having flunked chemistry, I did not want to display my ignorance 
earlier, and I did try to find out what I could about this and exactly what it 
meant, and I found that there are three and a ha’f pages of products that have 
been discovered—new products, not just variations of old products, Mr. Fraw- 
ley,—from what is basically known in the research field as molecular manipula- 
tion. 

Mr. STEELE: But just counting drugs does not tell the whole story. 

Mr. Mackasry: Of course not. Well, I am not counting drugs; I am talking 
about drugs that have been beneficial particularly I am told in, tuberculosis, in 
the alleviation of this particular illness. 


Mr. STEELE: There is the other side of the coin, though. There is the cost of 
engaging in this kind of research in that alternative resources of the workers, or 
the alternative opportunities for work for these men are— 


Mr. MAcKASEY: You keep coming back to the socialistic philosophy that 
everybody must be best employed in the state where he can make the greatest 
return to the state. This type of perfect society does not exist and it is not going 
to exist no matter what type of suggestions you bring in. 


Mr. STEELE: I take exception to you calling this socialistic. 


Mr. Mackasey: I am not saying you are a socialist. I am saying this is my 
definition of socia'ism. 


Mr. STEELE: I would say that socialism is the control of productive factors by 
the state, the allocation of those productive factors and the distribution of income 
by the state. This is not— 


Mr. MackasEy: Does the state not consider an individual a productive 
factor? 


Mr. STEELE: Perhaps the reverse. I think that in a competitive economy, the 
problem is really limiting the ability of individuals to put the state to work for 
their own private purposes. 


Mr. Mackasey: Well, to wind it up, what you are saying is if they had not 
been engaged in molecular manipulation, which is a fancy word for applied 
research, they might have been doing something more productive for the state? 


Mr. STEELE: And for themselves, perhaps. 
Mr. Mackasey: And for themselves; I agree. 
Mr. STEELE: Yes. 


Mr. MacKAseEy: And possib'y some of these drugs that were discovered by 
molecular manipulation may have been discovered, and then again, they may 
not. Is this a fair analysis? 


Mr. STEELE: Yes. 
Mr. MackaseEy: Thank you. 


The CHAIRMAN: It is now 5.45. Is it the wish of the Committee and witnesses 
that we sit a little while longer to finish this off or adjourn now until eight 
o’clock? How much more questioning do Dr. Brand and Mr. Mackasey, and the 
other gentlemen, have? 
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Mr. Branp: Longer than fifteen, minutes, I imagine. 

The CHAIRMAN: Shall we adjourn until eight o’clock? 

Mr. Mackasey: Are they in committee in the house, Mr. Chairman? 

The CHAIRMAN: I have no idea. 

Mr. MacxaseEy: There is a possibility that there will be a vote in the house 
tonight? 

The CHAIRMAN: There was that possibility this afternoon and I just told the 
whip where the Committee was meeting. 

Mr. MAcKASEY: Yes, but it is a committee vote, Mr. Chairman, and it may be 
a standing vote. Well, anyway if you meet tonight at eight and I am not here, it 
is because I am in the house. 

Mr. FRAWLEY: So far as we are concerned, we can continue on now. 

Mr. MacKAasEY: Well, it is in the hands of the Chairman and Dr. Brand. 

The CHAIRMAN: We will adjourn until 8.00 p.m. 


EVENING SITTING 


The CHAIRMAN: Gentlemen, we may or may not have a very great length of 
time left for the Committee and I think Dr. Brand had some questions left. 
Perhaps he could just carry on with his questioning. 


Mr. Branp: I would like to pursue this 50 percent cut in drugs if I could as 
delineated on page 103 of your brief and how you would go about it. In view of 
the fact that your brief is so comprehensive and covers such a lot of territory, it 
is vitaliy important to this Committee that we know exactly how you could 
envisage in the future—and I understand this—reducing the cost of drugs by 50 
percent. I had an opportunity over the recess to look through your statement and 
I notice on page 3 of your statement this morning, the ratio of cost of goods sold 
to sales is about 33 percent for 1964, and then you go on to discuss on page 4 the 
drug industry economics and you say that 30 cents out of every sales dollar of 
cash flow have to be devoted to factory costs of production. Now what I am not 
too clear about and, I think it is fairly important, is whether you are referring 
at all to the PMAC breakdown of the manufacturing dollar. 

I would like to hear your views on the distribution of drugs and distribution 
costs and all other parts of the breakdown, including research, which I think we 
have covered fairly well already, that you fee! do not necessarily have to be 
done, and quality control and everything like this. In other words, the 30 cents 
that you quote here refers to the actual cost of production, and do not include 
administration cost, distribution cost, and a lot of other things. Am I correct in so 
assuming? 


Mr. STEELE: There is one point. I am not sure just exactly how much 
manufacturing overhead, that is manufacturing administration overhead, might 
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be included in the 30 cents; in fact I am not sure just where the manufacturing 
administration overhead does turn up in this PMAC figure. This is the PMAC 
breakdown that I am using. 


Mr. BRAND: Yes. That is what I thought. 


The CHAIRMAN: Could I sort of paraphrase it. What you are really interested 
in is if Dr. Steele could give you a breakdown of where the 50 per cent is coming 
from. In other words, 5 percent of the cost from removal of federal sales tax, so 
much per cent from this area, and so much per cent, if he can break the 50 per 
cent down for you. 


Mr. BRAND: Yes. lama little confused with some of your statements here and 
perhaps that is because I am not an economist. As the Chairman has pointed out 
this is what I would like to see, just where you think the 50 per cent would come 
from. You do point out somewhere in this brief, that it would be 11 per cent, I 
think, by taking off the sales tax. We will make allowance for the fact that it has 
been increased to 12 per cent by the government, but if I understand you 
correctly, the 11 per cent, and we will use that figure for the moment, would be 
on the consumer dollar, that it may escalate up to this point or pyramid, I think 
is the word you used. 


Mr. STEELE: Pyramid, yes. 

Mr. BRAND: Up to 11 percent. 

Mr. STEELE: Up to a maximum of 11 percent. It depends on ‘the way the 
prescription is priced by the retailer. 


Mr. BRAND: We have had some evidence before us here that seems to vary 
this actual percentage from, I think, 4 to 22 per cent, by economists, I presume 
and others. I am beginning to believe the statement that if you put four 
economists into a room together you will get four opinions. 


Mr. STEELE: Well, my Appendix A, I think, covers this very thoroughly, and 
I would like to try to point out why I think 11 percent is an absolute maximum. 
It may very well be 3, 4 or 5 percent, but in Appendix A, I analyse the effects of 
this 11 percent tax—it was 11 percent then—on the price to the patient for 
prescriptions priced by different methods and I used three different methods; 
first straight 662 per cent mark-up. 

Mr. BRAND: The 11 per cent tax is on the manufacturer’s price, and certainly 
in some instances on the wholesaler’s. The dollar cost to wholesaler works out to 
about 10 per cent; is that right? 

Mr. STEELE: We will take an example. Suppose that the manufacturer’s cost 
- is $1.00 and he adds 11 cents to this. This is then pyramided by the wholesaler 
and a 20 percent margin is added. Then this is further pyramided by the retailer. 

Mr. BRAND: Twenty per cent margin, what do you mean? 

Mr. STEELE: Yes, the wholesaler makes a 20 per cent mark-up over his 
invoice cost from the manufacturer. 

Mr. BRAND: Forty per cent, I understand. 

Mr. STEELE: No; this is the wholesaler. 

The CHAIRMAN: Sixteen and two thirds, I think, is the figure that is com- 
monly quoted here. 


2370 DRUG COSTS AND PRICES Feb. 14, 1967 


Mr. STEELE: This is sixteen and two thirds per cent discount with a 20 per 
cent mark-up. 


Mr. BRAND: You just confused me quite easily as you are doing, but go 
ahead. 


Mr. STEELE: Well, let us take the figures. Take without the tax: take a cost 
$1.00: the invoice cost to the wholesaler is $1.00. Now he sells this for $1.20, so 
his spread is twenty cents on the basis of $1.20, that is one-sixth or sixteen and 
two thirds per cent, but his mark-up is the twenty cents over the dollar, which is 
a 20 per cent mark-up. 


Mr. BRAND: Yes. 


Mr. STEELE: In other words the sixteen and two thirds per cent discount is 
20 per cent mark-up. 


The CHAIRMAN: Looking at it from the other direction. 
Mr. BRAND: Yes. 


Mr. STEELE: That is right. Let us take an example: the $1.00 invoice cost of 
the manufacturer pre tax is boosted to the $1.11 by the tax itself. Now, the 
wholesaler puts a 20 per cent mark-up on this, so this is $1.11, plus 20 per cent of 
$1.11, which is twenty-two and two-tenths cents. So you get the cost to the 
retailer up to $1.337%. The retailer doubles his cost of materials. On the basis 
of the Canadian Pharmaceutical Association surveys, it seems the pricing method 
which he has used tends to just about double the ingredients cost to the druggist 
so you get, let us say, $2.64 as the price charged to the final consumer. Now, in 
the absence of the tax you would get, let us see, $1.00, no sales tax pyramided, a 
mark-up of 20 per cent added, so the price to the retailer would be $1.20, and 
double this is $2.40. So, you are comparing $2.40 with $2.64. This is the increase 
in price brought about by the sales tax under this sort of pricing system. 


Mr. BRAND: In actual fact, although it is 11 per cent, presumably, or 
approximately 11 per cent of the retail cost, it is an actual doubling of the sales 
tax by the retailer. 

Mr. STEELE: A doubling of the amount but the percentage stays constant. 


Mr. Branp: A doubling of the amount but your percentage stays constant, 
yes. 


Mr. STEELE: Yes. 


Mr. BraANp: In other words, there is double taxation to the consumer. In 
effect, he is paying the tax twice. Is that not correct? 


The CHAIRMAN: But the government are only collecting it once. 
Mr. Branp: Somebody else is getting the rest of it. 


Mr. STEELE: Yes, in Appendix A, I pointed out that the government gets 
about half of the increase in the price and the wholesaler gets one tenth of the 
increase, the retailer gets the other four tenths of the increase. 


Mr. BranpD: Now, the question arising from that is do you think it is right 
that anyone except the government should get this money? 


Mr. STEELE: I think it is an inefficient tax in that the consumer pays, let us 
say, $2.00 for every $1.00 that the government collects. A different type of tax 
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might result in the consumer paying $2.00 for every $2.00 the government 
collects. The wholesaler and the retailer coliect half of the addition in price to 
the final consumer. 


Mr. BRAND: Another point you discussed was quality control. I think it is on 
page 69 of your brief. You say, “and efforts to justify prices in terms of quality 
control border on the ludicrous.” When Dr. Hilliard was before us a few weeks 
ago he made a statement something to the effect that we all know that to reduce 
the price is to reduce control. Do you agree with this? 


Mr. STEELE: What was the statement, I did not hear it. 


Mr. BRAND: He said that we all know that to reduce a price is to reduce 
contro!; he was referring to quality control on drugs. Would you agree with 
that? 


Mr. STEELE: I would disagree with that. 
Mr. BRanpD: You would disagree with that. 
Mr. STEELE: Yes. 

Mr. BRAND: On what basis? 


Mr. STEELE: At present, the cost of quality control is between, let us say one 
and a maximum of about 3 per cent of the sales dollar, and if you cut the sales 
price—I do not think firms can possibly afford to cut down on, quality control at 
any rate—they can much more easily cut X per cent out of sales promotion than 
they can out of quality control. 


Mr. Brann: This is the point I was getting to originally. Where would you 
cut your 50 per cent: where would you save the 50 per cent of the manufactur- 
er’s dollar in order to cut prices to the consumer? 


Mr. STEELE: Well, I could— 


Mr. Brand: We have taken the 3 percent: Let us say, we will take the 
maximum. Say that they will absorb the quality control, since you do not agree 
with Dr. Hilliard on this point. You have more faith in some manufacturers than 
I have, I must say. 


Mr. STEELE: This may be. 


Mr. BRAND: But when it comes down to what they can afford, I sort of 
wonder. Where else would you cut down, on the distribution of the drugs, the 
methods of getting them across the country, the methods of making the physician 
aware of them, and I am aware that you are in favour of the Medical Letter? 


Mr. STEELE: Let us put it this way. Suppose that a license to import is issued 
to somebody and he brings in the drug and the Food and Drug Directorate 
inspect it and they say this is good and the drug is a generic drug and the doctors 
begin to prescribe it on the basis of the assurance by the Food and Drug 
Directorate. The drug is priced at, say, maybe 40 per cent of the price of the 
brand name drug. The brand name drug, in order to be able to compete with the 
generic import, cuts their price down by 50 per cent. How do they do this? Well, 
in the short run, what they do is cut 50 per cent, I would say, out of this roughly 
70 per cent, or 67 per cent gross margin above the cost that it would have sold at. 
If the sales tax is reduced, let us say, 10 or 11 per cent goes here if the sales tax 
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is eliminated; I would say that probably about nine tenths of the selling cost 
would be cut, which would be about 27 per cent; that is 27 cents out of 30 cents. I 
would say that the other 12 per cent, in the short run, would come out of profits 
before taxes, so 6 per cent in profit after taxes, 6 per cent in taxes; just picking 
figures for illustrative purposes. 


In the long run it might be different. I think the industry can improve the 
efficiency of its operation, particularly through reduction of excess capacity. This 
might mean some cut in the 30 cents of the sales dollar devoted into manufactur- 
ing cost. 


Mr. BRAND: You do not think that they should have detailmen going around 
talking to doctors? I know in your brief you make some comments which seem to 
indicate that doctors are taken in by the propaganda of the detailmen. 


Mr. STEELE: As I said, some place else in my brief, I am in the only other 
market I know where the person who prescribes the product does not have to 
pay for it himself. We have detailmen in the textbook industry, and we are 
visited by a lot of textbook salesmen, and comparing the two, I think, in the first 
place, the power of the professor to prescribe textbooks for students is certainly 
much less than the power of the physician to prescribe drugs for drug users. 


Mr. Branp: I will challenge that statement, as a former university student 
just as everybody here. When you get a required list of. textbooks that the 
professor suggests, and it always seems to include the professor’s—I do not know 
quite why—you buy it; you know that as well as I do. 


Mr. STEELE: Yes; you can buy second hand textbooks, but second hand 
drugs— 


Mr. O’KEEFE: If you buy the textbooks you might live; if you do not buy the 
drugs you could die. 


Mr. BraAnp: This is true. There is also the point, and I think it is a fair one, 
that even with some of the bad drugs we may have on the market, they are 
probably easier to digest than some of the textbooks they put out. I do not 
honestly know if this is a valid comparison when we are dealing with something 
that is lifesaving in many instances. Do you really think it is a valid comparison? 


Mr. STEELE: What, textbooks versus drugs? 
Mr. BRAND: Yes. 


Mr. STEELE: No, the comparison is not valid, I am just saying that I am not 
wholly without experience in dealing with salesmen who came around trying to 
sell you on products which you may require— 


Mr. Branp: Tell me, sir, are you taken in by the salesmen, by their smooth 
talk— 


Mr. STEELE: No. 


Mr. Branp: —and their promise, because you are a prominent individual, 
that they want to give you a set free, and all this sort of jazz? 


Mr. STEELE: They do give away free samples. 


Mr. BRAND: Are you taken in by this? 
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Mr. STEELE: No, you can read a textbook, but the doctor cannot test the 
drug. 


Mr. BRAND: You are suggesting that the doctor does not bother to find out 
what that drug does before he gives it to the patient. There are several places, I 
think on pages 52 and 58, if I remember correctly, you seem to suggest that the 
doctor does not seem to know what he is prescribing. 


Mr. STEELE: Unless he tests the drug himself, he does not really know; he 
takes the word of the detailmen. 


Mr. BRAND: Oh, does he? This is the point exactly: Do you think he takes the 
word of the detailmen alone? 


Mr. STEELE: I think the facts speak for themselves. 


Mr. BRAND: Are you going to give me those facts; I am going to challenge 
this as a physician? 


Mr. STEELE: The facts are that about half of this 30 cents is spent on 
detailmen. 


Mr. Branp: That is not a fact, as far as this is concerned. Because the drug 
company happens to spend this money, you are suggesting two things. First, you 
are suggesting that the doctor is taken in completely, and prescribes because the 
detailman tell him to do so. Secondly, that all the material he gives the doctor is 
useless. Is this what you are suggesting? 


Mr. STEELE: No. 
Mr. BraAnpD: What are you suggesting? 
Mr. STEELE: What I am saying— 


Mr. BRAND: Iam sorry if I got the wrong inference but that is the impression 
I get. 


Mr. STEELE: No, you said the 15 cents out of the 30 cents was irrelevant; I 
would say that it is very relevant. 


Mr. BRAND: I never mentioned that term at all. 
Mr. STEELE: Relevance? 


Mr. Branp: No, I never mentioned that it was irrelevant at all. All I want to 
know is what you think, and the manner in which you can reduce the cost of the 
drug by doing away with detailmen, and promotion, or people or whatever you 
want to call them, who call on the doctors. I get a distinct impression from your 
brief, and your reference to the sad number of doctors—15 per cent, I believe— 
who subscribe to the Medical Letter—and you are making an unwarranted 
assumption there, by the way, which I will deal with later—and that automati- 
cally this is all bad, an effort that could be done away with in order to reduce the 
cost of drugs. That is correct, is it not? 

Mr. STEELE: I am saying it is relatively unproductive. The patients are pay- 
ing for this, and I do not think it is worth the cost. 

Mr. BRAND: You do not think it is worth the cost at all to have this done? 
Are you familiar with some of the material which is brought to doctors; I am not 
referring, as you have mentioned in the report, to some of the gimmicks that 
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were brought by Dr. Howe to this Committee. I am thinking more of some of the 
very useful types of journals and papers which are brought to doctors to explain 
exactly what the drug does; papers which are culled from reputable medical 
journals. 


Mr. STEELE: Oh, yes. 
Mr. BRAND: Do you think this is a waste of time? 


Mr. STEELE: No; I have, in at least three places in my brief, made a 
distinction between informative material and persuasive material. I think the 
ratio here may be about 10 to 1. Keep the informative material, yes; but the bulk 
of the persuasive material tends to obscure the presence of the informative 
material, as Mr. Lawrence Wilson pointed out in this Committee. 


Mr. BRAND: I have never been able to accept completely that the persuasive 
material was exactly in this ratio; certainly this has not been true in my practice. 
IT am a little curious about where you got these figures. 


Mr. STEELE: This is the general impression I obtained from the testimony 
given by physicians in Canada and before the Kefauver Committee. 


Mr. BrRAnpD: The Kefauver Committee? 
Mr. STEELE: In the United States. 


Mr. BRAND: Well, I will not pursue that much further, except to say that you 
think we can do away with this pretty effectively, and in its place put something 
similar to a governmental medical letter;—I have forgotten the term you 
used—is that correct? 


Mr. ST&ELE: I would hope that the doctors would prescribe voluntarily either 
to the Medical Letter, or to a publication like this which would develop in 
response to the need for information, if the detailmen no longer were capable of 
being financed by the drug companies because of price competition. 


Mr. Branp: Are you familiar with the study done at Harvard—some years 
ago now, 1960 or 1961—in which a comparison was made of the drug industry in 
Russia and the drug industry in the United States? 


Mr. STEELE: Yes; I started to put in a separate appendix refuting the points 
made in that study; but the brief is extremely long and I left it out. I think the 
study comes to unjustified conclusions because it really assumes that there is no 
difference between the United States and the Soviet Union, except in the way in 
which the drug industry is regulated. 


Mr. BRAND: I am sure if you had put it in as a supplementary to your brief, 
you would not be quite as blunt as that, surely; not with that paper. 


Mr. STEELE: I read it very thoroughly. 


Mr. Branp: And you still come to that conclusion that there is no difference; 
or would you rather put in the phrase that perhaps the major complaint among 
doctors in the Soviet Union was that they were not being informed as to what 
the drugs were. I think that is more valid. 


Mr. STEELE: The medical profession differs a great deal in the United States, 
and in the Soviet Union. 
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Mr. BRAND: They all treat a type of people; they all treat patients; they are 
all human beings. 


Mr. STEELE: They are all human beings, this is true. 


Mr, Branpb: The United States and Russia are putting people in orbit with 
the same medical background behind them, and I do not really think there is that 
much difference; perhaps in the method of practice only. You make so many 
assumptions here that I get the impression—I may be wrong about this, and I am 
open to correction—that brand name houses are, of course, charging excessively 
and you could reduce the costs there by 50 per cent. Would this apply to the 
generic houses as well? 


Mr. STEELE: I try, although I do not always succeed, to be consistent in 
contrasting low price generic drugs with higher price brand name drugs. What I 
am interested in really is the— 


Mr. BRAND: In other words, you have been selective, have you, in picking 
drugs in your survey? 


Mr. STEELE: This is in general terms. I try to avoid the confusion between 
generic and brand. Some brand name drugs are more expensive than others; 
some small houses produce brand name drugs. What I am really interested in is 
the relationship of the cost of the drug to the price charged. 


Mr. Branp: If we take one of the firms that has appeared before us, and that, 
admittedly, has no medical men on staff to give information to physicians, and to 
do studies, that has no research facilities whatsoever, and making no attempt to 
do research—and that is not correct, perhaps one of them is—and has a very 
limited detail staff, and I take your brief and look at the price charged to the 
government of Alberta, for example, the Frosst company’s colisone, which is one 
of the steroids— 


An hon. MEMBER: What page, doctor? 


Mr. BRAND: This is on page 161, under corticosteroids. The list price is $4.20 
per 100. Right next to that we have prednisone made by Intra, which is one of 
the smaller firms here without any of the benefits that the larger houses have, 
such as medical staff, extensive detailing, and so on, at $4.20 per 100. Prednisone 
by Empire shows a difference; it is $4 per 100, and Empire, of course, from their 
evidence here, do not spend a great deal of time in detailing, and do not have a 
medical man on the staff. I am rather curious. How do you think this comes 
about, that Frosst which is a member of the larger group of manufactureres—the 
PMAC—-sells this drug for $4.20. As a matter of fact, if you go a little further, 
Parke Davis, one of the larger houses owned in the United Staes, as Frosst is, too, 
sells it at $4.20 per 100. I am curious. If you get rid of all this distribution, which 
does not exist apparently to any great degree, at least at Intra, or at Empire, how 
are you going to reduce the cost of this particular drug by 50 per cent? It does 
not make sense, does it? 


Mr. STEELE: I do not quite understand the focus of your question. 
Mr. BRAND: Well, let us try again. 


Mr. STEELE: You are assuming that Parke Davis, and Frosst, because of their 
practice of relatively intensive detailing, should have a higher price. 
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Mr. Branp: No, no; I did not say that at all. I said these are companies who 
do have a large detailing, who are members of the group who presented the 
percentage, or the amount of the manufacturing dollar which they devote do 
distribution, advertising, promotion, or whatever you like. Iam comparing them, 
from your brief, with some who do not have this same amount of money, and 
claim that it is not necessary, and yet seem be selling this same drug, prednisone, 
for a price which in one instance is the same, and in another instance is 20 cents 
less out of $4 per 100. Where is your 50 per cent there? 


Mr. STEELE: I would say this backs up my point that prices are really not 
related to costs; they are related to demand. Prednisone, of course, has been 
described as a price football. This drug has been given more attention in hearings 
of this sort than any other drug, because of the great price spread between 
Schering and other brand name sellers, and a large number of generic name 
sellers. I do not believe it is typical of the contrast between brand name and 
generic name drugs. I would say that companies other than Schering have 
reduced their prices in order to meet the competition of the generic name firms. 
This is a drug in which firm patent protection was not achieved for a good while. 
Actually, airtight patent protection, in the sense of new licensees, was never 
achieved for this particular drug. It does not fit the pattern of, let us say, a drug 
which is subject to a patent from its very outset and is only available from 
foreign importers at low prices. 


Mr. Branp: I am afraid you lost me somewhere around the last economic. 
corner, Dr. Steele. 

Mr. STEELE: The basic act is that— 

Mr. Branp: You think they have not reduced their prices and have not 
bothered to continue pushing the drug. As you point out in your brief, if you 
have a truly competitive situation and they are not going to have the money 
available to do the advertising, therefore, prices will come down. That is valid, is 
it not—you did say that? 

Mr. STEELE: I think a lot of these firms have lost interest in it. Parke, Davis” 
Paracort has a very small share of the market. 

Mr. BRAND: How about Colisone? 

Mr. STEELE: Colisone? I do not know what Frosst’s share of the market is. 

Mr. BRAND: I did not think you did. 

Mr. STEELE: I do not think it is in the record. 


Mr. Brann: Let us find out. I do happen to have with me somewhere the 
share of the market of various things. It is going to take a little time to go 
through it for all of those but I can go through it for some of these other drugs. 


Mr. STEELE: I did not think such information was available. 
Mr. Branp: I think it is available. 
Mr. STEELE: May I ask where I could obtain it. 


Mr. BRAND: I think we will make it available to you. We will be very happy 
to do so. 


Mr. STEELE: I will be glad to receive it. 
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Mr. FRAWLEY: Dr. Brand, has it been filed with the Committee? 


Mr. Branp: No, not as yet. There is a lot of material which is not filed until 
afterwards, sir. 


Mr. FRAWLEY: That is very generous of you to offer it to Dr. Steele. 


Mr. BRAND: I think in all fairness, Dr. Steele should have all the facts before 
he makes a conclusion. Do you not agree with this? 


The CHAIRMAN: They do this to confound the Chairman. They bring in 
evidence which is not before the Committee. Carry on, Dr. Brand. 


Mr. BRAND: We are not trying to confound Dr. Steele, because this is a very 
comprehensive work you have here. I was just a little puzzled by the inconsis- 
tencies. I do not think I have Paracort here but I will look it up afterwards. I will 
find out what I have here. However, I think this can be obtained without too 
much difficulty. The point I was trying to make here was that you feel this is due 
to the fact that the other prices are lower. Empire has put it out at $4 per 
hundred; the others have come down to meet the competition; is that right? 


Mr. STEELE: Yes, this is true. I am surprised that Schering has not. 
Mr. BRAND: How would you explain that? 
Mr. STEELE: I do not know how you would explain that. 


Mr. BrAnp: If your thesis is valid in that this is wde open for competition 
and, certainly, when I see the number of companies putting it out, surely it 
should be competitive to a degree. 


Mr. STEELE: My only thought here is that since Schering was the initial 
major marketer of the drug— 


Mr. BRAND: It was Merck Sharp & Dohme, was it not? I may be wrong. Was 
it Schering? 


The CHAIRMAN: It was Schering. I think Schering is selling the same drug 
now for $22.00? 


Mr. BRAND: It is selling for $22.70 per hundred. 


The CHAIRMAN: Could we ask you what share of the market they now hold 
with this price differential? 


Mr. Branp: I think it will be very interesting to find out. I do not have that 
information but I think I will be able to find out. This is a most important point, 
is it not? 


Why do some of them stay up when apparently they are still selling. I know 
Meticorten is still selling because I saw some the other day. 


Mr. STEELE: I think this indicates the absence of price competition. My only 
hypothesis is that Schering’s initial position in the market, its advertisng and 
promotion secured for it a preferential position in the physican’s estimation. 


Mr. BRAND: This fact about prices holds true in a lot of your appendices. I 
was surprised to find, in fact, I was rather astonished to see, the comparison in 
prices as we go through them. I will not take the trouble at this time to do it but 
I presume they would all be explained on the same lines of competition and 
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things of that nature. Is that correct? Dr. Steele, the only point I am trying to 
make is whether—since apparently some of the larger companies had not cut 
down their sales foree—and are still selling more cheaply. You feel this would 
really be the absolute effect if we went into a wide open business of supply and 
demand with lots of competition. They would not be advertising as much; they 
would not have as many detailmen and presumably not as many samples, which 
I would regret very much. 


Mr. STEELE: If I may ask; what was the percentage of the market that 
Frosst’s Colisone held? 


Mr. Brann: As I have said, I will give you some of these figures afterwards. I 
have a long list here and I do not think we should read them all into the record. 
If you like I can put this all in the record afterwards. 


Mr. STEELE: You have suggested that it is a relatively large figure. 


Mr. BrAnpD: I made no such suggestion but what I did say was that I had 
some of the figures relating to the share of the market of some of the phar- 
maceutical products. Whether Colisone is in it or not, I will have to go through 
the list to find out. I do not have the specific ones that I have mentioned to you. 
Do you follow me? 


Mr. STEELE: I do. 
Mr. Branp: That will lead us to one other question. As far as investigating 
the cost of drugs is concerned, did you—this may have been asked before and I 


apologize if it has—discuss or just look into prescription drugs or did you, look 
into all drugs. 


Mr. STEELE: Just prescription drugs. 


Mr. BRAND: Strictly prescription drugs. You did not look at over the counter 
products such as aspirin which I heard mentioned here earlier today. I believe 
Dr. Rynard mentioned it. 


Mr. STEELE: No, I do not believe this is the purpose of this Committee. 


Mr. Branp: I agree with you but I was just curious to see whether or not 
you had. 


Do you think this medical letter would be sufficient, one produced by 
government? 


Mr. STEELE: No, I did not say it would be sufficient. I just said in conjunc- 
tion with official compendia. 


Mr. BRAND: One prepared by the government again? 


Mr. STEELE: Official compendia. Of course, Canada does not have one at 
present and it uses several. If the compendia could be kept up to date, I think 
that this would— 


Mr. Branp: I am curious to find out how you would do that? Knowing 
governments I am curious to find out how you could get it within five years. 


Mr. STEELE: I only suggested that it can be kept up to date. That is why we 
need a periodical newsletter to supplement it. 
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Mr. BRAND: The reason I am curious about your comment regarding a 
medical letter is this: Although a medical letter in many ways is a very useful 
exercise it is not always accurate. You are assuming it is. 


Mr. STEELE: I am assuming it is more accurate than proprietary information 
which detailmen and advertisements carry. 


Mr. BRAND: Do you realize that the Food and Drug Directorate—when a new 
drug is brought on the market—depend to a large degree on the reputation of 
the company that is bringing that drug to them. 


Mr. STEELE: Yes, and I would imagine they are justified in doing so. 


Mr. BRAND: If they are justified in doing so, would they not also be justified 
in the information they give most of their detailmen because it would be from 
the same sources. 


Mr. STEELE: No, that would not follow. They are reporting to a government 
agency in one case, and there is a great incentive to report precisely and 
accurately. In the other case, they are advertising and everybody gives the 
advertiser a certain margin of, let us say, puffing. 


Mr. BRAND: You realize, of course, that all the advertising is overseen by the 
Food and Drug Directorate and approved by them before it can be put in 
journals. Is that not correct? 


The CHAIRMAN: No, this is not correct. This applies only to radio and 
television; it is not true for journals or newspaper advertising. 


Mr. MAcKASEY: We rely on the integrity of the doctors to police their own 
journals. 


Mr. BRAND: I did not realize that. I apologize if this is true. I assumed they 
have. This just goes to show you how much I am under the influence of the Food 
and Drug Directorate. I believe what they say is law most of the time although I 
have had my confidence shaken lately. 


You do not know of any method by which you are going to get the doctors to 
read this governmental letter which is sent around. 


Mr. STEELE: Only self-interest, shall we say. 


Mr. Branpb: I must confess I was a little concerned about your—although I 
know there are bad apples in every barrel, and I am sure this is true about the 
economists as well—suggestion that the physician is going to be taken in and I 
think somewhere in here you have made the suggestion that some of the 
problems are because of the way the physician prescribes. It was between pages 
50 and 70 that you made this statement. I am a little concerned about this. Do 
you really believe this? On page 62, for example, you state: 


Almost any drug will sell, if promoted intensely enough, at least for a 
while. 


Mr. STEELE: Dr. Brand, a moment ago you said that doctors in the United 
States and Russia were human beings and I think this applies. I think that 
intensively utilized sales messages cannot help but have an impact—it is just a 
saturation. If doctors are human they respond to this. In the United States they 
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may think the detailman is a nice fellow and in fact in the Restrictive Trade 
Practices Report one of the doctors, I think a doctor at the University of © 
Saskatchewan, said that the chief value of the detailman was to relay profes- 
sional gossip, especially in more isolated areas. I think this is one of the features 
which the detailman in textbook selling has in common with the drug detailman. 
You have friends and they come in and give you professional gossip about econo- 
mists in various universities. You say that this is a nice fellow and he must sell 
a good product. I will prescribe his drug or I will require his textbook in the 
course. 


Mr. BRAND: You state on page 62 that: 
—advertising alone can sell physicians on a drug, if intensive enough,— 


Mr. STEELE: I believe that to be true. 


Mr. Branp: You do not have a very high opinion of the integrity of most 
doctors, do you, Dr. Steele? 


Mr. STEELE: I do not believe that follows. 


Mr. Branp: I believe it does. Doctors are not necessarily trained to take for 
granted either what a person such as yourself may say to them as a physician or 
what the detailman says to them. He may agree with him just to get him out of 
his office but that does not necessarily mean to say he is going to risk giving a 
drug to a patient if he does not know what that drug is. This is why: It is because 
they do not have any confidence in some of the smaller houses that the larger 
firms are able to sell more drugs here today. 


Mr. STEELE: Of course, I have my own theory on that relationship. 


Mr. Branp: I am sure you have. But, nevertheless,—by the way, what is 
your theory? I am curious. 


Mr. STEELE: It is the theory—which I think has been brought up time and 
again by physicians and medical educators testifying in North American 
hearings—that the detailman tends to disparage the quality of lower price drugs, 
primarily generic drugs— 


Mr. BRAND: You state that in your brief; I know that. May I say for the 
benefit of the record that never in my experience have I heard this stated in my 
office. Maybe it is unusual with me. 

The CHAIRMAN: I can say as a practising physician that this has been done. 

Mr. BRAND: Very often, Mr. Chairman? 


The CHAIRMAN: I do not remember exactly but I remember specific in- 
stances. 


Mr. BRAND: I certainly have not had this experience. I apparently have been 
very lucky in the type of gentleman who has called on me. 


Do you think that by disparaging this will make them use this more 
expensive and better drug, because a detailman says so. 


Mr. STEELE: I think the doctor is in the position where he really has no 
objective guide for determining the relative qualities of different drugs. It 
makes sense to him. 
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Mr. Branp: That is absolute, nonsense, and you know it. 
Mr. STEELE: I do not know that. 


Mr. Branp: I am sure in the economics profession you have journals and 
things which you look at. Do you have such things—I do not know? 


Mr. STEELE: We have journals. 


Mr. BRAND: We do have medical journals and we do have very excellent 
publications which are brought out each year suggesting the type of drugs that 
should be used by physicians. A lot of physicians use these but, of course, some 
of them do not and I admit this freely. But I would say the great majority of 
them do. They do not depend on somebody coming and saying: “Here we have 
a cure-all, use it.” 


Mr. STEELE: My reaction would be this, first from what I have read—reading 
through about 10,000 pages of hearings,—that, in the United States, at least, it is 
the advertisements which are financed directly or indirectly by the major drug 
companies which get the more rapid publication. And, it is the more objective 
things which appear for obvious reasons, months or even years, after the drug © 
has first gone on the market. Now, the doctors’ hope is that although the test 
drugs have perhaps proved relatively ineffective, that a new drug may be better 
than the previous drug. To the extent that the doctor hopes that the new drug 
will be effective, he begins to prescribe it before results of the really objective 
data come in. 


Mr. Branp: Of course, I think you are making one wrong premise here. Most 
of the drugs that come into Canada have already been used. You are using 
United States figures which you cannot compare here at all. The great majority 
of these drugs that are brought on the Canadian market have already been on 
the market in the United States for several years before they are brought in 
here, and there are innumerable studies available to us. So, this may be valid in 
the United States, but it is not necessarily valid in Canada. 


Mr. STEELE: Do not Canadian doctors read United States journals? 


Mr. BraAwnpD: Certainly, we do. But when you cannot get the drug here, and it 
is only sold in the United States, it is awfully difficult to prescribe it. 


Mr. STEELE: Well is this the fact that there is a lag of a year or more? 


Mr. BRAND: This is a fact. I am sure this can be substantiated from many 
sources. 


Mr. STEELE: Well, let us take the case of Thalidomide. This was available in 
Canada a long time before it was available in the United States. In fact, it never 
became available in the United States. 


Mr. BRAND: Well, do you have any babies with phocomelia in the United 
States? 


Mr. STEELE: The drug was used experimentally, that is true. 
Mr. BRAND: You do have? 


Mr. STEELE: There are some, but very few. 
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Mr. Branp: I may point. out that the drug was brought into the United 
States for use in nausea and vomiting of pregnancy. It was brought into Canada 
for use as a sedative, to put people to sleep. Unfortunately, we had some very 
nasty experiences with it in this country in that it was prescribed for those who 
incidentally happened to be pregnant at the same time. But it was brought into 
the two countries for different reasons. So I do not think you can use that 
necessarily as an example. It is one of those that came in— 


Mr. STEELE: I do not see why not. How does the fact that it was used for 
different purposes in the two countries alter— 


Mr. BrAnp: It makes a tremendous difference. If you are going to bring in a 
drug that is for nausea, and vomiting in pregnancy, you are going to give it to 
pregnant women. Surely you are not going to give it somebody such as yourself, 
who is hardly pregnant? But, the fact remains, that in this country it was 
brought in as a sedative, therefore it was given to males, and the problem did not 
arise, you understand, as they are not prone to gestation, you might say. And I 
think there is a difference here, quite a considerable difference. I think that is 
beside the point anyway. 


Mr. STEELE: I think the point was that you said that drugs which are used in 
Canada had been used in the United States first. 


Mr. Branp: I said a great majority, and I think this is quite true, cortisone is 
a good example. It was used in the United States extensively before it was 
brought into Canada, and there are many other drugs which fall into exactly the 
same category. And, so the very reason you pointed out in your brief, that we do 
not do that much new drug research in Canada. Is that correct? We do not bring 
out the new drugs here, they are brought out in other countries, the great 
majority of them. 


Mr. STEELE: That is true. 
Mr. BRAND: Therefore, we get them second hand, right? 


Mr. STEELE: You might say second hand. 


Mr. Brann: And therefore the thing that is a problem here with your 
Thalidomide is the problem of your examination of the drug by the Food and 
Drug Directorate or the FDA in the United States, is that not correct? As you 
pointed out in your recommendations that you must expand the staff to such an 
extent that you can make sure that the drugs—and I presume you mean this—all 
the drugs that come into this country, would be safe for human consumption. Is 
that not right? 


Mr. STEELE: I recommend that yes. 
Mr. BRAND: I am talking too long, you had better let somebody else speak. 


The CHAIRMAN: You would be interested to hear—I know you were not able 
to be here this morning—there was tabled this morning an article actually from 
the Journal of Marketing Research, called “Doctor’s Choice: The Physician and 
His Sources of Information About Drugs” and they go into the aspect of the 
things you have been talking about. I had read it earlier, and one of the first 
statements that they make says: 

—these findings show that commercial sources of information form a 
major and predominant part of the physician’s means of keeping in- 
formed about new drugs. 


Feb. 14, 1967 DRUG COSTS AND PRICES 2383 


And they list detailmen as the most common source of information. Mr 
O’Keefe? 


Mr. O’KEEFE: Mr. Chairman, I was going to say that the Clerk of the 
Committee has this if anybody wishes to see it. 

An hon. MEMBER: I would be very interested. 

Mr. O’KEEFE: Dr. Steele, I will not delay you very long. Just one general 
question, you have been very patient. In your obviously thorough investigation 
of the Canadian Drug Market, do you find a difference between generic and 
brand name prescription drugs? Did you find a difference? 

Mr. STEELE: A difference in quality or price? 

Mr. O’KEEFE: In price and in quality. 

Mr. STEELE: Yes, in comparing the price book—in comparing the prices 


charged by generic named sellers for generically designated products, and in 
looking at the brand named prices, I found very large differences. 

Mr. O’KEEFE: Could you give me some example of how great the difference 
is? 

Mr. STEELE: Yes, I think Tetracycline, for example, sold for $18.00 versus 
about $3.65. 

Mr. O’KEEFE: Eighteen dollars versus $3.00? 

Mr. STEELE: Three sixty to sixty five. 

Mr. O’KEEFE: Have you got another one? 

Mr. STEELE: We can look at the figures in these tables in Appendix D. The 
brand name version versus the generic version, looking at the first page of 
Appendix D, in column 4. Tetracycline. Here we have the Brand name prices 
$29.50 per 100. $30.00 per 100. $30.00 per 100. $32.00 per 100. $29.60 per 100 on 
the next page under Empire Generic. $6.00 per 100 under Gilbert generic. This is 
the figure I was looking at. Pfizer, $30.00 per 100, and 40 per cent off that would 
give you $18.00. Gilbert $6.00 per 100, and 40 per cent off that would give you 
$3.60. Gilbert may ‘actually sell at 50 per cent off so this is $3.00. Now, with 
Chloroamphenicol, Parke, Davis is $39.40 per 100. Empire $15.70 per 100. We 
have gone over Prednisone. With regard to Prednisolone— 


Mr. O’KEEFE: That is enough doctor, that is plenty. Are you competent to 
give me an opinion on the quality of those drugs, the comparative quality. 


Mr. STEELE: Comparative quality, I think, that— 


Mr. O’KEEFE: We heard Dr. Chapman a little while ago say there was very 
little difference. 


Mr. STEELE: Yes. 
Mr. O’KEEFE: What is your opinion? 


Mr. STEELE: I agree. I think that—as I have stated before today—I think the 
issue of relative quality of brand named drugs and generic named drugs, or let 
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us just say high priced brand named drugs and low priced generic named drugs, 
has been greatly exaggerated. I think you can produce a perfectly good drug for 
a very small percentage of the price which the brand name seller charges. I think 
if you have got to cut costs, it makes no sense whatsoever to cut costs for 
quality control and for testing the identity, potency, purity of the ingredients, if 
it— 

Mr. O’KEEFE: What do you base your opinion on doctor? 


Mr. STEELE: I think I have spelled it out here in the brief, but basically it is 
this. The Food and Drug Directorate does examine products, and— 


Mr. O’KEEFE: Very few, is that not so? 


Mr. STEELE: Very few. I think it concentrates more heavily on the products 
produced by generic named firms, both brand named and generic products of 
generic named firms, the risk is greater. And, I think the brands which— 


Mr. O’KEEFE: Excuse me doctor, the risk is greater where? 


Mr. STEELE: The risk is greater for a small generic named company being 
visited by an inspector during a certain period of time. As Dr. Chapman said, 
they concentrate on those producers whom they think are likely to be cutting 
corners. 


Mr. MacKasey: Why should he presume that they would cut the corners 
more than anybody else? 


Mr. O’KEEFE: That is the question I am trying to ask. 
Mr. MACKASEY: I am sorry. 


Mr. STEELE: I believe that it is in the interests of economy that his budget is 
limited, he said it was too small. He investigates the larger firms less frequently 
on the basis of his assumption that they are less likely to have infractions. 


Mr. Mackasey: Do you think that is a valid assumption? 


Mr. STEELE: I am not sure it is always valid. I am sure that it is the principal 
policy, as an economist I would certainly say yes. If your funds are limited, and 
based on past experience you have more confidence in certain producers, brand 
name or generic name, then investigate them less frequently. But it could be a 
dangerous policy, if your budget is too low relative to your total needs, you 
might run astray on either end of the price spectrum. 


Mr. O’KEEFE: As a scientist, doctor, are you an analyst as well? I mean, are 
you qualified to express an opinion like that personally? 


Mr. STEELE: As an analyst? 

Mr. O’KEEFE: As an economist. Are you also an analyst? 
Mr. STEELE: No, I am not a chemist. 

Mr. O’KrEEFE: Or a chemist? 

Mr. STEELE: No. 


Mr. O’KEEFE: I am not quite clear on this terminology that the doctors use. 
What I am trying to get at doctor, is your qualifications to express that opinion 
personally. 
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Mr. STEELE: Well, the qualifications I think, are related chiefly to the, let us 
say, the precautions which a rational business man would take to stay in 
business. A small firm which might get a fine up to $2,000 let us say, seeing that 
the FDD imposed one fine of $2,000 on a company, this is going to do a lot more 
harm to a small company than to a large company. And to this extent, I would 
think, a rational small firm is going to be quite careful as to the quality of raw 
materials it uses, and its quality control processes. An infraction will hurt it 
more than it will hurt a large firm. 


Mr. O’KEEFE: I understand that, but that is not quite the question I asked. I 
was asking about your personal qualifications to advance an opinion. 


Mr. STEELE: You mean does my part in the drug industry qualify me to say 
that my opinion is that there is not as much difference between the qualities of 
generic named drugs and brand named drugs, as has been suggested. Is that the 
question? 


Mr. O’KEEFE: That is it, thank you doctor. 


Mr. Mackasey: Mr. Chairman, I almost feel guilty asking more questions, 
because Dr. Steele looks tired, he might need a librium right now or something 
like that. 


Mr. STEELE: Please, chlordiazepoxide. 


Mr. MAckasgy: I just want to verify a statement you made today—not to 
trip you up, but just to verify the statement, because we may not receive the 
transcript for a little while. I am going on holiday. I think you did state the 
opinion that control on direct mail was advocated in certain studies of the Hall 
Commission because of the peculiar type of imperfect competition of the drug 
industry functions, and it would have no effect on pricing. 


Mr. STEELE: Yes, I did state that opinion. 


Mr. MackasEy: Would you like to elaborate just briefly on it, because it has 
been one of the recommendations that has been considered, and I have always 
shared your opinion that this would serve no useful purpose, and I would just 
like you to— 


Mr. STEELE: Well, if I do not get mixed up. I would like to take a numerical 
example. Let us suppose that drug firms are spending 30 cents out of the sales 
dollar in sales promotion, and a law is passed which cuts it to 15 per cent. Now, 
let us say that production costs and so on, just for simplicity let us say that all 
the production costs, research costs, and so on, add up to, say 50 cents in the 
dollar. Sales promotion 30 cents, profit before taxes, 20 cents. And now the 
government says you have a 15 per cent limitation on the matter of sales 
promotion which you can carry out. Well, if a company decide that it is still 
worth it to keep on carrying out the same amount of sales promotion, then what 
happens? Well, they can deduct as an expense only, 15 cents on the dollar instead 
of 30 cents. So, they have to resign themselves to paying taxes on, let us say, 74 
more cents. A greater tax bill of 74 cents on the dollar. Now, this in itself 
merely shows that their profit margin is sufficiently large that they can with- 
stand this reduction, but the fact that the amount of sales promotion done has 
been reduced by law for income tax purposes does not necessarily change the 
demand schedule of the buyer at all. 
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Mr. MacKasEyY: Fine. Now, the one area today that I do not think we have 
explored as much as I would have liked—and I am rather persistent in it—and 
that is the Hilliard Report. You did, I think, express an opinion today that 
amounted to one of neutrality. It certainly did not mean anything to you as an 
economist. Am I right? 


Mr. STEELE: I did not hear you. 


Mr. MackasEy: Would you like to give me another capsule opinion of what 
you think of the Hilliard Report? 


Mr. STEELE: Yes, I think I can summarize my opinion as one of neutrality. I 
am in favour of safety and if the Hilliard Report increases the safety of products, 
naturally Iam in favour of the recommendations in the Hilliard Report. 


Mr. Macxkasrty: This I appreciate and because it is in line with other 
responsible men like Dr. Chapman who, in his last testimony, was a little more 
explicit than on his first appearance. I doubt if you saw his last visit to our 
Committee but I am sure you read the record of his earlier one with a little 
more—lI should not use the word “‘evasive’’—but he realized that the Department 
of Justice had pointed out the Hilliard Report could not be implemented under 
our present Food and Drug Regulations. 


To come back, doctor, to new drug-old drug status, as an economist could 
you give me a reason why the copiers in Canada, at least, never apply for 
compulsory licence while a product is still under the new drug definition, or 
were you aware of this fact? 


Mr. STEELE: Yes, this is what you told me a short while back. 


Mr. MAcCKASEyY: I am sorry if this has happened but I will take your word for 
it. If 1 am wrong then someone will correct me. 


Mr. STEELE: Yes, the copier or the price competitor in the market wants to 
minimize costs to the extent that his overhead costs would be reduced by failing 
to have to comply with all of the formal requirements of a new drug application, 
he is naturally going to wait. I would not say that this is necessarily in all cases 
in the interest of the drug consumer because this means a longer period of high 
prices. 


Mr. MacKASEy: You see, you have emphasized several times in your tes- 
timony and your brief, that everything being equal and the present statement 
which I have to agree with, that an element of competition should be introduced 
into the market as soon as possible. Are you aware that under our regulations 
discretion to classify a drug as an old drug or as a new drug, is left to the 
discretion of the Food and Drug Directorate? In other words, there is no 
statutory period of time or anything of this nature. 


Mr. STEELE: Yes, I do recall reading that. 


Mr. MacKkasey: Would this not, despite all your precautions, rules, regula- 
tions or changes be defeated—if I want to use that word—by this source of 
jurisdiction where this judgment rests within the Food and Drug Directorate? 
In other words, if the compulsory licencees, at the moment, do not apply for a 
drug while it is considered a new drug and yet the Food and Drug Directorate 
because of particular side effects or potential hazards have spent five, six or 
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seven years before they decide this new drug should be classified as an old drug, 
would this defeat much of what you have been saying today? 


Mr. STEELE: Yes, I cannot argue with that. It might even be a good thing if 
the drug is hazardous and has high side effects, perhaps, the maintenance of the 
high price might, to some extent, discourage the use, but not very much, but to 
this extent it would be a good thing. 


Mr. MackaseEy: The Kefauver Hearings which you have referred to quite 
frequently in your brief and which I read but not with your knowledgeable 
ability to absorb it. What recommendations that were implemented that come 
out of the Kefauver Hearings that you would suggest would be of benefit to the 
Canadian consumer? 


Mr. STEELE: Recommendations that were implemented? 
Mr. MACKASEY: Yes. 


Mr. STEELE: You do not mean the patent recommendations which were 
thrown out? 


Mr. Mackasey: If they were thrown out they were hardly implemented. 
Why were they thrown out? 


Mr. STEELE: I think for political reasons in part, at least, and part for the 
case of patent protection is very well established in legislation. 


Mr. MAcKASEY: Why do they not have compulsory licensing in the United 
States? 


Mr. STEELE: I think it is partly political pressure and partly short sight- 
edness. 


Mr. MAcKAsEy: Since we have it, would you say that the political pressure 
in this country has not been too oppressive? 


Mr. STEELE: I would say it has probably been much less. 


Mr. MAcKASEy: But you feel there is still some political pressure? You feel 
that anybody on this Committee or this Committee in general, from reading the 
testimony are prisoners of the industry? 


Mr. STEELE: Oh, no. 
The CHAIRMAN: That is hardly a fair question. 


Mr. MacKASEy: I have learned from the witness today that he has no fear of 
unfair questions. He has been very frank and I appreciate it. I think it is 
important, however, because after three and a half years the press is finally 
discovering that we exist. This is the first time that television cameras have been 
trained on this room, to the best of my knowledge. This is, I think, due to your 
appearance. 

Could I just have a couple of minutes of the Committee’s time to 
run down very briefly with you because I think this will be our last opportunity, 
the recommendations, just for capsule comment. I do not necessarily approve of 
them all but I do not think we have done this today, Mr. Chairman. 

The recommendations are on page 123. The first one is as follows: 

Compulsory licenses to import should be granted, subject to the 
payment of reasonable royalties. 


2388 DRUG COSTS AND PRICES Feb. 14, 1967 


This certainly is in the field of economy. Am I ahead of you there? 


Mr. STEELE: No. 
Mr. MackAsey: Take your time. 
Mr. STEELE: Page 123? 


Mr. MackasEy: Yes. How would you as an economist say we could establish 
what is a reasonable royalty? 


Mr. STEELE: It depends; I think it is better—it has to be arbitrary—to try to 
arrive at some reasonable allocation of past research costs and how this alloca- 
tion is arrived at, is the major problem. 


Mr. Mackasey: I do not have the Hilliard Report in front of me, doctor, and 
I apologize for not having it. I would gladly leave it with you but it is in the back 
of the P.M.A.C. brief. I think they did attempt to approach this problem by 
suggesting the tribunal. As I mentioned to you earlier today, we are two-thirds 
of the way. I will come back to this. I cannot quite understand the reluctance 
today that you had in answering this question as to why the third party—one, 
the Department of Justice; two, the Food and Drug Directorate and, third, a 
trained economist—should not be on this tribunal when compulsory licence 
applications are being considered to establish reasonable rivalry. What is your 
objection? 

Mr. STEELE: As I said, it is not an economic objection it is just my own 
experience that the fewer people there are in a group the more expeditiously the 
group’s work is accomplished. 


Mr. MacKasry: We could leave the Food and Drug Directorate off and then 
you would not have to worry about safety. We could leave the Department of 
Justice off and then we would not have to define the law. We could leave the 
economist off and you could not establish a reasonable royalty. You recommend- 
ed reasonable royaities. I have not; you recommended it and knowing your 
knowledge, I sense you do have some suggestions as to how reasonable royalties 
can be arrived at. 


Mr. STEELE: I was thinking if you put an economist on there the disagree- 
ments would be long and the process would be prolonged very greatly. 


Mr. MackAsEY: You mean the compulsory licence may be held up while 
royalties are being decided? 


Mr. STEELE: Yes, and other issues. 
Mr. MAcCKASEY: What other issues would the economist be involved in? 


Mr. STEELE: As far as the tribunal is concerned, the role of the economist has 
not been made clear to me. 


Mr. MackAsEy: It would be to establish royalties because nothing is black 
and white in this world but neither is the drug industry. I have realized that 
after three years, but I am talking about my own country. I do not know 
anything about the United States and I have never believed in curing a nose- 
bleed by cutting my head off. I am reluctant to destroy an industry no matter 
how imperfect it is and I have been uncomfortable about the pittance, as Judge 
Thorson calls it, that has been paid out in the form of royalties. This is why I 
thought the Hilliard Report was a very objective reeommendation and I thought, 
perhaps, you would have endorsed it a little more vigorously as an economist. 


SSS eee 
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Mr. STEELE: It depends upon what the pittance is added to. In other words, 
there is a pittance royalty but the price which the company obtains in its other 
transactions elsewhere in the world may be more than sufficient to allow it to 
brave a somewhat lower price on the Canadian market. 


Mr. Mackasey: Because it is so international in scope how do we determine 
whether it would be regained around the world in other markets for the general 
research development on the drug? 


Mr. STEELE: You mean, if you were interested whose evidence would you 
look at? 


Mr. MackKAsrty: How would you gather it all? You would need an interna- 
tional body. You would have to go through the United Nations. If every country 
took the attitude that royalties should be allocated on the value of the susbstance 
which can be 13 cents and everybody in the world theoretically did this, do you 
think the innovator—the monopolist—would be treated fairly? 


Mr. STEELE: I am not sure it is a question of looking only at the fairness of 
treatment between the innovator, the monopolist and the copier or competitor. I 
think that if everything else in the drug market were justly arranged, you might 
say there is some discrimination against the innovator in favour of the copier. In 
fact, I think, this was brought out in the Ilsley Commission Report. They said 
this is certanly a possible inequity but the benefits which the public at large 
would gain from compulsory licensing would outweight this inequity. 


Mr. MackasrEy: You made this point many times today and I appreciate your 
concern for the public. I have the same concern, but I also have a sense of fair 
play to everybody concerned including the companies that manufacture these 
drugs. I think we have to hit a happy medium somewhere along the line 
including our responsibility to the generic firms. 


Mr. STEELE: I did not finish my comment. 
Mr. MAckKaSEy: I am sorry. 


Mr. STEELE: I was saying that there is this question of possible inequity 
between the innovator and the copier, to use those terms, but then there is also 
the question of possible inequity existing in the absence of compulsory licensing. 
In other words, is the public really getting its money’s worth out of the prices 
charged by the innovator? It is not a question, let us say, of taking an initially 
just situation and introducing a certain type of inequity. It is a question of 
taking a situation where possibly there is an initial inequity and then remedying 
it by an offsetting inequity. 


Mr. MacKaSeEy: We will go on to number 2. 


Section 41(2) of the Patent Act should be amended to put the burden 
ot proof of infringement of drug process patents on the plaintiff. 
In other words, we are stacking the cards. I am not saying we should not be 
but we are again on the monopolist here, are we not? 


Mr. STEELE: We are stacking them in one way. They used to be stacked or 
are stacked the other way at present. 


Mr. Mackasgey: Yes, but of course the gain of the layman, it seems to me 
when I own something, the responsibility should be on someone else who is 
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taking it away from me, but obviously in the drug industry it should be the other 
way around. 


Mr. STEELE: This depends on your basic philosophy with regard to the 
patent system. Is a patent a privilege or is it more in the nature of a property 
right? 

Mr. MackAaSEY: It is a little like a radio station—try and get one if you can. 

We will jump to No. 3: 


Every effort should be made to further expedite the process of acting 
on compulsory license applications. If reasonable expedition cannot be 
achieved, such licenses should be issued as of right. 


I have no evidence in Canada that anybody has blocked compulsory license 
applications. As I mentioned, it seems that people asking for them are the ones 
who wait until the drug has reached an old drug definition before they apply. 


Mr. STEELE: That is what you told me and I will take your word for it. 


The CHAIRMAN: I think that evidence has been shown that up to two and a 
half years have been taken, after it has been applied for, for it to be granted. 


Mr. Mackasey: After they apply for it but they do not apply for it until it is 
an old drug. 


Now, to go on to No. 4— 
Mr. BRAND: Can I bring this out Mr. Laidlaw? 


Mr. LAIDLAW: Dr. Brand, about from 53 months, I believe, to 23 years 
over the 14 applications I have seen. 


Mr. BRAND: You mean the minimum and the maximum? 


Mr. MacKasrEy: Am I right in saying that all 14 have been given controlled 
drug status? 


Mr. LAmpLaw: I think you are right. 
Mr. MaAcKASEY: I would not want to mislead our Texas friend here. 


No. 4. Section 19 of the Patent Act should be amended to allow 
provincial governments and their agencies as well as the government of 
Canada to use any patented drug, subject to the payment of reasonable 
compensation. 


Would you explain that just a little more fully? 


Mr. STEELE: Yes; I believe that, as you just suggested, there may be cases 
where drugs are patented and prices are set at a high level and yet no competitor 
comes in to request a compulsory license, particularly, let us say,—well, just 
under present circumstances. Under these circumstances, if provincial govern- 
rnents and their agencies could step in and fulfil the various requirements, this as 
I say would further safeguard the Canadian drug buyer against restriction of 
supply and high prices. It would increase supply and exert a downward pressure 
on price. 


Mr. Macxasey: Of course, from that province to other provinces. In this 
country we have eleven governments. If the province of Alberta were to take 
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advantage of Section 4 to obtain a compulsory license, which is the same thing, 
or ignore a patent, surely, it would have an effect right across the nation, would 
it not? 

Mr. STEELE: It would have some effect, yes. It would increase the total 
supply within the nation. 

Mr. MACKASEY: Yes. 


The CHAIRMAN: Could I ask Mr. Laidlaw a question. Now the law says that 
the government of Canada may do this. Has the government of Canada ever done 
this? 


Mr. LAIDLAW: In relation to Section 19? 
The CHAIRMAN: Yes, 


Mr. LaipLaw: The government of Canada, I believe, has this in the back of 
its mind and this is the result of the tendering that goes on through federal 
agencies but at the moment the provincial agencies tender but the law is not 
geared—Section 19 does not yet include provincial governments or agencies. 


The CHAIRMAN: Excuse me Mr. Mackasey. 
Mr. Mackasey: Number 5. 


The Trade Marks Act should be amended to allow the importing of 
trade-marked drugs which have been produced by a company related to 
the company possessing the Canadian trade mark. 


Which I think is one of the recommendations of the royal commission. 


Do you put any credence in the argument that they will change the trade 
marks from one country to another? 


Mr. STEELE: Well, let me see, Iam not sure I am clear on your question. 


Mr. MAcKASEyY: Well, there has been a suggestion made that if Section 5 was 
brought into force the major companies could get around it quite easily by 
simply changing their trade mark. 


Mr. STEELE: Oh, yes. I point out in the last sentence of this paragraph just 
below it, I believe, that this would occasion some capital loss to the extent that in 
Canada they had already built up a goodwill for their trade name. It would not 
be costless; they could certainly do it. 


Mr. Mackasey: I am going to skip tariffs because I do not know anything 
about them. 
Number 7. 
Liability for anti-dumping duty should be limited to drugs of a kind 


actually made in Canada, where “kind” is defined in terms of the active 
ingredient. 


Would this not be kind of hard on the few companies we do have, such as 
Ayerst-McKenna. 


Mr. STEELE: The ones that actually are producing in the country? 


Mr. MACKASEY: Yes, or would this stimulate more production in the coun- 
try? 
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Mr. STEELE: I do not think this would hurt Ayerst-McKenna. 
Mr. MackasEy: Do you think it would stimulate more production? 
Mr. STEELE: I think it would not be a positive disincentive. 


Mr. MacKAsEy: Would it be a positive incentive? Would you not start 
manufacturing something in Canada and therefore circumvent this anti-dumping 
duty? 


Mr. STEELE: Circumvent the anti-dumping duty? 


Mr. MackaseEy: Well, I should not say circumventing; enforcing the anti- 
dumping duty. In other words—you would be limited to drugs of a kind 
actually made in Canada, so would it not be to the advantage of these big 
companies to make more drugs in Canada? Otherwise, you are just going to get 
the over-production from the Americans, are you not? That is what we have had 
in magazines, and just about everything they produce down there. They run the 
machines twenty-two minutes more and they have enough production for all of 
Canada. Right? 


Mr. STEELE: Well, I think your relation to the Canadian market—how many 
hours a day do they ordinarily run the machines? 


Mr. MACKASEY: In the States or here? 
Mr. STEELE: In the States. 


Mr. MacKaSEY: Well, if I know Americans, they run them twenty four hours 
but they are always looking for a market to dump their products. They do this in 
the magazine industry. 


Mr. STEELE: Well, this implies the Canadian market is one-sixtieth of the 
U.S. market—twenty-two minutes versus twenty four hours. 


Mr. MackaseEy: That is about right, I think, in certain fields. 


Mr. STEELE: Well, in this brief I have evidence to show that the per capita 
income of Canada is about 70 or 75 per cent of the United States. The population 
is about one tenth. 


Mr. MAcKASEY: One tenth. 
Mr. STEELE: I do not think that— 


Mr. MackasEy: Well, this is all due to page 103 of your brief but when the 
day of reckoning comes we will not be too sure just what our standard of living 
will be. You know when you people decide to take your dividends and your 
investments out of here, as you suggested. 


Mr. STEELE: Yes I agree. 


Mr. Mackasey: That is when the day of reckoning will come, and I hope it is 
long after I am gone. No. 8: 


The valuation for customs purposes of imported drugs should be 
based on production cost plus a maximum allowance for gross profit (or 
on invoice cost, if higher) in situations where it is not possible independ- 
ently to ascertain fair market value. 


Is that not pretty well what we are doing now? 
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Mr. STEELE: Yes; I think this recommendation is really a minor recommen- 
dation. 


Mr. MacKasey: No. 9 is self-explanatory. So is No. 10. I think we all agree 
with that recommendation. No. 11: 


Unnecessary barriers to the marketing of new drugs’ by 
additional firms should be eliminated. Where a new drug has been cleared 
for marketing on the basis of adequate data compiled by an original 
applicant, the same drug should be approved for marketing by any firm 
capable of producing the identical drug. Similary, unnecessarily onerous 
burdens in the way of supplying drug information which merely dupli- 
cates existing known information should not be imposed. 


Again, are we not asking the monopolist to do things that we are asking the 
innovator not do do here? 


If you are going to manufacture anything, even as a copier, do not have 
some moral responsibility to provide some information on safety and testing. 
Should you not be part of the family scheme where you let the Food and Drug 
Directorate know what the side effects that come to your attention are, the 
inquiries in the middle of the night for doctors, etc; should you not be part of the 
industry? 


Mr. STEELE: Well, I would have to agree that a conscientious firm should 
do what conscientious people do. But I would not want this sort of statement to 
be interpreted that the fact that the drug has been on the market; let us say, for 
15 years, and one firm has been selling it, and they have distributed in this 
brochure some information about the drug, it is written up in the official 
compendia, I would say then that if physicians do not know about this they have 
been remiss in their self-education and it is not the responsibility of a competi- 
tive firm to make up for this omission. 


Mr. MACKASEY: Suppose after 15 years, and you and I have discussed this 
privately, but I would like to get it on the record, a particular drug is now 
manufactured by one or two people under compulsory license, and suddenly 
serious side effects are discovered, such as, if taken in conjunction with 
cheese or beer there will be high blood pressure. Do you not think those who ere 
manufacturing this drug under a compulsory licence should have the same legal 
and moral responsibilities as the originator, from there on in, if this drug is 
reclassified as a new drug? 


Mr. STEELE: Well, under those circumstances, if after 15 years this occurs, 
appropriate steps should be taken on the part of all concerned; surely. 


Mr. Mackasey: Including the copier or the competitor, I think, is the 
expression I must learn to use. This is your terminology, monopolist and com- 
petitor. 

Now in No. 12, what you are saying is that if you do not give the doctor 
some journals free of charge they are never going to get around to filling the 
prescription; they are too busy. No. 13: 

Every reasonable effort should be made to inject more price 
competition into drug retailing. 

This is an area that I think has been sadly neglected in the three years we 
have been here and you are the first person to put so much emphasis on the 
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druggist’s role, apart from myself. I have said on several occasions that the cost 
to the consumer is not only the responsibility of the manufacturer but also of 
the wholesaler to some extent, although you give him a clean bill of health, and 
the retailer. 

Every reasonable effort should be made to inject more price competi- 
tion into drug retailing. Serious consideration should be given to the 
liberalizing of the requirements for operating drugstores and dispensing 
prescriptions, so that the development of lower priced outlets for drugs 
such as discount pharmacies and mail order houses can be encouraged. 

Well, we do have mail order houses and we do have discount pharmacies, 
but Canadians do not support them to the same extent they do in the United 
States. 

Mr. STEELE: Well, if they do not support them they cannot generate the 
volume necessary to cut costs. 

Mr. MacKAsEy: Precisely. But they are there; it is nothing new. People have 
tried. 

Have there not been problems in the United States about mail order drug 
houses that I have been reading about? 

Mr. STEELE: Oh, yes. 

Mr. MackasEy: What type. Would you mind telling us because they could 
potentially happen up here? 

Mr. STEELE: Yes, this I think is a very, very interesting area, and I wish I 
had brought documentary evidence on this. In the Kefauver hearings, the first 
hearings, say, late 1959 through 1960, a woman appeared. She had established a 
mail order house for retired teachers primarily. She had had difficulty with some 
of the major companies cutting off her supplies. I think to the credit of the 
Merck Corporation they offered to extend her credit when it was necessary. 
Parke-Davis on the other hand cut off her supplies when they found out they 
were being sold through a mail order and when the president of Parke-Davis was 
asked by Senator Kefauver why they did this, in effect, he said, well it is just 
against our principles to supply mail order houses. 

Mr. Mackasey: This is not the type of trouble I was talking about. 

I was guest speaker last year at a convention in Montreal of Americal law 
enforcing officers who were discussing the problems of narcotics, and so forth, 
and speaker after speaker pinpointed much of the trouble on mail order drug 
houses. This is the trouble I am talking about. 

Mr. STEELE: Oh, yes, narcotics, I think, would be a special case. I would be 
very careful about, at least, distributing certain types of narcotics through mail 
order houses. 

Mr. MacKasEy: Mind you, we do a scheduling here that I do not think you 
have in the United States. But this is the type of problem that does exist in the 
United States, am I right? 


Mr. STEELE: Yes, narcotics are a different case entirely. 


Mr. Macxasey: I do not know the status of LSD in this country and I am not 
sure whether you would be able to buy it from one of these discount houses or 
by mail order one of these days. 


| 
| 
|! 
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The CHAIRMAN: It is illegal for sale, but not illegal to possess. 


Mr. MackAseEy: Well, I will have to put some in my handkerchief one of 
these days. No. 14:. 


If the above reforms do not succeed in reducing drug prices to 
competitive levels in a reasonable period of time, drug patents in Canada 
should be completely abolished. 


In other words, did you put it last because of international repercussions? 
Mr. STEELE: Yes; this is the major reason why it is put last. 
Mr. MAcKASEY: Otherwise, you would have put it higher up on the list. 


Mr. STEELE: Yes; I would say that the chief value of the patent law for 
Canada is avoiding international difficulties, because of the low ratio of patents 
held by Canadian citizens. I think it is very low, at about 8 per cent or so for 
patents in general, and roughly 3 per cent for the drug patents. 


Mr. MackaseEy: I have one last question, Dr. Steele, and that has to do with a 
statement you made today that intrigued me and I am afraid I lost the exact 
phraseology. You can correct me, but I thought I heard the very classic state- 
ment that industry should purchase wherever the source is most efficient. Am I 
right or wrong in paraphrasing you? 


Mr. STEELE: That industry should purchase wherever the source is most 
efficient? 


Mr. MaAcKASEy: Well, I think it was Mr. O’Keefe who asked you. 


I will phrase it better. In other words, it is inefficient not to take advantage 
of the source of supply that is the least expensive. 


Mr. STEELE: Oh, yes the lowest cost source. Yes; this is a basic principle in 
economics but again this, ceteris paribus, other things being equal. 


Mr. MackKAseEy: Well, I am glad you have qualified it a little. Do you adhere 
to this theory? Would you enforce it, if your were, say, in a position to do so? 


Mr. STEELE: I would certainly try to. In fact whenever I get a prescription 
filled I try to buy a generic drug or induce my physician to prescribe. 


Mr. MackaseEy: But I am looking at it in a broader sense because of the fact 
that our economy is now dominated by Americans; If we do something here in 
the drug industry there is no telling where it will stop. We do not know where it 
would spread or could spread. I imagine the drug industries are rather concerned 
about what we do here that could spread to other countries. We do have a 
controversy going in this country over free trade and I thought today that you 
advocated free trade. 


Mr. STEELE: Yes, I do, you might say. I have a bias in favour of free trade. 
But I am not dogmatic about it, I realize there are other values and purely 
economic values. 

Mr. MACKASEY: One last question— 

The CHAIRMAN: You mean this is the last question. 

Mr. MacKasEy: You have made a very telling point all day which is bound 


to impress everybody and that is the relationship between the selling price and 
25611—8 
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the cost of the actual ingredient; it is a fantastic percentage. As an expert in the 
petroleum industry, would you tell me precisely what it costs to produce a gallon 
of gasoline? 


Mr. STEELE: Well, I think the— 
Mr. MAcKASEY: Raw materials. 


Mr. STEELE:—cost varies a great deal. There are some very low cost sources 
and some very high cost sources of crude oil. 


Mr. MAcKASEY: This is true of raw materials in the drug industry as well, is 
it not? 
Mr. STEELE: I think nothing like the same extent. You can get crude oil from 


the Middle East for five cents a barrel and you can produce it in Pennsylvania 
for $5. 


Mr. MaAckKAsry: Let us take the five cents a barrel because the analogy 
would fit the raw materials. What would this five cents a barrel end up at in 
actual cost per gallon of gasoline at the manufactuer’s level? 


The CHAIRMAN: You mean per barrel to make it equivalent— 


Mr. Mackasty: A gallon. Because we have been talking here in drugs and 
dosage form. 


The CHAIRMAN: But you have to keep the figures the same. If you are going 
to say it was worth five cents a barrel, then how much did it finally sell for the 
same barrel. 


Mr. Mackasey: Then I will ask you after how many gallons in a barrel. So 
we will end up with the same question. Right? 


Mr. STEELE: What is the order of your question? 


Mr. Mackasey: I want to know the relationship; because, you see, all day 
long we have hit logically—and it has almost frightened us—at the $3 prescrip- 
tion containing about twenty cents worth of material. I would like to know the 
actual cost of a gallon of gasoline which costs me 45 cents. 


Mr. STEELE: Well, it depends upon whether you want the average cost or the 
incremental cost here. Now, it is the incremental cost which determines the 
price, and in drug manufacturing the incremental cost tends to be pretty con- 
stant. It costs you about as much to produce the first thousand capsules— 

Mr. MAcKASEY: Excuse me. I am not interested in the producing of a 
capsule. Your brief keeps talking about the value of the raw material. 

Mr. STEELE: Oh, no; the factory cost, this is what I am interested in; the 
factory cost of the tablet or capsule as bottled and labelled. These are the figures 
I am quoting relative to price. 

Mr. MAcKASEY: All the way through here, and not raw materials. 

Mr. STEELE: Not raw material costs. 


Mr. Mackasey: Well, can you give me the analogy, or is there any compara- 
tive figure that you know of, off the top of your head of the petroleum industry? 


Mr. STEELE: Well, as I say, this is a question of relating the average cost 
production to the increment cost— 
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Mr. MAcKAsEy: Fine. I am well related. I am just try to find out what it 
costs— 


Mr. STEELE: Well, I have to explain it, but I can just state the results. In 
other words, you may have an average cost of producing a gallon of gasoline 
which is ten cents and an incremental cost which is 20 cents. 


; Mr. MAcKAsey: Yes. Well, I will give up because then we get into all the 
by-products of the product. That is all, Mr. Chairman. 


Mr. JOHNSTON: Mr. Mackasey has made a very thorough study of this brief 
from the province of Alberta. I would suggest he also study the royal commission 
report on gasoline prices from that other great Social Credit province of British 
Columbia. 


Mr. FRAWLEY: We have one going in the province of Alberta now, Mr. 
Mackasey, and when they make the report I will send you a copy. 


Mr. Mackasey: For a reactionary province you are very forward in your 
investigations. 


The CHAIRMAN: Gentlemen, I personally would like to ask three questions 
and I think Dr. Steele could answer “yes” or “no” to all three. For those who are 
not aware of it, there is a TV program on tonight at 10.30 which is going to solve 
all the problems of drug prices. None of the experts in this room, I think, 
actually attended the program. 


An hon. MEMBER: What program and what station? 
The CHAIRMAN: “Public Eye”, CTV, channel 4— 
Mr. MAcCKASEY: Would you mind telling us who is on it? 


The CHAIRMAN: It is chaired by Mr. Levesque, Mr. MacEachen is one guest 
and Dr. Howe of this Committee is another guest, and I think Dr. Wigle. I do not 
know who else. 

The three questions I wanted to ask, if I may, quickly as Chairman, are: 
When you talk about royalties, and you are talking about increasing the pittance, 
if you increase the royalties, the chances are your are going to increase the price 
of the drug; is this correct? 


Mr. STEELE: Yes, I think this is true. 


The CHAIRMAN: The second question: You said many times that the price of 
a drug is not related to the cost of the manufacture of the drug? 


Mr. STEELE: I am sorry to qualify that first answer but you wanted a “yes” 
or “no” answer so I said “yes”, Now, the person who seeks a compulsory licence 
is a copier; that is, a competitor, and he is going to price his product initially as 
low as he thinks he has to in order to attract business from the original firm. I 
think Mr. Gilbert, for example, cuts his prices about 95 per cent: whereas 
Empire cuts their prices about 75 per cent below the price— 


The CHAIRMAN: In other words, their prices are not related to cost either? 


Mr. STEELE: Well, the high price is not related to cost. It is related to 
demand. The low price is related to the fact that there is a high price producer in 
the market and that his price is at a certain level. As soon as you have 
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competition, even though the. competition is, say, second class competition, you 
begin to worry a little bit about the relationship of the price of other sellers. It is 
not a question of relating price to cost but it is relating price to the price of the 
rival seller, and what I expect would happen is that the compulsory licencee first 
sets his price at about 75 per cent of the brand name seller, and if his generic 
version gains acceptance, then the price of the brand name seller falls, not 
because the cost of production of the brand name seller has declined but because 
the licencee is gaining market acceptance and his lower price is resulting in 
taking part of the market away. So the brand name price comes down 25 per 
cent. Then the licencee’s price comes down another per cent, and so on. This is 
certainly what was hinted at in the Hoffmann-LaRoche brief. 


The CHaiRMAN: In other words, in both cases but for different reasons the 
price is not related to cost? 


Mr. STEELE: Until you get to the level where real competition is really down 
there and what you are trying to do is to sell at a competitive supply price; that 
is, cost plus the minimum rate of return, which would allow you to invest in this 
industry and keep it going out and finding another investment which is relative- 
ly more profitable. 


The CHAIRMAN: Fine. My last question, and you will probably have to draw 
on your experience in the United States for this because I do not think this 
Committee had the figures to enable you to arrive at this. Is it you impression 
that both the innovator and the copier of the generic and the brand name 
company, the small and large company, are both making the same percentage 
profit on the money they have invested? 


Mr. STEELE: I am glad you brought this point up. As far as the consumer is 
concerned, he wants the lowest price. He does not really care what profit the 
seller is making; that is, if he is a price conscious consumer. It is quite possible 
that there may be profit conscious consumers, but since they do not know what 
the seller’s profit is and they do know what his price is, if one seller sells at $2 
and makes 50 per cent on the investment, another seller sells at $4 and makes 40 
per cent on the investment, the average consumer is going to buy from the 
producer with the lower price if he has the alternative, if the price differential is 
large. I think that the lower cost producer is simply in a good position, regardless 
of the reason why his costs are lower, and the competition between lower price 
sellers and the higher price sellers is going to reduce the profit levels of both 
companies. 


The CHAIRMAN: But as examples, copier and innovator, despite the gross 
discrepancy in their price, they may for one reason or another be actually 
making the same amount of money on their invested dollar? 


Mr. STEELE: This is certainly possible and I would not be surprised if it does 
occur. 


Mr. MACKASEY: Why would it be possible? 
Mr. STEELE: Why would it be possible? 


Mr. MAcKASEY: What expense does the copier not have that the innovator 
did have? 
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Mr. STEELE: Let us put it this way; sales promotion, I think, first and 
foremost. 


Mr. MackaseEy: All right. Did you compare the figures in the two briefs? 
They were less than 15 per cent. That would hardly be the dominant reason. 


Mr. STEELE: The figures in the two briefs? 


Mr. Mackasety: Yes. We have had a brief from the generic firms which 
placed their marketing costs at 20 cents as compared to 30 cents on the other. 


Mr. STEELE: Thirty is greater than 20. 

Mr. MAcKAsEy: Yes, I agree, but it is on 10 per cent difference. 
Mr. STEELE: Well, it is 50 per cent more. 

Mr. MAcKASEY: Yes, O.K. Would you say that is the only reason? 
Mr. STEELE: No. The point you are getting at, I take it is— 


Mr. MAcKASEy: The question I asked you arose out of Dr. Harley’s question. 
My question was why is it that sometimes an innovator, despite a rather sizeable 
decrease in price over the monopolist, still can end up with a greater profit, and 
you said because of marketing costs. I do not agree—because I went into this 
area with them at the time—that in Canada, at least, the marketing between the 
monopolist and the copier is that great. It is certainly not as great as the 
difference in their selling price, if they are going to maintain the same problem. 
There have to be other factors that have not been considered. 


Mr. STEELE: Well, it is really a question here of trying to untangle the 
difference between absolute numbers and percentages. The obvious answer is 
that this copier is a parasite; he has no research costs. 


Mr. MAcKASEY: This is one of the answers I wanted. 


Mr. STEELE: Yes, but what does research cost, 7 per cent? Ten per cent 
difference in sales costs more than makes up the difference. 


Mr. MacKkAsEy: And you say the parasite and has no research costs at all, 
which are still 7 per cent. Go ahead. I am tired. 


The CHAIRMAN: If I might correct you though and say that if you are 
referring to the brief, and I think you are, they did list a cost for research 
somewhere about 4 per cent. Then you have reduced your 7 per cent to about 3 
per cent; not basic research, just research it was called. 


Mr. MACKASEY: Research. 
The CHAIRMAN: They are not saying what is done under that. 


Mr. MaAcKASEY: They sent someone out to find a broom closet and that is 
under research, particularly if there is no broom closet. 


The CHAIRMAN: Do you have any questions, Mr. Johnston? Everybody has 
been having a “go” at it but you; no other plugs for astrologists? 


Mr. FRAWLEY: I think that is a different committee. 


Mr. Branp: How come this Committee did not hire Dr. Steele instead of the 
province of Alberta? 


Mr. FRAWLEY: We bow. 
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The CHAarrMaN: Mr. Mackasey? 
Mr. Mackasry: No; I am exhausted. 


Mr. LarpLAw: If I am not responsible for having a general election called, 
there is just one question I would like to ask; it relates to what you said earlier, 
Mr. Chairman, about the difference between costs and prices. In one of your 
recommendations, and it appears at page 110 of your brief, Dr. Steele, you say 
that it is appropriate to revise certain tariff laws, one being the application of 
tariffs only to those drugs of a class or kind actually produced in Canada, and a 
second one being that the application of anti-dumping duties only to those drugs 
of a kind actually produced in Canada. Now, if this recommendation was put into 
effect, this would reduce the cost to the drug manufacturers but you have just 
stated that it really does not matter; it is the price that matters. So is this an 
essential recommendation from your point of view? 


Mr. STEELE: Well, yes. You have to take this as one recommendation among 
many. The other recommendations would bring in price competition and would 
make costs relevant to prices. By itself this would have no effect on prices 
charged. But if sharp price competition is introduced, then this tariff charge does 
become much more important. 


Mr. LaripLAw: In other words, if price competition could be instituted, then 
these two recommendations to revise the tariff laws would be in favour of the 
company. They would have more leeway. They would be saving on their imports 
of the basic ingredients. 


Mr. STEELE: In favour of which companies? 


Mr. LAIDLAW: In favour of the Canadian company which was importing 
basic materials. 


Mr. STEELE: Canadian base producers? 
Mr. LAIDLAW: That is right. 


Mr. STEELE: This is true. These proposals certainly do not suggest that the 
principal tariff protection be sacrificed. 


Mr. LaIDLAw: I think I understand the point. Thank you, Mr. Chairman. 


The CHAIRMAN: If there are not other questions we would like to thank Dr. 
Steele and Mr. Frawley for bringing Dr. Steele before us on behalf of the 
province of Alberta. It has been a long and gruelling day for Dr. Steele and we 
appreciate the frankness and thoroughness with which he has dealt with our 
questions. Thank you very much. 


The meeting is adjourned. 
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APPENDIX “A” 


ENGLAND, LEONARD, MACPHERSON & CO. 
CHARTERED ACCOUNTANTS 


FEBRUARY 13, 1967 
Dr. H.'C. Harley, M.-P., 
Parliament Buildings, 
Ottawa. 
Re: Special Committee on Drug Costs and Prices 


Dear Dr. Harley: 

As requested, I have prepared six tables of statistics for the Pharmaceutical 
Manufacturing Industry in Canada showing comparisons to the corresponding 
statistics for all Canadian manufacturers. 


Yours sincerely, 
W. J. Blakely, C.A., 
Accountant for the Committee. 


2402 DRUG COSTS AND PRICES Feb. 14, 1967 


TABLE 1 
RATE OF RETURN ON SALES 


Profit Companies Loss Companies Profit & Loss Companies 

Pharma- All Manu- Pharma- _ All Manu- Pharma- All Manu- 

ceuticals facturing ceuticals facturing ceuticals facturing 

(per cent) (per cent) (per cent) (per cent) (per cent) (per cent) 
Sits Seis aio oe 9.91 8.62 —13.33 —4.15 9.25 7.48 
OSG i aes ee 10.40 Hale — 8.64 —5.07 9.08 6.13 
GH oct tEe 11.65. 8.07 —13.33 —4.59 9.96 7.59 
NOS Gercots o.tasies 12.19 6.97 —16.18 —5.37 10.90 6.10 
OD [ect er 12.67 6.90 —11.54 —6.15 10.59 5.40 
OD Sie ets cade x oe. 11.79 6.61 — 6.22 —5.28 9.88 5.09 
ODO von yes hee: 11.68 7.06 — 7.28 —4,73 10.42 D0e 
1960.24: 10.62 6.73 — 3.18 —4.39 9.24 5.28 
LOGT Ss setae cory sy? 8.87 6.86 — 7.48 —3.89 7.81 5.19 
L962; >. eee 10.77 7.00 — 8.39 —4.77 7.93 5.47 
LOG Si ake. he 11.88 6.87 — 7.99 —4.47 10.05 DLS 
OGE eo detec & rter 12.23 6.35 — 7.13 —3.66 9,52 5.11 
Average....... 11.22 Ta — 9.22 —4.71 9.55 5.82 


Source: 1953-1960 reprinted from page 374 of Report of the Restrictive Trade Practices Commission 
Percentages were calculated from Department of National Revenue, Tazation Statistics. 
1961-1964 calculated from Department of National Revenue, Tazation Statistics. 


DEFINITION: Return—net profit before taxes and bond and mortgage interest, excluding investment 
income and other revenue. 


TABLE 2 
RATE OF RETURN ON CAPITAL INVESTED 


Profit Companies Loss Companies Profit & Loss Companies 
Pharma- All Manu- Pharma- All Manu- Pharma- All Manu- 
Year ceuticals facturing ceuticals facturing ceuticals facturing 
(per cent) (per cent) (per cent) (per cent) (per cent) (per cent) 
NODS et ce ache cere 18.32 17.42 — 10.72 — 7.89 16.62 15.03 
OSA ee Sora. 19.95 14.44 — 19.90 — 9.32 17.63 11.42 
ON Grete eee eee 21.58 15.61 31.58 — 7.55 18.73 13.69 
LOSGR eee gee 25.58 13.38 — 17.19 —10.00 21.93 11.68 
ODT gee sce ae oe 25.03 13.41 — 18.18 — 6.42 20.47 9.54 
LOSS Rw ate 23.85 11.85 — 10.53 — §.23 19.59 8.26 
OS OE rae series 220 12.90 — 9.32 — 5.07 23.05 9,25 
LOGO Siero 26.85 11.30 — 3.40 — 6.63 20.55 8.74 
OGTR ev castes 21.23 11.45 — 16.438 — 4,57 18.57 8.11 
HOG ZR ros ee 21287. 11.93 — 47.26 — 7.37 17.79 9.20 
HOGS Pe ee ae. 24.15 12.20 — 60.71 — 6.15 21.92 9.49 
OGL Sader ne 26.27 11.92 —100.00 — 5.08 23.22 9.20 
Average....... 23.49 13.15 — 28.77 — 6.77 20.00 10.30 


Source: 1953-1960 reprinted from page 376 of the Report of the Restrictive Trade Practices Com- 
Hewes Percentages were calculated from Department of National Revenue, Tazation 
atistics. 


1961-1964 calculated from Department of National Revenue, Tazation Statistics. 


Derinitions: Return—net profit before taxes and bond and mortgage interest, excluding investment 
income and other revenue. 
Capital Invested—sum of amounts for ‘‘due to shareholders’’, ‘‘mortgage debt’’, ‘‘other 
funded debt’’, ‘‘common stock’’, ‘‘preferred stock’’, and ‘‘surplus’’ less ‘‘deficit’’. 
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TABLE 3 
RATE OF RETURN ON RESOURCES EMPLOYED 


Profit Companies Loss Companies Profit & Loss Companies 
Pharma- All Manu- Pharma- All Manu- Pharma- All Manu- 
ceuticals facturing ceuticals facturing ceuticals facturing 
(per cent) (per cent) (per cent) (per cent) (per cent) (per cent) 
1953... S005... 14.56 13.29 — 5.09 —4.05 13.08 11.26 
9954 2Sh,40..x 16.75 11.06 — 7.32 —4.40 14,42 8.87 
1955. 228 Se... 16.55 12.08 —10.78 —4.05 13.75 10.51 
1056 ee So. 19.05 11.61 — 8.75 —3.00 17.00 10.29 
toy eee Ser ee 19.41 11.50 —11.45 —2.15 16.27 8.82 
TODS ree pee recess 18.17 10.57 — 4.41 —1.61 14.77 7.89 
TOS 0 te 53. 18.56 iS ye — 2,21 —1.34 16.30 awa 
TOGON cate aA 17.39 9.94 — ,83 —2,24 14.65 7.90 
19Glz eee. 14. 36 9.66 — 8.11 —1.48 12.77 e22 
1962. 2 ee 16.01 10.06 — 6.69 —2.55 PAST 7.97 
19632)... 16.71 10.16 — 8.84 —1.55 14.16 8.11 
TOG 4 Sis ee 18.19 9.72 —11.66 —1.76 14.61 kes 
Average 17.14 10.92 — 7.18 —2.52 14.50 8.78 


Source: Department of National Revenue, Tazation Statistics. 


Derinitions: Return—net profit before income taxes and interest expense. 
Resources—total assets less accumulated depreciation. 


TABLE 4 


SEVEN HIGHEST RATES OF RETURN ON RESOURCES 
EMPLOYED: 1963 


Companies with: 


Above average Below average 
return on return on 
assets assets 

No % No % 
1. Distilleries and Wineries.....................¢.... 9 41.3 22 14.0 
eM ObOrEevehiCles vas tee labs: S50... ae dee. 4 40.2 39 | All 
3. Other Petroleum and Coal Products............... 5 35.8 13 | less 
4. Motor Vehicle Parts and Accessories.............. 40 31.0 89 ( than 
Da Wile ANG WAreSErOduGtstes. nan cece Ae 36 28.5 78 J 8.6 
im 6. Office and Store Machinery............../002.... 16 Ziez 39 9.1 
7. Pharmaceutical Preparations...................... 7i 26.7 107 8.6 


Source: Fourth Edition of Ten Significant Ratios for Canadian Manufacturers, published by The Cana- 
dian Manufacturers’ Association; percentages were derived from unpublished data used by 
the Department of National Revenue in its 1965 publication of Tazation Statistics. 


Derrnitions: Return—net profit before income taxes. 
Average return: this refers to the average for each specific classification. for example, 
71 companies in the classification, Pharmaceutical Preparations, had a rate of return 
which was above the average return for this classification. The average return for these 
71 companies was 26.7%. Similarly, 107 companies in this same classification had a rate 
of return which was below the average return for this classification. The average return 
for these 107 companies was 8.6%. 
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TABLE 5 
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LOSS COMPANIES AS PERCENTAGES OF ALL COMPANIES 


PERC ee ee aes Sse Se et aware aaron a & Ie a 


Pharmaceuticals All Manufacturing 
(per cent) (per cent) 
25.65 27.65 
27.54 31.94 
26.05 26.95 
18.35 24.33 
30.64 26.69 
32.24 28.27 
26.32 25.94 
23.91 31.28 
yD RS 32.85 
42.86 29.89 
22.28 27.12 
28.35 26.00 
27.24 28. 24 


Sotrce: 1953-1960 reprinted from page 372 of Report of The Restrictive Trade Practices Commission. 
Percentages were calculated from Department of National Revenue, Taxation Statistics. 
1961-1964 calculated from Department of National Revenue, Tazation Statistics. 


TABLE 6 


Total assets of loss companies 


as a percentage of total 
assets of all companies 


Total sales of loss companies 


as a percentage of total 


sales of all companies 


Pharmaceuticals Manufacturing 
(per cent) (per cent) 
0S... 2 See oe ee kis 7.56 11.76 
Lis ta ae RP i cen ee =e 9.31 14.18 
je eR epee aio ie See 10.24 9.72 
Le eo ae ee Joao 9.03 
WEE 2 in 8 ee He a 10.19 19.63 
Sees oan ae ee ae ei = 15.07 21.93 
a lee Bere he ee 10.92 20.47 
NR on SES os es 15.02 16.78 
(Le ee ae 7.08 21.91 
Shee ee sc. cles cae ew 16.28 16.54 
AD eo a ee 9.97 17.54 
CC ae ee ee ree 6 er 12.03 17.33 
Awersgé £22 bt Oi ee 2 10.92 15.40 


Pharmaceuticals Manufacturing 


(per cent) 


2. 
6. 
72 


52 


Source: Department of National Revenue, Tazation Statistics. 


83 
51 


(per cent) 


8.94 
12.53 
7.14 
7.05 
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APPENDIX “B” 
CANADIAN DRUG MANUFACTURERS 


SCARBOROUGH, ONTARIO 
FEBRUARY 4th, 1967 


REPRESENTING CANADIAN OWNED DRUG MANUFACTURERS 


Dr. Harry C. Harley, M.P. 
House of Commons, 
Ottawa, Ontario 


Dear Dr. Harley: 


I am taking the liberty of sending you a brief additional description on the 
sales tax on pharmaceuticals for your added information. 

As you know, our Brief was “submitted” to your committee, but was not 
“heard”, because of the shortage of time. This, of course, is understandable. 

I somehow felt that the lack of personal presentation and discussion took 
away. some of the colour from the presentation and left the members without a 
strong enough impression on this very important matter. It was also my feeling 
that the views presented so far on this subject have been erroneous and not 
properly thought out. 


Please accept the brief description in the above light. 


Your sincerely, 

Leslie L. Dan, B.Sc. Phm., 

Chairman, 

CANADIAN DRUG MANUFACTURERS 


2406 DRUG COSTS AND PRICES Feb. 14, 1967 


CANADIAN DRUG MANUFACTURERS 
PRESS RELEASE 


Scarborough, Ontario 
SUBJECT: SALES TAX ON PHARMACEUTICALS 


Several Associations advocated the removal of sales tax on pharmaceuticals 
as a way of reducing drug costs. In our opinion, their argument is faulty and 
full of holes, although the Associations may have had good intentions. Here 
are the reasons: 


(1) It is unsound from the viewpoint of financing 

Under Medicare, prescriptions are paid by general taxation from the 
Treasury. When the Treasury refunds 11 million dollars (approximate amount 
applicable to prescription medicines) the Treasurer will be short 11 million 
dollars in funds which may be intended for ‘‘education’’. In short, the Treasury 
has to go back to the taxpayer for 11 million dollars, to fill the gap and obtain 
the funds by general taxation. 


(2) Political red herring 


The removal of the sales tax has only one value to the public as a “political 
bait”. We feel that the public should not be “fooled” by telling them that 
money is saved on drugs, when in reality it is not. 


To offset the political aspect, we suggest that the public be offered 
“better health standards” by the creation of a new agency or a non-profit 
entity, “The Drug Research Institute” (details are described in our Brief). 


From the viewpoint of financing, perhaps only 1/2 to 1 million dollars 
would be spent on this project, thereby retaining 85%-90% of 11 million 
dollars sales tax. 


(3) It is a cheat to the public 


As pointed out before, the public is not saving a nickel when the sales tax is 
removed, since it has to plug in the hole in the tax gap. 

Besides, the sales tax is remitted through an “intermediary’—the manufac- 
turer, and we are dubious that he will pass on the savings to the public in their 
“entirety”. 

If the Government refunds 11 million dollars sales tax to the public, but the 
public receives only 6-7 million dollars, because the difference “somehow gets 
lost in the shuffle’—by having been absorbed by the manufacturers—obviously 
the public has been “cheated”. Therefore, we feel that the Special Committee on 
Drug Costs and Prices should Face the Facts and say the truth squarely, by 
observing that 

SALES TAX ON PHARMACEUTICALS SHOULD NOT BE REMOVED 
FOR IT DOES NOT REPRESENT A TRUE SAVING TO THE CONSUM- 
ER, SINCE UNDER THE PROPOSED MEDICARE THE CONSUMER 
PAYS FOR THE MEDICINES AND ALSO FOR THE GAP, CAUSED BY 
THE REMOVAL OF THE SALES TAX. 
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APPENDIX “C” 


PHARMACEUTICAL ASSOCIATION OF THE PROVINCE 
OF BRITISH COLUMBIA 


410-207 WEST HASTINGS STREET, VANCOUVER 3, B.C. 
JANUARY 31st, 1967 


Dr. H. C. Harley, M. P., 

Chairman, 

Special Committee on 
Drug Costs and Prices, 

Parliament Buildings, 

Ottawa, Ontario. 


Dear Dr. Harley: 

During our perusal of the Brief presented to you on November 17th, 
1966 by Mr. S. S. Bass and the Evidence recorded in the Committee’s 
Minutes (No. 19) we have noted a number of statements which we feel 
may be misleading to the Committee. 

The following notes are submitted in order to assist the Committee in 
evaluating some of these statements. There are many matters upon which 
Mr. Bass has stated controversial opinions and we have not dealt with 
them, confining ourselves to the more obvious inaccuracies and conflicting 
statements. 


Knowledge and Training required by pharmacists 
(Brief, pp. 6 and 7; Evidence, pp. 1289 and 1298) 

Bass equates the occupational role of the pharmacist with the 
dispensing function alone, in contrast to the Royal Commission on 
Health Services which sets forth (Volume I, p. 649) the pharma- 
cist’s essential professional functions over and above dispensing, to 
which might well be added numerous other professional responsibil- 
ities which evolve upon him as a member of the community health team. 

With respect to the dispensing function itself, he refers to counting, 
razor blades and ‘...transferring pills from one bottle to another’, with- 
out reference to identification, storage, knowledge of dosage, side re- 
actions, therapeutic incompatibilities, etc., etc. 

Bass indicates the percentage of compounded prescriptions as 
1%. The national average is approximately 5%, although it may be 
acknowledged that the percentage is undoubtedly lower in certain phar- 
macies who cater to volume-drug prescriptions and discourage patients 
with compounded prescriptions since they are time-consuming (and 
therefore expensive) to fill. This practice usually extends to ‘service 
prescriptions’ (e.g. Welfare, Compensation Board, Indian Health, D.V.A., 
etc.) which are administratively time-consuming (and therefore expen- 
sive) to fill and are also discouraged in pharmacies whose predominant 
appeal is to price rather than professional service. 
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Bass concluded from his equation of the pharmacist’s function with 
the mere techniques of dispensing and his debasement of the latter, that a 
two-year course could, and should, replace the present four-year univer- 
sity course. Recognition of the role of the pharmacist in the provision of a 
complete pharmaceutical service to the public precludes such a possibility. 
The need of the community for pharmaceutical service could not be 
satisfied by mere technical training as opposed to professional education. 
The Role of Provincial Pharmaceutical Associations 
(Brief, pp. 9-10; Evidence pp. 1293-4, 1302) 

Bass states: ‘All their legislation is geared for the protection of their 
members and NOT the protection of the public’. Examination of the 
Pharmacy Acts and Bylaws and/or Regulations thereto of the provinces 
does not support this contention. It might be added that many pharmacists 
strongly express an opposite view: namely, that the Pharmacy Acts offer 
them no protection whatsoever from the (few) charlatans and pharma- 
ceutical ‘quacks’ amongst them. 


Bass states that the pharmacist’s ‘...every action is controlled by 
various provincial associations which, through their disciplinary commit- 
tees, help to control prices’. He alleges, in support of this statement, that 
he, himself, was so disciplined but obtained a court judgement in his 
favour and charges, by quoting from the judgement, completely out of 
context, that the Council of his provincial association operated ‘...on a 
basis of their own convenience.’ Perusal of the Reasons for judgement of 
the Honorable Mr. Justice Ruttan (Supreme Court of British Columbia 
No. X 28859, 25th May, 1959) reveals Bass’ innuendal reference to be an 
apparent attempt to mislead. 


During the course of the Council Inquiry which led to Bass’ erasure 
from the register for misconduct in the practice of his profession (the 
alleged sale in his pharmacy of pre-packaged ‘kits’ containing a dropper 
and hypodermic needle) he requested an adjournment of the inquiry to 
endeavour to call a witness (a pharmacist formerly employed by him) 
who had moved to the United States. Council refused an adjournment. 
Mr. Justice Ruttan granted Bass’ appeal on the basis of this refusal, there 
having been no contest by Bass of the substance of the charge itself. He 
(Ruttan) conjectured that one of the reasons for Council’s refusal to 
grant an adjournment may have been that Council was not scheduled to 
meet for several months and did not want to hold a special meeting in the 
interim. He concluded that, if this was so, Council was gearing its han- 
dling of disciplinary matters ‘...to its own convenience...’ and hence the 
comment quoted out of context in Bass’ brief to the Committee. 


The case itself had nothing to do with prices, as Bass implies and, 
further, the judge’s reference to ‘...its (Council’s) own convenience...’ 
was predicated upon the conjectured possibility that the time lapse till 
the next regular meeting, rather than the evidence then before them, was 
the motivation for refusal to grant an adjournment. This was not so. 
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‘Like price for like quantity’ policy 
(Brief, p. 11; Evidence, pp. 1308, 1311) 

Bass states ‘...provincial associations get together to prevail on the 
drug manufacturers to cooperate with them in their own, selfish interest.’ 
and he quotes, in support of this statement, a ‘Dear Pharmacist’ letter 
from a pharmaceutical manufacturer, drawing particular attention to the 
excerpt: 

‘2. ‘Like prices for like quantities’ are offered to both retail 
pharmacies and hospitals. This is in accordance with the Canadian 

Pharmaceutical Association’s resolution:’ 


Far from being in the pharmacist’s « ..own selfish interest...’ the 
resolution of C.Ph.A. which is referred to, and is endorsed by this 
Association, is very much in the public interest. It is the Association’s 
contention that the low level of prices at which many manufacturers sell 
their products to hospitals, government institutions and dispensing physi- 
cians is made possible by the unnecessarily high level of prices charged 
the retail pharmacist for the same products in the same quantities, Thus, 
the non-institutionalized patients who obtain prescriptions from the retail 
pharmacist (the majority of the population) are forced to subsidize drug 
costs for those who receive their prescription drug requirements from an 
institution or dispensing physician. 


It is not the contention of C.Ph.A. or this Association that the adop- 
tion of a ‘like price for like quantity’ policy by manufacturers would 
result only in the raising of institutional prices but rather that, concur- 
rently, a reduction in prices to the retail pharmacist (and therefore to the 
consumer) would be effected; in short a ‘levelling off’ of the multiple price 
differential to the direct benefit of the majority of the public who receive 
pharmaceutical services from the retail pharmacist. 


Physician-pharmacist ‘kick-backs’ 
(Brief, P. 8; Evidence, p. 1305) 


Bass charges that pharmacists’ ‘kick-backs’ to doctors are a factor 
tending to increase drug costs to the public, though he admits to having no 
proof to substantiate such a charge. There is a specific prohibition against 
such practices by pharmacists in the ‘Standards of Pharmaceutical 
Practice’ Bylaws of the B.C. Pharmacy Act: 

‘No pharmaceutical chemist shall enter into any arrangement or 
agreement with a practitioner for the purpose of dividing, splitting or 
otherwise sharing charges for professional services rendered.’ 


Any evidence of such practice by a pharmacist in this province would 
be dealt with immediately by disciplinary inquiry. Further, it is our 
understanding that such practices by medical practitioners are set forth as 
unethical and would no doubt, on evidence, be dealt with by medical 
licensing bodies. 


Generic VS Brand name drugs 
(Brief, p. 9; Evidence, pp. 1285, 1299, 1306) 


Conflicting statements appear between the Brief and Evidence in this 
matter. Bass proposes in his Brief that legislation should be enacted to 
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permit ‘generic dispensing’ which, he claims, would lower drug costs. In 
Evidence, however, he states he uses very few products from so-called 
‘generic houses’ and, further: 

‘...I am not fully convinced of the quality of products from generic 


houses’ 
His position in this matter is hard to evaluate. 


Dispensing VS Front-store subsidization 
(Brief pp. 5 and 12; Evidence, p. 1312) 

Once again a conflict of views is presented. On page 5 of the Brief 
Bass charges that front-store subsidization of the dispensary is wrong and 
a result of poor management, while on page 12 he states ‘The dispensary 
should not subsidize front store sales’. His position in this matter, also, is 
hard to evaluate. 


Prescription Economics 
(Brief p. 13) 

We find the mathematical calculations leading Bass to conclude a 
pharmacist enjoys ‘$20.00 an hour profit’ inexplicable and invalid. I would 
refer the Committee to the Survey of Dispensing Costs by W. W. Fee 
(copy enclosed). 


I trust that these notes may be of some assistance to your Committee. 


Yours sincerely, 
Douglas A. Denholm, B.S.P., 
Registrar. 
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PARKE, DAVIS & COMPANY, LTD. 
Montréal 9, Quebec, 
NOVEMBER 24, 1966 
Dr. Harry C. Harley 
Special Committee on Drug Costs and Prices 
House of Commons, 
Ottawa 


Dear Doctor Harley:— 

When we appeared before your committee on November 3 to present our 
Brief and answer questions, Dr. William D. Howe asked me to provide the 
Committee with the following information—What does Parke, Davis & Company 
charge for a completely finished product, manufactured in Detroit and ready for 
use, which is regularly imported into Canada, and to other Parke-Davis locations 
in the world? This would be before excise taxes, transportation, etc. In other 
words, what is the net f.o.b. price? Parke, Davis & Company, Detroit, were asked 
to supply this information based on five products. 


(1) Tuberculin Tablets, purified protein derivative, 10 or 20 test package, 
intermediate strength—Canada, $1.23; Italy, $1.25 


(2) Tuberculin Tablets, purified protein derivative, 100 test package, 
intermediate strength—Canada, $2.50; Italy, $2.55 


(3) Tuberculin Tablets, purified protein derivative, 10 test package, sec- 
ond strength—Canada, $1,23; Italy, $1.25 


(4) Histoplasmin—Canada, $1.85; Italy, $1.89 
(5) Hapamine—Canada, $2.50; Argentina, $2.55; Mexico, $2.55 


The foregoing values are expressed in U.S. Dollars, and the products are all 
biologicals and are the only biologicals which are regularly imported into 
Canada, and are the only sales that were completed in 1965 to locations in other 
international areas. 


We trust that this is the information you require. 


Sincerely, 

PARKE, DAVIS & COMPANY, LTD., 
C. A. Rogers, 

Vice-President and Managing Director. 
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CHAPTER I 
INTRODUCTION 


My name is Henry B. Steele. I am associate Professor of 
Economics at the University of Houston, Houston, Texas. 

I am delighted to have the opportunity of making this presentation 
on the behalf of the Province of Alberta. I am an academic economist 
and have been engaged in studies of drug industry economics and policy 
problems during the last six years. I have written three articles on 
drug industry economics and regulation (10, 11, 12), which have appeared 
in professional economics journals, and I am currently writing a book on 
drug industry economics and regulation. I have also written papers 
on the supply and distribution of physicians' services (22, 23). In 
my research I have been continually hampered by lack of precise and 
authoritative data on drug costs and prices, the subject of the present 
inquiry by your Committee. In fact, the only evidence of any sort 
regarding drug costs has been provided as a result of governmentally 
sponsored investigations. I have studied all the publicly available 
records, hearings, and reports, to date, of drug investigatory bodies 
in both the United States and Canada, as well as much of the material 
from the United Kingdom. Much useful information has been presented 
regarding the Canadian drug industry. Nevertheless, I am continually 
forced to resort to the data on United States drug production costs as 
of about 1960, whenever it is necessary to draw conclusions regarding 
the relationship of drug prices to production costs. While these 
figures relate to very important drugs, it is unfortunate that they 
relate to only a few drugs, that they relate to a period now several 
years in the past, and that they relate to the United States rather 
than to Canada. 

An investigating committee charged with the responsibility 
of studying drug costs and prices certainly needs to be provided with 

Numbers in parentheses appearing throughout this submission designate 


the appropriate sources in the List of References which follow the 
Appendices. 
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concrete statistical information on computed costs and methods of cost 
allocation by the companies producing drugs. In its submission to the 
Royal Commission on Health Services, February 12, 1962, the Province of 
Alberta reprinted a chart from the Report of the Subcommittee on 
Antitrust and Monopoly of the Committee of the Judiciary of the 
United States Senate hereafter referred to as the Kefauver Subcommittee 
showing factory cost, royalties, and gross margin above production costs 
for producing tetracycline capsules by Upjohn and Bristol, with the 
comment : 
ees we might well ask the question: If the records of Upjohn 
and Bristol enabled the Kefauver Committee to put this 
information concerning revenue cost spreads on the public 
record in the United States, why is it considered so 
objectionable to put the same information upon the public 
record in Canada?" (3a). 
The question is as relevant today as it was in 1962. In all 
fairness, it should not be suggested that obtaining this cost data 
is an easy task; the chief reason why it is difficult for public 
bodies to insist upon being supplied with such data is the sturdiness 
of the "trade secret'' dogma--that it would put firms at a disadvantage 
to have their cost data made public for the edification of their rivals. 
In this application, the ''trade secret'' dogma probably has 
somewhat different roots than are generally put forth. I have been teaching 
courses, conducting research, and doing consulting work in the areas of 
industrial organization and the public regulation of industry for over 
ten years, and I have become convinced that major firms in many 
industries are able to inform themselves with reasonable accuracy as to 
the approximate cost conditions under which their rivals produce. I 
admit that this is a general impression based on accumulated experience 
rather than on documentary proof. Nevertheless, it is a very consistently 
confirmed impression. Hence it strikes me that only in a limited sense 
are production cost statistics "trade secrets,"' the revelation of which 


would damage the firm's ability to maintain its share of the market with 


respect to its rivals. This is particularly true in the drug industry 
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since such disclosure is of crucial interest to competitors only if 
they wish to engage in rather sharp price competition, and the drug 
industry is not notorious for severity of price competition. Above and 
beyond this, however, there is without doubt an intense reluctance on 
the part of the firm to release data which would confirm the surmises 
of rivals regarding one's cost position. There may be a certain illusion 
among firms such that while the firm has a good idea of its rivals' 
costs, it regards the secrecy of its own as being better established. I 
believe this to be an illusion on the part of the firm, and I suggest 
that while it may be generous to be chartible to the illusions of the 
producers, it is socially much more useful to obtain and make public all 
the facts in the matter. After all, if a subject is to be investigated, 
the materials with which it is concerned must be identified and evaluated. 

On the other hand, producers may more often have valid reasons 
for objecting to the disclosure of their costs on grounds that it may be 
edifying to consumers, rather than to rival producers. There may be 
reasonable grounds for such reluctance. Variable costs may be small 
relative to total costs. The nature of capital costs may not be understood 
clearly by the public. Informed opinions as to reasonable rates of profit 
May vary; uninformed opinions vary even more widely. The nature of 
risks faced may not be understood. The relationship of risks to an 
appropriate rate of profit is a very complex matter. Finally, there 
may be an irrational hostility to profit as such, regardless of the rate 
of return on investment. Despite all this, the facts should be made 
known, particularly in view of intense and widespread public concern 
over drug prices. The industry certainly has command of resources which 
allow it to defend itself; it is only fair that the public be supplied 
with the facts which will enable policy makers to determine whether or 
not the economics of the drug industry are in fact defensible. 

At present, however, a student of the cost and price relationships 
in the Canadian drug industry has no adequate source of information to 


allow him to reach definite and comprehensive conclusions. This is true 
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regardless of whether he has been conducting his studies in Toronto, 
Texas, or Taiwan. Considerably more information is available on cost- 
price relationships in the United States drug industry as of the early 
1960's. To what extent is one justified in extrapolating cost data 
from the United States into the Canadian market? In the absence of 
definitive Canadian cost data, the question cannot be answered. It 
would appear to be incumbent upon Canadian producers to demonstrate that 
the comparisons are significantly in error, by producing definitive 
computations of their current cost situations. Otherwise, it is clearly 
preferable to base conclusions on objective data, even if of limited 
relevance, than to speculate completely in a vacuum. 

It is not proposed that United States market data will be 
substituted en masse for Canadian; where Canadian data is available it 
will be employed. Where market circumstances differ between the two 
countries, attempts will be made to allow for such differences. 
Actually, the similarities between the drug industries in the two 
countries are much more striking than the differences. This is also the 
finding of the Restrictive Trade Practices Commission: 

"Conditions in the drug industry in Canada are related to 

and are influenced by conditions in the industry in the 

United States; in fact, in many respects the Canadian 

market may be considered as simply an extension of the 

United States market." (2a). 

Since Frosst was acquired by Merck in 1965, no Canadian 
drug firm of any size has remained under Canadian control. About 90% 
of the Canadian drug industry, it is well known, is controlled by 
foreign investors, and although relative sales volume data for individual 
firms is not available, it is clear that the majority of the market is 
controlled by subsidiaries of American firms. Furthermore, some European- 
based firms are major factors in both the United States and the Canadian 
markets. According to the Pharmaceutical Manufacturers Association of 
Canada brief, 36 of its 57 member firms are based in the United States. 


I am at present unable to confirm how many, if any, of their members are 


Canadian-owned; the number would appear to be from three to six. (6a) 


Feb. 14, 1967 DRUG COSTS AND PRICES 2423 


ats 

The major firms which have testified before this Committee have 
been unanimous in characterizing the drug industry as an international 
industry, in the world-wide context of which the Canadian market must 
occupy a secondary position because of its small size. There is no doubt 
that the United States market is by far the world's most important 
because of its large size and high per capita income. Because of the 
absolute character of patent protection in the United States, the size 
of its market is all the more attractive, and it is obvious that this 
patent protection, coupled with high domestic demand, acts to increase 
the level of world drug prices as a whole. Not only is the United States 
the most attractive location for a drug manufacturer, but the prospect of 
obtaining a U.S. drug product patent must be a potent incentive for a 
particular type of research in other countries where absolute patent 
protection is not granted. United States patent protection provides the 
basis for both directly and indirectly limiting competition in both 
United States and world markets by making the spontaneous or independent 
development of price competition anywhere in the world to some extent 
less likely. (Similarly, the absence of the patent privilege for drugs 
in Italy has to some extent made for greater price competition not only 
domestically, but throughout the world.) It is thus to some extent 
Canada's misfortune to be in such close proximity to the world's most 
lucrative drug market; the high prices south of the Canadian border are 
not only preserved when the border is passed, but apparently are in most 
instances actually magnified. There may be a few valid economic reasons 
why prices might be higher in Canada. There would be certain downward 
pressures created on Canadian prices if United States drug prices could be 
reduced. The present problem, however, is to attempt to reduce those 
Canadian drug prices which may be unreasonably high, by unilateral action 
by Canada. Unfortunately, both the ways in which the Canadian market is 
related to, and separated from, the United States market, tend to keep 
Canadian prices high. Since the present discussion is merely devoted to 


illustrating the ways in which United States drug industry economics are 
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relevant to Canadian drug industry economics, the specific details of these 
interrelationships will be reserved for later discussion at the appropriate 
times. To summarize the similarities and differences between the drug 
industries in the two countries, the following tabulation may be 
instructive: 

A.) Simiharataesi: 

i The same firms do the great majority of ethical drugs sales in 
both countries. About 80% of the active ingredients in drugs sold in 
Canada are imported in bulk form, the great majority of these coming from 
the United States, and hence produced under United States cost conditions. 
ae Tabletting, bottling, and other costs associated with the 
conversion of the bulk active ingredient into finished dosage forms, are 
minor factors in total cost and these costs should not vary greatly between 
the two countries. 

oe Outlays for other purposes than production costs apparently 
follow similar trends. Although very little research is done in Canada, 
international firms apparently adopt accounting practices which result in 
charging both parents and subsidiaries for some portion of total research 
costs. The extent to which the methods chosen are appropriate is another 
question, but some such allocation arguably makes international cost 
comparisons more valid than they would be in the complete absence of any 
allocation. The very much larger outlays for sales promotion also 
apparently follow the same pattern. For example, the Report of the 
Kefauver subcommittee showed that 22 of the largest drug firms doing 
business in the United States in 1958 (both domestic and foreign-based) 
reported that 24.8 cents in each sales dollar was devoted to selling 
activities. (5a). The PMAC submission shows that 30.0 cents in the sales 
dollar of 41 of its members was devoted in 1964 to selling activities. 
(6b). It is with regard to the international impact of selling activities, 
however, that the influence of the United States industry on the Canadian 
industry is most direct. American drug firms promote brand names, not 


generic names. So do their Canadian affiliates. United States medical 
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journal advertising is intense; since there are many more U.S. medical 
journals than there are Canadian, many American journals are read in 
Canada, and the Canadian physician is correspondingly exposed to the 
advertising message on behalf of brand name products made and promoted 
in the United States, with predictable implications for prescribing 
practices. (2b.) Also, non-professional magazines may convey brand 
names to the public. 

4. In both countries, the institutional structure of the markets in 
which drugs are sold to patients are broadly similar. Brand name 
advertising and other sales promotion tactics induce the physician to 
write the great majority of prescriptions by brand name, and these 
prescriptions are largely dispensed by retail pharmacies. A substantial 
minority of drug purchases, however, are made by hospitals, by public 
agencies, and by other buyers with more bargaining power than the captive 
patient. Most importantly, in neither country is there any system of 
comprehensive national health insurance which provides for, or influences 
the cost of, prescription drugs, since the presence of such a system 
would greatly complicate any international comparisons. 

B. Differences: 

in In the United States, retail pharmacists add a 66 2/3% mark-up 
over invoice cost, in order to arrive at prescription charges. In Canada, 
a dispensing fee may be added to the 66 2/3% mark-up, or a "professional 
fee'' may be added to invoice cost. There is also an eleven per cent 
federal sales tax at the manufacturer's level, from which purchases by 
hospitals and other public agencies are exempt. 

7b There are differences in applicable tariff rates, and in Canada 
special "anti-dumping" duties may be imposed under certain circumstances. 
he In the United States, patents may be obtained on drug products 
as well as drug processes, and there are no statutory provisions in the 
Patent Act for compulsory licensing of drugs, even if the patent is abused. 
In Canada the laws as written give the consumer more protection. Drug 


products produced by chemical processes cannot be patented as such, only 
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in conjunction with a patent on the process by which they are produced. 
Furthermore, not only does the patent law specifically provide for 
compulsory licensing in case of the abuse of a patent, but this remedy 
is also available for drugs generally unless in a particular case the 
Patent Commissioner sees good reason not to grant the license. 

4. The Canadian Trade Mark Act contains a provision whereby a 
Canadian affiliate of a foreign company can prevent the importation into 
Canada of products purchased in the foreign country even though they bear 
a trademark identical with that of the Canadian affiliate, provided that 
the Canadian affiliate owns the particular trademark. This eliminates 
the possibility of legally importing many brand name drugs which may be 
selling at lower prices outside Canada. 

5 The Food and Drug Directorate in Canada and the Food and Drug 
Administration in the United States have broadly similar powers and 
responsibilities. It appears, however, that the requirement that all 
prospective marketers of a "new drug" provide the same type of 
experimental and clinical testing evidence does impose unnecessary burdens 
on subsequent suppliers of compounds identical with those previously 
cleared for marketing by earlier applicants. 

6. Resale Price Maintenance has been outlawed in Canada but is 
still in effect in most states in the United States. 

One last prefatory comment is in order. In my presentation I 
may appear to be critical of the relative inefficiency of resource 
allocation which results from allowing the pharmaceuticals industry the 
same exemption from special economic regulation which is routinely 
accorded to all those industries which naturally tend to function 
competitively in a free market environment. But if the drug industry is 
left to itself, it will inevitably display elements of both monopoly and 
rivalry. Spokesmen for the industry continually refer to the extreme 
degree of competition among firms. Unfortunately, the "competition" 
referred to is of the cost-raising type rather than the price-reducing 
type. This might more properly be referred to as "rivalry'' rather than 
"competition,'' since the latter term has the connotation, not only in 


economic theory, but also in general usage, of price competition. 
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In this regard I wish to make it clear that, as an economist, 
I have the highest regard for freely competitive private enterprise 
markets and the efficiency with which they allocate resources. Indeed, 
last year, together with several other academic economists, I was 
characterized by Fortune magazine as a "professional guardian of free 
enterprise.'' (8) However, my admiration for efficiently functioning 
free markets makes me all the more sensitive to the drawbacks of markets 
which do not possess those characteristics requisite to enable the 
unrestricted operations of demand and supply to produce efficient results. 
I regard the great majority of product markets in both Canada and the 
United States as being more or less workably competitive, but the market 
characteristics of the pharmaceuticals industry are such as to make it 
virtually a foreign body in an otherwise workably competitive economy. 
In which respects does the drug industry depart from workable 
competition? A brief summary must suffice at this point. 
(1) Essential to the effective operation of a free market is the 
ability of the buyer to choose among suppliers on the basis of an 
adequate knowledge of the price and quality of the areernaeive products 
which they may provide him. But in ethical drugs, the buyer has no 
practicable means of gaining access to knowledge of the range of 
price and quality alternatives in the market; indeed, his purchasing 
agent, the prescribing physician, is constantly over supplied with 
biassed information and misinformation which facilitates confusion 
and ignorance of prices. 
(2) The price-conscious buyer should be able to identify the lowest- 
priced seller and purchase from him without artificial impediments. 
Instead, the possessor of a newly-written prescription is unable to 
buy any but the specified drug, regardless of price. The willingness 
of the price-conscious physician to prescribe lower-priced drugs may 
be compromised if he has been exposed to repeated attempts to 
disparage low priced drugs on the part of representatives of brand 


name drugs who contend that low price means low quality. And even if 
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a generic prescription is written, the buyer has no power to 
compel the dispenser to sell him a reasonably priced generic drug 
instead of substituting a less reasonably priced brand name 
equivalent. 
(3) There must be freedom of entry into the industry by new firms, 
such that high profits being made by existing firms will attract 
new competitors who will, by engaging in price competition, drive 
profits down to competitive levels. But freedom of entry in drugs 
is greatly lessened by the existence of the patent privilege, the 
trademark device, and the necessity for newcomers to match the 
enormous advertising outlays of existing rivals. 
(4) There should be an adequately large number of competitive 
sellers offering buyers genuine alternatives in terms of product 
price and quality; none of the sellers should be so large that he 
overshadows the magnitude of his competitors and poses a potential 
threat should they incur his displeasure. In drugs, restricted 
entry limits the number of sellers, and while there are few if any 
genuine product monopolies, the size of the major firms is certainly 
appreciably greater than that of their smaller generic-name 
competitors. 
(S) A market is not workably competitive unless all firms act 
independently--there must be no overt or tacit collusion, no passive 
acquiescence in prior decision arrived at by others and established 
by mutual consent. While the Restrictive Trade Practices Commission 
Report did not charge the drug industry in Canada with any illegal 
overt collusion, there are two circumstances which act to hamper 
independence of action. First, there is the practice of price 
leadership and the pricing of new medications at exactly the same 
levels charged for existing substitute drugs. Second, there is the 
fertile field of patents. While an individual patent confers a 
monopoly, the scope of the monopoly privilege is limited. But in an 
industry with complex technology, the efficient production of a drug 


may require the use of processes controlled by rival patent-holders. 


ire 85 Al 
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The negotiation of the resulting cross-licensing agreements requires 
the mutual compromise of patent monopoly positions, and may well 
stimulate such meetings of the minds as will lead to the development 
of a greater sense of community of interest in policies regarding 
prices, production, and participation in world markets. 

There is another respect in which the implications of the usual 
free market arguments need to be examined in the light of the nature of 
demand in the prescription drugs market. In a purely competitive market, 
buyers are protected in that they need pay no more than the competitively 
determined supply price for any product. But it deserves equal emphasis 
that they must pay no less than this price. Resources are not 


efficiently allocated unless the buyer is obliged to pay the full cost 


of the goods he demands, since in demanding them he is requiring the 
economy to employ scarce resources to produce to suit his desires, when 
these resources might be used equally efficiently in other pursuits. The 
true cost of employing a given level of resources in producing a certain 
product is the value of the alternative output which is lost by 
necessarily foregoing the employment of the same resources in producing 
another product. But this argument is most directly relevant only 

where the nature of demand is such that the desire for the good is 
voluntary; that the buyer should be willing to bid for a particular good 
or service in accordance with the positive benefit or satisfaction which 
he derives from its purchase. If demand is not voluntary, however, then 
the consumer cannot in the same sense be held liable for payment of the 
full cost of services rendered to him, since he did not voluntarily require 
that the economy devote scarce resources to serving him which could be 
provided only at the cost of sacrificing the output of aciiee goods which 
these resources might have produced. This is not to say that the drug 
buyer should not, after all, bear the full cost of the drugs which he 
requires, since he is perhaps deriving benefit from them in the sense of 
avoiding prolonged suffering rather than enjoying positive satisfactions. 
Still, there is a difference between paying the full cost of financing 

an activity deliberately engaged in, as compared with one forced by accident 
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or misfortune upon the buyer through no real fault of his own. Considerations 
such as this do not necessarily justify assumption by the state of all 
responsibility for medical care--far from it. But a rational awareness 

of the Tae and uncertainties of health care might, for example, 

induce a prudent man of sufficient means to participate in a voluntary 

health insurance program. The requisite means, however, will depend not 

upon the ''full competitive cost'' of drug supply, but upon the actual 

prices charged under far from purely competitive market conditions. 

Unless drug prices are reasonable, the possible full costs of drug therapy 
under a comprehensive health insurance program may be so great that 
excessively high premiums would be required, and the costs of drug 

therapy would not constitute an insurable risk for practical purposes. 

These are considerations which should be kept in mind when assessing 

the effects of the great variety of drug industry activities and 

expenditures on the cost of drugs, when such costs are borne in their 

entirety by individuals involuntarily afflicted and whose earning power 

and ability to pay may be seriously affected by the very condition 

which makes medication necessary. 

In the absence of consumer knowledge of the market, and of 
workable competition among sellers, the firms are subject to only two 
limitations in their ability to exploit the drug buyer: self-restraint 
and public constraint. 

Self-restraint is a sentiment essentially foreign to the 
efficient operation of a commercial enterprise; indeed, in a sharply 
competitive market, excessive self-restraint would lead to the demise of 
the firm. In drugs, self-restraint has probably seldom been a barrier 
to high prices and profits. Upjohn made over 30 per cent on its net 
worth after taxes in each of the deep depression years 1930-1935 in the 
United States. (4a) Still, self-restraint may have been more prevalent 
during the years before the second world war. But in the post-war era it 
became increasingly apparent to investors that the profit possibilities 
were simply too great not to be fully exploited. While it is very 
difficult for small firms to enter the drug market, it is possible for 


larger firms to merge with existing pharmaceutical firms, and for bulk 
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chemical and fine chemicals producers to integrate forward to the drug 
making and selling level. This was characteristic of the first postwar 
decade in the United States. As was amply documented in the Kefauyer 
hearings, the change in the composition of the industry intensified the 
emphasis on sales promotion. The quantity of promotional matter increased 
sharply, and there were many physicians and medical educators who 
testified that the decline in its quality was no less marked. Many 
argued that Gresham's law was applicable to the new rivalry in selling 
efforts: that bad advertising drove out good. Some argued that the 
industry should be saved from itself: that it was necessary only for 
one or two less-than-scrupulous firms to deluge the physicians with 
advertising appeals of inferior quality, and all the rest had to follow 
suit. The offending firms were never specifically singled out. Still, 
the great majority of the unfavorable references were confined to a 
handful of firms. At any rate, the intensified rivalry which characterized 
the North American drug market in the 1950's probably removed the factor 
of industry self-restraint from the realm of possible solutions to 
drug policy problems. 

Public constraint has offered the drug consumer only an 
inadequate safeguard. In the United States, drug administration laws 
have been passed only in times of acute crisis when public sentiment is 
temporarily aroused. Between crises, the government's attitude seems to 
be as permissive and uncritical as that of the general public, whose 
sentiments consist largely in the belief that "miracle drugs" are made 
by full-time miracle workers who can do no wrong. But miracle drugs can 
produce "miracle diseases.'"' Dr. Walter Modell of the Cornell University 
Medical School commented that some 40-odd new diseases had been identified 
as brought about by the untoward effects of drug therapy. (9a). Anda 
pharmaceutical atrocity like thalidomide can produce a whole "miracle 
generation.'' While crises like these spur action, interest soon wanes 
thereafter. But the drug interests are always alert to possibilities for 


minimizing the impact of control legislation. 
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In both Canada and the United States, food and drug legislation 
has been directed--and rightly so--at insuring the safety and quality of 
drugs. But too little attention has been directed to the problems of 
insuring the economic health of drug consumers. An adequate and 
comprehensive program of public constraint must include measures 
designed to keep drug prices at competitive levels and thus prevent the 
exploitation of the drug buyer. The problem at present is to determine 


which measures would be most appropriate. 
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CHAPTER II 
THE DETERMINANTS OF DRUG COSTS AND PRICES IN THE 
CANADIAN MARKET -- AN ECONOMIC INTERPRETATION 

Since the Committee is given the responsibility of making a 
study of drug costs and prices, major emphasis will be placed upon an 
analysis of the determinants of drug prices and costs; the relationship 
(if any) between the two under present circumstances, and the sort of 
relationship which might prevail under altered circumstances. As an 
economist specializing in the study of industrial organization and the 
public regulation of industry, my perspective is more general and more 
oriented toward the public interest than to the special interests which 
are the appropriate concern of spokesmen for drug firms and trade 
associations. Nevertheless, my orientation is first and foremost to 
economic realities, the most important of which is the profit motive. 

A systematic analysis of drug prices and wnnddaeian must 
proceed in terms of an investigation of factors influencing supply and 
demand. Broadly speaking, supply is influenced by the costs of production, 
promotion, and distribution; by the channels of distribution; by the 
arrangements in terms of which production costs are allowed to influence 
pricing and production; and by the laws affecting the cost and 
availability of imports, the techniques of promotion, the difficulty or 
ease of entry into the market by new drugs and new firms, the taxation 
of drugs, and the ability of sellers to temper competitive pressures. 
Demand is influenced by the acuteness of the buyer's need for the product, 
his ability to pay (individually or through access to welfare case status), 
and the extent to which sales promotion efforts have the power to 
influence the physician and thus control the demand for a given drug. 

The remainder of this chapter accordingly will be devoted to a 
discussion of the determinants of drug supply, drug demand, and drug price 
levels. The analysis will be organized under the following headings: 

A. Factors Influencing the Supply of Prescription Drugs 

1. Costs incurred by manufacturers 

2. Costs incurred by distributors 

B. Factors Influencing the Demand for Prescription Drugs 


C. Market Price as Resulting from the Interaction of Supply and Demand 
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A. Factors Influencing Supply of Prescription Drugs 
1. Costs Incurred by Manufacturers. 

The costs incurred by drug manufacturers may be broken down 
into several broad categories: 

(1) basic or fundamental research; 

(2) applied research; 

(3) product development; 

(4) manufacturing the active ingredient; 

(5) preparation of finished dosage forms; 

(6) sales promotion activities. 
Each cost category will be discussed and costs actually incurred and the 
activities undertaken under each heading will be contrasted to the 
scope of activities and level of costs appropriate to an efficiently 
competitive drug industry. 
a. Basic Research 

Basic research is an activity which inherently involves a 
distribution of benefits such that all of the advantages may not be 
captured by the agency incurring the costs. In economic theory, 
situations in which there are inequalities between private and social 
costs and benefits are referred to as "externalities" in that the 
private agency responsible for a particular activity need not be held 
internally accountable for all of the costs incident to the activity; 
nor may it reap internally all of the benefits. The most prominent 
examples currently discussed are "external diseconomies' resulting from 
waste disposal by means which may minimize private cost to the disposing 
firm, but which impose social costs upon the economy at large through the 
avenues of air pollution, water pollution, etc. Basic research provides 
a good example of an "external economy" in the sense that the agency 
undertaking the research may incur all of the costs of the operation, 
which then become private or internal costs to the firm, but the usually 
far-reaching benefits of successful basic research projects can seldom be 
captured in their entirety by the agency doing the research. Some of the 


benefits may be realized by competitors in the same industry, some by the 
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developers of new products and new applications in other industries, and 
some may be realized by the economy at large. Hence, basic research is 
the sort of activity which is not ideally adapted to the type of 
cost-vs.-revenue calculations which a private firm must make. A drug 
firm which engages in truly fundamental research must ask itself the 
following questions: 

(1) What is the risk of failure of a given project? 


(2) If the project is successful, will the findings ever be 
commercially applicable? 


(3) Will the resulting findings ever lead to patentable 
discoveries? 


(4) Will the time horizon between initiating the research 
project and its fruition in the sales of commercially 
marketable products be sufficiently short that the 
discounted rate of return on the investment will 
justify the outlays? 

(S) Will the "gestation period" of product development for 
patentable discoveries be short enough that patent 
protection will be commercially profitable? 


(6) Will the discoveries prove to be of equal or greater 
benefit to the rivals of the firm? 


(7) Will the discoveries prove to be of greater application 
in industries outside the pharmaceuticals field? 


(8) Will the discoveries pose the threat of obsolescence to 
presently profitable products? 


Fundamental research is always a highly risky activity--for 
each success there are a multitude of failures; this is the nature of 
basic research. Furthermore, the sort of information resulting is often 
not patentable in the form in which it is obtained, and the "gestation 
period" between path-breaking basic research and the embodiment of the 
results in successful innovations is typically of considerable, but 
unpredictable length. The combination of high risk and long gestation 
period is in itself enough to discourage the typical firm from 
undertaking very much basic research. This is particularly true in an 
industry like drugs, where the rate of return which can be made by 
investing funds in applied research, product development, and sale 
promotion is very high. If the firm can make in the range of 15 per cent 


per year on funds invested in relatively shorter-run activities like the 
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above, the expected returns from fundamental research activities must be 
extremely high in order to make them seem worthwhile after discounting 
these expected returns at the firm's internal opportunity cost of funds 
of 15 per cent for a period of perhaps ten years or more prior to any 
payoff. When to this is added the risks that rivals in the industry, or 
firms in other industries, or the society generally, may stand to reap 
the major rewards of basic research, it is understandable that drug firms 
do as little truly fundamental research as they appear to undertake. (5b) 
indeed, this is true of private industry generally. It must be admitted 
that problems of measurement are difficult. It is difficult to define 
basic research and to separate it from applied research meaningfully. 

No statistics are available which distinguish between basic and applied 
research carried out by private and public agencies in North America. 

The only estimates known to me which cover all industries and distinguish 
between basic and other types of research are those made by David Novick 
of the RAND Corporation for industry expenditures (both publicly and 
privately financed) on research and development in the United States in 
1959. (4b) Dividing his analysis of these activities into four stages 
on the basis of an increasing degree of certainty of payoff, and a 
decreasing potential for long-range social benefits, Novick allocated an 
estimated total expenditure of ten billion dollars as follows: Basic 
Research, one per cent; Applied Research, three per cent; product 
development (development, testing, evaluation, pilot plant production), 
26 per cent; Product Application (application research, applied testing, 
applied evaluation), 70 per cent. Most research is concentrated in a few 
industries (aircraft, electronics, chemicals) and much of this is 
financed by the federal government. When one takes into account the amount 
of basic research done in universities and by foundations, it is very 
likely that the great majority of basic research is undertaken and/or 
financed outside the sphere of private industry, as is economically only 
reasonable. 


In order to embark on a given long-term basic research program 
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which because of its nature is believed to be of possible benefit only to 
the pharmaceuticals industry, a drug firm would have a greater degree of 
assurance of the commercial value of the program in proportion as its 
market position approaches long-run, unconditional monopoly of the entire 
industry. If the basic research is also expected to have application 

to the chemicals industry generally, then the firm might be reluctant to 
invest an adequate amount of resources to the extent that its market 
position falls short of long run monopoly control of the chemical and 
pharmaceuticals industries. If, however, significant benefits are 

likely to accrue to a number of other industries and to society generally, 
the "external economies" become so important that only an agency 
specifically endowed to undertake basic research (whether philanthropically 
endowed or financed by society generally) can be expected to assume the 
costs of a comprehensive program on the assumption that the benefits 
accruing to those who finance the agency will be commensurate with the 
costs. 

Regarded from a slightly different perspective, basic research 
is simply not a very dependably profitable investment from the standpoint 
of a firm allocating its funds between different activities on the basis 
of expected net rate of return over time. At any given point in time, a 
profitable firm will always have many competing uses for funds which offer 
higher average expected net returns than fundamental research. This 
certainly does not mean that profitable drug firms will completely shun 
fundamental research, but this consideration implies that they will, 
for perfectly logical business reasons, allocate only a fraction of the 
funds to basic research which the long-run social and economic importance 
of the activity justifies. It is no exaggeration to say that fundamental 
research is ultimately a philanthropic activity, in that it always has a 
potential for benefitting society generally. Hence privately endowed 
universities and foundations as well as publicly financed agencies may 
most appropriately be expected to undertake the greater part of a nation's 


truly fundamental research effort. Indeed, the public is largely 
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responsible for the magnitude of the basic research effort in a nation. 
From the public comes not only the few philanthropists who endow 
universities and research foundations, but also the initiative to 
authorize publicly financed research programs and facilities, and to permit 
subsidization of private research through such devices as the recent 
150% tax writeoff for increases in certain types of research investment 
in Canada. The PMAC Submission indicates agreement with this position: 
"Appropriately enough, basic research is carried out in 
the universities, while applied research is the province of 
industry." (6c). 
The implication is clear, however, that since basic research is 
not the province of industry, the cost of drugs is not a reflection of 
any great expenditure- by firms on fundamental research. And of course 
it is fundamental research which in the long run is socially the most 
productive form of research.) 
Under efficiently competitive conditions, therefore, private 
drug firms would not be expected to devote any significant share of 
available resources to basic research, since it would not prove 
sufficiently profitable to the individual firm. The industry would 
instead be dependent upon publicly available results of basic research 
done by more broadly-financed organizations. And from all appearances, 
the amount of fundamental research undertaken by North American drug firms 
does not bulk very large in relation to total revenues. But this does 
not mean that private drug firm activities give rise to no distortion 
in the spectrum of basic research efforts. It may be the case that too 
little basic research in areas relating to health and therapy is done by 
non-industry sources, in part because the ability of the industry to 


pay high salaries due to the high profitability of drugs under present 


market conditions results in drawing too large a part of the very small 


1, In its recent presentation to this Committee, representatives of one 
major pharmaceuticals company claimed that their firm had undertaken 
truly fundamental research in Switzerland over a period of five years 
without any tangible results as yet forthcoming. If this is the 
case, this company might well be commended for its persistence in 
what at present appears to be a truly philanthropic gesture in the 
interest of fundamental research. This commendation would have to be 
qualified, however, in that as part of the company's budget, this 
research has been paid for entirely by purchasers of medications, who 
are probably not in an ideal position to afford subsidy of basic 
research which may benefit the entire world. This is one major 
criticism of drug industry research generally. 


Feb. 14, 1967 DRUG COSTS AND PRICES 2439 


ors 
pool of qualified investigators and technicians away from public 
employment in basic research and toward private employment in applied 
research, product development, and product application. (The major 
drawback, perhaps, of the fact that Canadian drug firms do little 
research in Canada is not that the quality of available drugs suffers, 
but that Canada loses many of its highly trained research workers because 
of lack of opportunities for domestic employment.) In order to rectify 
the situation, it may be desirable not so much to attempt to increase the 
amount of basic research done by private firms, as to take steps to 
reduce the ability of these firms to drain off very scarce human 
resources for employment in less productive capacities than they might 
be assuming. 
b. Applied Research. 

Applied research takes a variety of forms in the drug industry. 
Basically, however, drugs are a branch of the chemicals industry, and in 
chemicals, applied research is rationally viewed as a means of 
implementing a profitable marketing operation. Applied research is 
risky, but less so than fundamental research. It may be productive, but 
again the total potential is less than in the case of basic research. 
There is less likelihood that the benefits of successful programs will 
accrue to parties other than those undertaking the applied research, 
although this possibility cannot be ignored. But on balance, applied 
research is likely to be less slighted than basic research by private 
firms. (This is not to say that applied drug research by public or 
non-profit organizations is necessarily totally inappropriate, but 
since such bodies as universities are naturally best adapted to basic 
research, it may be desirable to institute particular types of non-profit 
projects if it is considered appropriate to supplement the applied 
research efforts of private drug firms. And public patent policy becomes 
a more important issue when applied research is undertaken. Should public 
discoveries be unpatented, or, if patented, be freely licensed without 


royalties?) 
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What sort of applied research expenditures would be incurred 
by drug firms operating in an efficiently competitive market? To the 
extent that competition drives prices down closer to the level of 
production costs, it might be suggested that this would seriously limit 
such efforts on the part of firms. Reserving judgment for the moment 
in regard to the possible desirability of limiting applied research 
efforts, let it be instead pointed out that the share of total research 
and development outlays in the sales dollar of the Canadian drug firm is 
not as great as the industry would like to have us believe. According ; 
to the PMAC Submission to this Committee, the ratio is around 7 per cent. 
(6d). Novick estimated that about three per cent of research and 
development expenditures are devoted to applied research; the ratio 
is no doubt greater in drugs, but even if we assume that it is about 
ten times as great, the cost of applied research is still only about 


2 per cent of the sales dollar. But we cannot proceed to speculate on 


i 


the appropriate level of applied research outlays in an efficiently 

competitive drug industry without specifying what changes have been 

assumed in order to produce efficient competition. It is not profitable 

to discuss in detail the conjectural effects of possible changes in 

market structure, but it is essential to observe that competitive 

performance will not be obtained without a reduction in the power of a 
patent holder to limit entry into a particular drug market. To the extent 

that this power to limit entry is being reduced in Canada in at least 

some drug markets, the stage of efficient competition is being 

approached. 

In an effectively competitive drug market, the character rather 
than the level of applied research is more likely to be altered. The 
direction and emphasis of research is clearly influenced by the nature 
of the patent system, by the impact of the patent system upon the 
organization of the industry, and by the effect of the activities of the 
industry on research outside the industry. In fact, the direction of 
research is no doubt greatly altered by the mere existence of the patent 


privilege for drugs. The prospect of patent monopoly stimulates research 
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efforts in the direction of patentable discoveries and inventions, and 
in so doing correspondingly acts to reduce the proportion of research 
in areas where no patents can be obtained. This discriminates at the 
outset in favor of applied research and against basic research. It also 
discriminates among different avenues of applied research. It clearly 
results in the placing of an unduly intense emphasis on chemotherapy. 
While chemotherapy will long be a fruitful area for research, it is 
inescapable that the complementary fields of nutrition, public health, 
biochemistry, and preventive medicine have been relatively underinvestigated. 
hee shiosiis provide the most obvious illustration. Fear has been 
expressed that antibiotic therapy may eventually prove to be a blind 
alley because of overuse and the development of resistant strains of 
micro-organisms. A case could easily be made that too much effort has 
been expended in activities which tend to make micro-organisms 
increasingly resistant to control, and too little has been done to 
attempt to make man naturally more resistant to micro-organisms. 

Any patent system, by biassing efforts toward applied 
research, will reduce the amount of basic research findings which can be 
applied, and ultimately depress the productivity of applied research. 
Much has been made in recent years of the "increasing cost" of drug 
research for new discoveries. But to speak of increasing costs is just 
an indirect way of referring to decreasing productivity of efforts. The 
nature of the patent system--its application to products and/or processes-- 
will further influence the direction of applied research. A patent law 
which protects new products, either directly or through process patents, 
will bias applied research in the direction of devising new products rather 
than investigating the properties of old ones. As the archetype of 
applied research in drugs, let us take the methods by which new drugs 
are discovered or contrived. As Professor George Wright has explained in 
his Submission to this Committee, the molecular engineering approach is 
favored over the multiple screening method because new compounds are 
generally patentable, while the discovery of new uses for older 


compounds is not. (7b). 
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To the extent that patent reform reduces biases of these 
types, fewer impediments to the efficient allocation of resources by 
drug firms to applied research will exist. In an effectively 
competitive drug industry, there will be a greater variety of fundamental 
research findings on the basis of which applied research can be 
conducted. The potential improvements in nutrition, public health and 
preventive medicine from research efforts will become more readily 
capable of attainment. The bias in favor of devising new compounds 
instead of evaluating the properties of existing compounds will be 
reduced. Whether the total level of expenditures on applied research 
would be reduced or increased in an effectively competitive drug 
industry is a matter of uncertainty, but the expenditures would be more 
productively invested. 

Let us contrast this with an appraisal of current practice. 
The major contributions of North American drug firms in the postwar 
period have been in the field of applied research--the discovery and 
development of the so-called "broad spectrum" antibiotics. For these 
drugs, no truly fundamental research was involved. The basic discovery 
had been made in England in 1928, the problems of large-scale production 
had been solved by government scientists during the second world war, 
and it was common knowledge that many moulds occured in nature, some of 
which might be capable of yielding new antibiotics. All that remained 
to be done was to collect and analyze soil samples, a rather tedious trial- 
and-error process of a routine but exacting nature, which the technicians 
involved could hardly have found intrinsically very stimulating. But 
since no new fundamental research was involved, the returns to more 
and more intensive exploitation of the same basic method have continually 
declined, very sharply since the mid-1950's, as is admitted by industry 
analysts. 

But not all of the antibiotics marketed were of equal quality, 
nor did they represent comparable inputs of research effort. The drug 


patent, by providing the prospect for at least a limited period of monopoly 
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control of a given substance which could be assigned an abstract brand 
name and then advertised as a unique entity, inflated the amount of 
applied research done, and redirected it toward the overly intensive 
exploitation of approaches known in the past to have produced profitable 
drugs. Since the number of such known approaches is limited, it is 
within the capacities of major firms to explore several of them, and 
since this is known by all firms, the research programs of the large 
firms tend to duplicate, at least in part, the programs of their major 
rivals. This is evident not only from the testimony of doctors during 
the Kefauver hearings, but is also witnessed by the near-simultaneous 
discovery of several major drugs by two or more firms. This represents 
a compounded misallocation of resources; not only are scarce talents 
diverted from basic to applied research, but wasteful duplication of 
effort appears to be the rule rather than the exception. (A certain 
amount of duplication of effort may be desirable, but not on the scale 
encountered in drugs.) These disadvantages of patent-induced research 
are further compounded when the proven profitability of marketing 
patented drugs leads firms to engage in the increasingly well-known game 
of molecular manipulation, with the object of devising a patentable 
deviant of an existing patented drug, which can serve as the vehicle of 
an intensive sales promotion campaign in the hope of profit. 

Hopefully the new manipulated drug will be at least in some 
regards superior to the drug which it is intended to supplant, but the 
essential purpose is to get another product on the market which can be 
promoted in rivalry with its substitutes, regardless of the actual 
comparative therapeutic merits of the drug. During the Kefauver hearings, 
two physicians who had served as medical directors for major North 
American drug firms testified to the extent to which therapeutic 
considerations were subordinated to profit possibilities. Dr. A. Dale 
Console, former medical director for Squibb, upon being asked whether 
there was much drug research which produces nothing worthwhile and is not 


intended to, responded: 
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"J think the majority of it is in that category...and I should 
point out that with many of these products, it is clear while 
they are on the drawing board that they promise no utility; 
they promise sales. It is not a question of pursuing them 
because something may come of it. It is quite clear there 
is no point in pursuing this: that you won't end up with a 
product that has any real value; but it is pursued simply 
because there is profit in it." (4c). 
Dr. Console also noted that imitative research could crowd out 
legitimate work. 
"When a 'crash program' comes along in which some product is 
being pushed in order to get it out before a competitor gets 
it out, it is not unusual for a worthwhile research program 
to be postponed so that the people can be taken off it to be 
put on the 'crash program.' Very frequently some of these 


programs are never picked up again. So that I think that 
good research is actually hampered by this type of thing." (4c). 


Dr. Haskell J. Weinstein, former medical director of the 
J. B. Roerig division of Pfizer, indicted the industry for wasting the 
time of their research staffs: 

"Their talents should not be expended on patent-bypassing 

chemical manipulations, on ridiculous mixtures of drugs, or 

inconsequential additives to established drugs. Since the 

number of well-trained capable scientists is severely limited, 

their potential should not be wasted. The long-term benefits 

of the appropriate utilization of the abilities of these 

skilled individuals would be immeasurably greater." (4d). 

Hence patents have not only induced a distortion between basic 

and applied research, but in making the latter budgets relatively too 
large, have induced wasteful duplication of effort and the misdirection 
of effort toward rivalry-oriented molecular manipulation, the development 
of often irrational combinations of existing drugs which lack flexibility 
and compound the problems of dosage and toxicity, and the devising of 
additives which represent often questionable and perhaps unnecessary 
flourishes in the direction of increasing the absorption rate of a drug, 
guarding against side effects, and the like. 

As a concluding example of molecular manipulation and the 
"battle of the additives," let us take the drugs related to erythromycin, 


discovered in 1952 by Lilly. Dr. Harry F. Dowling of the University of 


Illinois Medical School explained the ensuing exercise in product development 
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rivalry to the Kefauver Subcommittee. (4e). Pfizer in 1953 concocted a 
closely related analog, carbomycin, which affected the same bacteria as 
erythromycin, but proved less effective in human disease than in the test 
tube, and was finally withdrawn from the market in 1960. In 1956, Pfizer 
introduced another closely related analog of erythromycin, oleandomycin; 
and in 1957, a modification of oleandomycin, triacetyloleandomycin, 

which was highly advertised as a major breakthrough in that the same 

oral dose as oleandomycin brought somewhat higher concentrations of the 
drug in the bloodstream. Lilly countered this in 1958 by modifying its 
original erythromycin to market it in the form of its propronyl salt, 
which was claimed to produce a higher concentration of the drug in the 
blood than triacetyloleandomycin. Resources were therefore spent in 
producing five drugs to serve the purpose of one, since slightly higher 
doses of erythromycin would have been as effective as the later 


derivatives. 


c. Product Development 


In this category a great many activities are included. The 
development of new products requires experimental testing to determine 
pharmacological activity and toxicity in laboratory animals, the 
determination of appropriate dosage forms, the conducting of initial 
clinical trials, the obtaining of permission from the Food and Drug 
Directorate of the Department of National Health and Welfare to market 
the new drug, the construction of pilot plant facilities, and related 
activities. Also included in development would be subsequent product 
application work in connection with long-run evaluation of the total 
effects of the drug, possible improvements in dosage forms, revisions 
of brochures, and the like. 

In an efficiently competitive drug industry, profit prospects 
from marketing new drugs would be modest, and extreme haste in 
development would not be a great temptation. Development activities 
could proceed at a pace appropriate to the importance of careful drug 


evaluation. To eliminate or minimize the effects of proprietary bias in 
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evaluation, it would be desirable to have clinical testing carried out 
under other auspices than those of the discovering firm. Minimization of 
bias would result from having evaluation undertaken by public or 
other bodies outside the industry. But it would probably not be 
practicable to require that educational or government agencies perform 
clinical evaluation of all drugs, even though the total number of drugs 
evaluated would no doubt be smaller in an effectively competitive industry 
because of decreased motivation to produce drug copies and minor modifications. 
Preferable arrangements might be some variant of an evaluation program 
financed jointly by the entire drug industry. There should be no 
premium on haste, since each step in development is time-consuming if 
properly carried out. And the consequences of improperly evaluated 
drugs are not pleasant to contemplate. Dr. C. D. Leake of Ohio State 
University has trenchantly noted, 


"There is no shortcut from chemical laboratory to clinic, 
except one that passes too close to the morgue." (4f). 


Under present arrangements, however, a great premium is 
placed on speed in rushing a new drug through the development phase and 
into commercial marketing. In order to secure permission from the Food 
and Drug Directorate, it is necessary to submit a sufficient amount of 
experimental and clinical data to establish the presumption that the 
drug is reasonably free from hazards of acute toxicity, and is a 
reasonably expedient agent in combatting those disorders in which it is 
claimed to be effective. But it takes time to conduct sufficient 
experiments and to carry out enough clinical studies to estimate probable 
toxicity in general use. In the United States, many instances of 
inadequate experimental work were unearthed by the Kefauver Subcommittee, 


although it is probable that conditions have improved since the 


* thalidomide-inspired passage of the Drug Amendments Act of 1962. (And, 


as Dr. Alan Davidson has observed in his submission to this Committee, 
although no new Canadian legislation resulted, Canada was an indirect 
beneficiary of the new regulations in the United States). It also takes 


time to have new drug submissions studied and processed. In drug marketing, 
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many firms are often working on the same or related products at the same 
time, and each desires to cut the period between discovering and 
marketing to an absolute minimum, since the order of priority in market 
appearance usually determines® the relative sales ranking for different 
brands of the same types of drug. Consequently, the motivation is to 
limit experimental and clinical work to the minimum acceptable level, 
to skip stages in product deg dibomchig such as the pilot-plant stage, 
and to apply pressure to the staffs of regulatory agencies in such a way 
as to facilitate rapid approval. For example, Duncan of Lederle 
disclosed that his firm took the risk--which could have been costly and 
wasteful--of by-passing the pilot-plant stage in the development of 
triamcinolone. (13). And disclosures by former Food and Drug Administration 
employees during the Kefauver hearings gave evidence of the deplorable 
pressures which drug firms exerted on regulatory personnel, and the 
disgraceful condoning of such pressures by officials of the agency. (4g). 
Another of the symptoms of excessive pressures for rapidly 
testing an excessive number of new drugs is that the time of the best 
available researchers is soon completely filled, and less capable, less 
experienced, less discriminating, and perhaps even less scrupulous 
individuals must be relied upon to conduct these tests. (While I 
understand that abuses in Canada have never been as severe as in the 
United States, similar pressures are likely to exist.)) Dr. Maxwell 
Finland of the Harvard University Medical School produced a very 


enlightening. example at the Kefauver hearings. He cited an instance 


Dr. C. Gendron, Medical Director of Cyanamid of Canada, mentioned 
before this Committee that there were only about 75 available 
qualified clinical investigators in Canada (7ii), far too few to 
meet the demands for their services. And yet the scarce time of 
these men may be wasted if they are induced to participate in drug 
studies designed to promote drugs rather than investigate them. To 
quote from the Government of Alberta Brief before the Restrictive 
Trade Practices Commission in 1961: 


"In Alberta, as a result of past experiences, where 
precipitate promotion interfered with objective clinical evaluation 
of new products, most clinical consultants refuse to undertake evaluation 
unless a clear understanding is made that no promotion of a product is 
contemplated until adequate investigation to allow valid conclusions 
is completed. In the past, it has happened that active promotion of a 
drug with its attendant ballyhoo has been initiated in the United States 
within a few weeks after an investigation has been started at the 
University Hospital in Edmonton at the suggestion of the drug firms. 
This inevitably results in the investigator becoming an unwitting party 
to the promotion." (1j) 
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where reports by a clinical investigator claimed the successful treatment 
of 100 cases of staphylococcal pneumonia by a particular drug, without 

a single mortality. Since the subjects were infants and children, and 
since under even the best of circumstances, the mortality rate is 50% 

in children under two years of age, the drug would appear to be a godsend. 
But upon scrutiny of the cases, Dr. Finland was satisfied that not a 
single case of staphylococcal pneumonia had been present, and inferred 
that the investigator had been unable to diagnose the presence or 

absence of the true disease from the laboratory cultures with which he 

was supplied. Dr. Finland concluded ominously: 

"This is the sort of thing that I say is dangerous because 

another doctor who knows how to make a diagnosis of staphylococcal 

pneumonia will use that drug to the peril of his patient." (4h). 

Incompetent individuals should not be expected to conduct such 
studies; one great advantage of reducing the number of drugs to be 
evaluated would be a concomitant increase in the average quality of 
evaluation. Another advantage, less dramatic but in the long run very 
important, is that by reducing the claims on the time of medical 
educators, a decrease in the number of drugs to be evaluated would 
alleviate the competition between teaching and drug research for the 
time of the medical school faculty member, and increase the quality of 
medical education. 

While the transformation of the drug industry to a more 
competitive state would tend to lower costs of most functions, it would 
probably tend to increase the cost per drug of product development by 
enabling more thorough and responsible evaluation. Total product 
development costs might not increase, however, since the number of drugs 
developed might decline as a result of eliminating motivation for 


producing mmnor modifications under great time pressure. 


d. The Manufacturing of the Active Ingredient. 


Precise information on the cost conditions under which the 
active ingredient in a typical drug is manufactured is not generally 


available. Such evidence as exists appears to confirm the economist's 
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natural suspicion that when many firms produce rival brands (or rival 
molecular versions) of the same compound or family of compounds, there 
may be excess capacity in that market demand is not great enough to 
keep the plants of all producers working at full capacity. And excess 
capacity imposes economic costs. For example, the Pharmaceutical 
Manufacturers' Association in the United States retained Dean E. V. Rostow 
of the Yale University Law School to defend the industry's drug price 
policy and patent privileges before the Kefauver Subcommittee. Rostow 
contended that although production costs for tetracycline represented 
only ten per cent of the price to the druggist, such a gross profit margin 
was not unexpected in view of the rapid increase in demand for the 
drug. The possibility of very high profits is very likely, contended 
Rostow, 

"if, as would seem natural, new entrants required some time 

to perfect their methods of production, so that there was some 

lag in capacity as compared with demand." (9b). 

However it developed that Bristol, which was producing about a 
third of the total output of the drug, was then operating (1955) at only 
about twenty per cent of capacity. (9d.) Obviously, such enormous 
over-capacity increased the fixed costs per unit of production. Ina 
competitive market, this would have forced price reductions in order to 
increase sales and reduce excess capacity. But tetracycline was produced 
under very elaborate patent licensing and cross-licensing arrangements, 
the genesis of which was attacked by the United States Federal Trade 
Commission, which in 1963 issued its verdict that the patent had been 
awarded to Pfizer only because of misrepresentation and the withholding 
of information from the patent examiner by Pfizer and Cyanamid. (14). 
Hence Bristol maintained its price level and tried to combat excess 
capacity by producing penicillin jointly with tetracycline. But Bristol 
did contemplate price reductions on penicillin in order to increase sales, 
since there’ was no effective patent control over penicillin. (9d). 

In an efficiently competitive drug industry, each stage in the 


production process would be accomplished at minimum cost, and without 
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the burdens of persisting excess capacity. In drugs, the facilities 
required for the production of active ingredients apparently vary 
considerably. For those active ingredients which can most efficiently 
be produced by truly large-scale or mass-production methods, production 
by makers of fine chemicals or even of bulk chemicals would be 
appropriate. But for many drugs, the amount of investment required to 
produce the active ingredient, while perhaps large in absolute terms, 
is relatively modest in comparison to the amount of funds available in 
capital markets. Relatively small firms can efficiently produce the 
active ingredients in these cases. Mass production methods are not 
appropriate for many drugs since the physically minute quantities used 
in medications require only a small total annual volume of output. (41). 
Even so, it may still be more efficient for a smal] firm to contract 
with a larger firm for the production of the basic drug. Under 
competitive market circumstances, relative economies of production versus 
preparation of dosage forms and distribution should control the 
functions assumed by different producers at different stages in the 
industry. If patents were no great barrier to entry into a drug market, 
raw materials and intermediates could be made by bulk chemical companies, 
the active ingredient could be produced by fine chemicals producers, and 
the finished dosage forms could be tabletted and bottled or otherwise 
prepared by drug makers to be distributed through various channels. 
Without barriers to entry, comparative costs of each process would i 
determine the allocation of tasks among different firms. As far as 
financial requirements for drug making itself are concerned, there are no 
reasons why a large number of relatively small firms might not compete 
effectively in the market, a situation conducing to efficient price 
competition. 


Under present circumstances, however, there are a number of 


Sig my 


market factors which distort the picture and introduce other criteria 
than comparative costs as determinants of the distribution of efforts 
at various stages of the industry. A relatively small drug maker may 


find a new drug, patent it, and then be induced to undertake the 
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production of the active ingredient himself, even though his comparative 
advantage does not lie in this area because of inexperience, 
inappropriate facilities and general lack of adaptation of his operation 
to the manufacturing of fine chemicals. Still, production may be 
undertaken--at higher cost levels than necessary--in order to prevent 
the "know how'' which is not necessarily disclosed in the patent from 
being acquired by another firm. Where several firms are producing lots 
of suboptimal size at higher costs than would be incurred by a single 
manufacturing chemist supplying all of them from his own production, 
costs could obviously be reduced by recourse to more efficient practice. 
Under the circumstances induced by patents, these disadvantages can be 
overcome only partially by such means as forward integration, usually 
through merger, where manufacturers of bulk and fine chemicals operate 
or acquire pharmaceutical houses. Some of these mergers occurred 
before the era of “wonder drugs,"' such as Lederle's takeover by 
American Cyanamid in 1930; but most are of later date, as witness 
Olin-Mathiesson's absorption of Squibb, Dow Chemical's acquisition of 
Allied Laboratories and Pitman-Moore, Merck's merger with Sharp and Dohme, 
Pfizer's development of Roerig, and others. The Canadian scene is 
certainly no stranger to such mergers, with the acquisition of Ayerst 
by American Home Products, of Horner by Carter, and of Frosst by 
Merck being only the more prominent instances. 

Patent restrictions are not the only factors stimulating 
forward integration by merger. The practice of intense sales promotion 
of drugs under brand names creates economies of large scale marketing at 
the drug firm level and creates a barrier to entry where production 
methods are such as to permit entry. The ability of small drug companies 
to compete with their former peers is reduced by such forward integration, 
and the power of the merged firms to resist or avoid competitive forces 
is enhanced. Also it has frequently been surmised that the*decline in 
the standards of drug advertising and promotion had some relationship to 


the take-over of some previously conservative firms by companies not 
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specialized to drugs, but accustomed to applying only the sales 
yardstick when measuring the appropriateness of advertising appeals, 
such as producers of cosmetics, proprietaries, and "patent medicines." 

Where the danger of loss of coveted "know-how'' is not 
relevant, drug firms may contract out the production of active 
ingredients to producers of fine or bulk chemicals. It is then 
striking to note the relationship of the price of the bulk drug in 
comparison with the market value of the substance when embodied in 
medications and sold to distributors. Ratios in the vicinity of one 
hundred to one are not unknown. The reason for this is simply that 
there is price competition between the firms which manufacture the 
active ingredient, but for patent and other reasons, there is none in 
the sale of the finished product. In a purely competitive industry 
this could not happen. With competition, the price of the finished 
drugs would decline to be more in line with production costs for the 
active ingredient. 

It is difficult to generalize about the effects of present 
industry arrangements on the level of manufacturing costs for the 
active ingredients in view of the virtually complete absence of 
empirical evidence on costs and utilization of capacity. It is true, 
however, that investment in excess capacity means that earnings as a 
percentage of net worth are depressed below the levels which would 
obtain under optimal capacity-output relationships, such as would of 
necessity tend to prevail under price competition. Hence a moderate 
rate of return on investment may not indicate competition, but merely 
excess capacity. Similarly, if a firm argues that since profits amount 
to only about ten cents per dollar of sales, the complete elimination of 
profits would cut prices only ten per cent, it should be kept in mind 
that the costs occasioned by the existence of excess capacity also have 
their share in the sales dollar, and such costs could by and large be 


eliminated through 


Empire estimated that it could sell bulk diazepam at $170 per kilogram 
while the value of a kilogram of diazepam embodied in dosage forms is 
about $20,000.00, a ratio of about 125 to one (see pages 40 and 41 
of this submission). 


Feb. 14, 1967 DRUG COSTS AND PRICES 


TESS 
adopting reforms which, by compelling firms to operate more efficiently, 
required them to forego the luxury of excess capacity. 

Evidence on the cost of active ingredients in bulk form to 
Canadian drug firms is partially obscured by the fact that about 80 
per cent of such ingredients is imported, usually from foreign affiliates, 
and the prices set in inter-company transactions of this sort may not 
reflect the true cost of production of the substance. There are several 
reasons for this. First, the valuation is likely to include an unknown 
margin of profit to the foreign affiliate, over and above allocated full 
production costs, hence overstating the latter. Second, the effect of 
drug tariffs should partially offset this tendency, since a high valuation 
would mean, other things being equal, a high tariff liability. Regardless 
of the value for tariff purposes, however, the tariff should be 
distinguished from the level of production costs. Because of the’ low 
ratio of production cost to price, even tariffs of 20 to 25 per cent 
add only a very small amount relative to consumer price. Information 
given by the Minister of National Revenue to this Committee indicates 
that customs duty accounts for only 2.5 per cent of the consumer price 
for drugs imported in an unfinished condition for further manufacturing 
in Canada, or in bulk for full or partial packaging in Canada. For goods 
made predominantly from Canadian materials, with some imported materials 


and supplies, the ratio was .7 of one per cent. (7c). However, if 


competition reduces price levels, this ratio will correspondingly increase. 


Third, the effects of the dumping duty which may be imposed on certain 
drugs might be to make the foreign parent set a relatively high price 

on active ingredients exported in bulk form to Canadian subsidiaries, 
reasoning that if a lower price were set, revenues would be lost through 
dumping duties paid, while a higher price would merely increase the 
reported profits of the parent at the expense of the Canadian subsidiary. 
This is the view put forth in the Report of the Restrictive Trade 
Practices Commission (la) and is obviously correct to the extent that 


valuations for dumping duty purposes are set in excess of manufacturing 


2453 


2454 DRUG COSTS AND PRICES Feb. 14, 1967 


= Bowe 

cost plus a profit allowance reflecting the rate of return on the 

manufacturing operations per se experienced by the parent. But in an 
integrated operation it is very difficult to say what part of the 

company's overall profitability is due to the operation of various 

stages in its production process. Hence the precisely relevent value 

for dumping duty purposes cannot be determined in the absence of any 

independent market for the good in question. In practice it seems that 


where the dumping duty potentially applies, active ingredients in 


bulk form would usually be valued at manufacturing cost plus a 50 per 
cent markup. This is low in terms of the profits generally realized 
by the industry; the Minister of National Revenue cited a study showing 
that in the United States gross profits on drugs from 200 per cent to 
1200 per cent are common. (7c). Under these circumstances it would 
appear that the application of the dumping duty is not likely to result, 
in itself, in any great inflation of parent company profit levels at 
the expense of those of Canadian subsidiaries. But if an increase in 
competition in the industry were to occur and gross profit margins were 
to decline, an examination of the dumping duty provisions might be in 
order. Specific reforms are discussed in Chapter III on this submission. 
It may tentatively be concluded that the production cost of 
imported bulk drugs may be overestimated. The prices charged for such 


imports necessarily include a profit markup over cost which may be 


substantial. For those drugs subject to dumping duty, an additional 
motive exists to insure that customs valuations are high relative to ; 
costs. Hence in measuring the production cost of bulk drugs by 


reference to the price charged by exporters it must be realized that 


such prices may be substantially in excess of actual costs. 

e. Preparation of Finished Dosage Forms. | 
The technology of the preparation of finished dosage forms, 

and the modest capital requirements of such operations, make this stage | 

of the industry ideally suited for efficiently competitive market 


performance. The compounding of finished dosage forms typically involves 
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what are technologically routine and elementary processes for most 
dosage forms. For tablets, the tabletting and bottling of the 
preparation involves technically trivial operations, which are 
carried out at very low cost. For other dosage forms, such as 
injectables, processes may be more involved and costs appreciably higher. 
Still, for the typical pharmaceutical preparation total ''factory costs" 
(making the bulk ingredient and producing the finished, packaged dosage 
forms) are a very small part of the wholesale price, and an even smaller 
part of the retail price. There is no reason why very small firms could 
not contract out the manufacture of the bulk powder and then tablet and 
package the finished dosage forms on the basis of a very modest total 
investment. Hence brisk competition between many small sellers of 
pharmaceutical products could develop if production costs were the only 
barrier to entry into the drug field. In most major industries, it is 
precisely this element of production cost--the technological economies 
of large scale, capital-intensive production--which provides the major 
barrier to entry, and hence preserves the market power of existing firms. 

But if patents and sales promotion patterns were not present to 
prevent entry into drug making, pressures would develop to transform 
the drug market into a structure with a relatively large number of 
relatively small producers selling largely identical products and producing 
efficiently at low price levels consistent with low production costs 
and only competitively determined rates of return on investment. 

While available evidence is largely fragmentary, it seems to 
indicate that the costs incurred by all firms for producing standard 
capsule forms and packaging them are very low relative to the prices 
charged by the brand-name firms, and that much of the price competition 
which does exist between brand-name and generic-name versions of the 
same drug comes about because for such drugs the absence of tight 
patent control over manufacture and/or sale of the bulk powder enables 
small firms either to produce or to obtain the bulk powder at the low 
prices which reflect only the competitive supply price of the bulk 
powder. The firms then tablet and package the drugs and sell them at 


low prices reflecting low costs of production. This is virtually the 
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only instance of vigorous price competition in the entire industry. 
It does, however, show the sort of pattern which might develop if 
barriers to entry were removed, and numerous small competitive firms 
were to enter the market for producing existing drugs. 

In an efficiently competitive industry the relationship 
between production costs and market prices is close and direct. Indeed, 
the acid test for a workably competitive industry is that reductions 
in cost be necessarily passed on to the consumer as corresponding price 
reductions. This is the point at which the available evidence on the 
relationship of drug costs to prices should be assembled. First, the 
cost evidence presented so far to the Committee will be evaluated, and 
then other cost and price data relating to the Canadian market will be 
considered in conjunction with the cost-price relationships developed 
for the United States during the Kefauver hearings. 

The Hoffman-LaRoche submission to the Committee consists 
chiefly of an attack on the Canadian patent law and an indictment of 
several small firms which applied for compulsory licenses, in the 
course of which some interesting data on costs and prices is divulged. 
At best, this data is approximate and gives only rough orders of 
magnitude, but it is worth examining. The submission relates that 
Bell-Craig, in its application for a compulsory license for 
chlordiazepoxide (the so-called "Librium") maintained that while it 
could not estimate its probable cost of manufacturing the drug very 
accurately, this was largely irrelevant to the selling price. Roche 
agreed without comment. (15a). The implication is clearly that prices 
need not be related to costs, and that cost is so small relative 
to price that substantial variations in cost would have no 
significant effect on expected profit margins. 

Roche contended, but did not explain, that the minimum price 
for this drug could not go lower than $1300 per kilogram, which is 
presumably the minimum supply price representing cost plus the minimum 
acceptable profit. (15b). Roche estimated Bell-Craig's price for the 


drug when sold in dosage form at $3000 per kilogram; Beli-Craig estimated 
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that it would probably sell no more than 60 kilograms per year. Roche 
indicates that it sold in Canada 3424 kilograms of the drug through 1965; 
since it was first introduced in 1960, average sales per year for 
Roche were about 685 kilograms, or about 11.4 times as great as Bell-Craig's 
expected sales. (15c). Roche further stated that its average price 
received nee kilogram was $4400. Presumably this is the cost to the 
retailer; if the druggist adds to this a 2/3 markup and then superadds 
a dispensing fee, we might be safe in roughly doubling the cost (as is 
consistent with the submission of the Canadian Pharmaceutical Association 
to this Committee, see Appendix A to the present submission) and 
obtaining a cost of $8800 per kilogram to the consumer. But what is 
the factory cost to Roche and to Bell-Craig? Roche feels that Bell-Craig 
would be no longer interested in producing if the price falls to $1300 
per kilogram, (7hh) but the $1300 itself may include some rate of return 
on investment. If it is in the neighborhood of 25% on sales price, 
before taxes (as would not seem unreasonable in view of the small outputs 
contemplated by Bell-Craig) then the production cost plus other business 
overheads would be about $1000 per kilogram. Since Roche produces over 
11 times as much in the Canadian market alone, its costs of production 
are surely much less than this, perhaps on the order of $500, or 50% 
of Bell-Craig's costs for the smaller output. (Roche indicated agreement 
with both Bell-Craig's and Empire's admissions that their costs of 
production would be substantially higher per unit than those of Roche, 
because of smaller volume of sales.) (15d). As a very rough comparison, 
then, for which no accuracy can be claimed, Bell-Craig was proposing to 
sell for $3000 a drug which it could produce for $1000--a markup over 
production cost of about 200%. If druggists sold Bell-Craig's product for 
$6000, the constructive total markup over cost would be 500 per cent. 
For Roche, production costs of roughly $500 would contrast with 
revenues of $4400, a markup of 780 per cent relative to Roche's revenues, 
and constructively 1660 per cent relative to price to the consumer. 
(Naturally the druggist does not impose a 1600% markup; his markup is 


only 100 per cent. The constructive markup over cost at retail is 
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computed only in the interest of contrasting production cost and consumer 
price.) 

In another application for license, Delmar indicated that its 
price for selling the bulk drug would be $450 per kilogram. For a small 
volume operation, perhaps half of the price would have to be profit in 
order to provide an acceptable rate of return on the appropriate 
investment, so that the cost of manufacturing the bulk chemical, before 
profits might be somewhere in the area of $225 per kilogram. If the 
profit rate were only 25%, the cost would still be merely $337.50 per 
kilogram. If we assume that Roche's production costs were about half 
of Delmar's, we obtain a range of from $112.50 to $168.75 per kilogram. 
Even if it were as much as $200 per kilogram, there would still be a 
gap of $300 between estimated bulk drug production cost, and the 
estimated factory cost of $500 per kilogram. Is a $300 per kilogram 
margin for preparation of dosage forms reasonable? Roche does not 
indicate the dosage form mix contemplated in terms of its receipts of 
$4400 per kilogram. However, if we assume that the kilogram is 
embodied in 100,000 capsules of 10 milligrams each, some rough 
indication of the cost of capsuling is indicated by Strong Cobb Arner's 
quotation of $1.70 per thousand tablets for making tetracycline 
hydrochloride, where the basic drug and the empty capsules are supplied. 
(16a). This would be $170.00 for 100,000 capsules. That the order of 
Magnitude is reasonable is apparent when it is realized that the contract 
price quoted surely includes a substantial allowance for profit. On the 
other hand, some allowance for losses during dosage form preparation 
should be made, as well as for the costs of capsules and perhaps other 
containers, plus the possibly higher costs of preparing other dosage 
forms. 

When Empire requested a license on Roche's diazepam (the so-called 
Valium"), the applicant estimated manufacturing costs of about $68 per 
kilogram, which, with the addition of "overhead and profit" would 
allow it to sell to others in bulk at $170 per kilogram. (15e). The 


nature and the amount of the overhead is not specified; presumably the 
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overhead is manufacturing overhead; if not, the full production cost 
may be only $68 per kilogram. Let it be assumed, however, that the 
production cost is in the realm of $100 per kilogram. If Roche's cost 
is only about half this great, a manufacturing cost of $50 per kilogram 
is to be compared with Roche's average revenues of $10,000 per kilogram, 
and the presumable price to the consumer of $20,000 per kilogram. With 


so low a production cost, the margin of error in cost estimation matters 


relatively little. If we assume that Roche's other factory costs--tabletting 


and packaging, etc.--are $300 as is the estimated instance of 
chlordiazepoxide, the cost per kilogram is only $350. This estimate 
could be off by about 2/3 and the factory cost of $1000 would still be 


only 10 per cent of the revenue realized--a 900 per cent markup at 


wholesale and a 1900 per cent markup at retail. If the lower cost figure 


is correct, the markups are closer to 2800 per cent and 5700 per cent 
respectively. There would seem to be some room for price reductions. 
Empire planned to sell at prices about 40 per cent below those of Roche, 
and with its lower cost structure it could probably reduce prices much 
farther. 

Let it be stressed that these markups quoted are estimated 
markups over factory cost only, and not net profit margins. What they 
measure is the gap between the cost of production and the price to 
druggists and to consumers. The gap will be filled in part by costs of 
distribution and general and administrative overhead. Research and 
development may also add to the total. But this still leaves a lot of 
room for sales promotion and profits. In a competitive industry the 


gap would not be nearly so pronounced. 


Two other observations were made on the costs of chlordiazepoxide. 


Roche cites Micro's admission that its costs of making the bulk drug 
would be about $46C per kilogram (15f) which compares closely with 
Delmar's estimate of $450. But Mr. Leslie Dan of the Canadian Drug 
Manufacturers quoted costs for this substance of $150 per kilogram in 


Switzerland and $81 in Italy. (7d). In view of these foreign prices, it 
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seems quite likely that Hoffman-LaRoche, a Swiss-based firm, could make 

the material in Switzerland at a cost of under $150 per kilogram. Transportation 
costs should be negligible, and the addition of customs duties should 

not increase the cost to over at most $200 per kilogram. Hence the 

earlier estimate of $500 total cost of preparing finished dosage forms 

seems reasonable, when taken in conjunction with Mr. Dan's statement 

that costs of preparing dosage forms run between $1.00 and $2.00 per 

thousand capsules. 

Professor George Wright, in his brief, "Canadian Drug Patents," 
refers to an unnamed drug which has similar costs: the patent holder 
claims a value of $3,528 per kilogram, while the licensee contests that 
it is $150, and Dr. Wright observes that the drug can be bought from 
Europe for $72.00 per kilogram. He gives a further example: 
pentaerythritol tetranitrate sells under a brand name (presumably 
Warner-Chilcott's "'Peritrate") for about $2.70 per hundred tablets to 
the druggist, and presumably is dispensed for about $5.40 per hundred 
20 milligram tablets. A Canadian-owned company (presumably Empire, 

Dr. Wright's company) is quoted as selling under the generic name at a 
price of 55 cents at wholesale, and presumably about $1.10 to the drug 
buyer. The cost of the latter is said to be 21 cents per hundred; the 
cost of the more expensive version might be as much as 26 cents. The 
brand name firm imposes a markup over production cost of 940 per cent 
to the druggist, and the markup above the retail price is presumably 
1980 per cent. The generic seller's markup over factory cost is 162 
per cent, and the equivalent retail price is equal presumably to a 

424 per cent markup. Interestingly enough, the brand name version is 
not patented, and both firms buy the raw material from the same 
supplier. What accounts for the price difference? Dr. Wright submits 
that it is inefficiency. For an unpatented drug, it probably depends 
upon sales promotion efforts aimed at brand name prescribing, which it 
may be argued falls within the category of inefficient use of resources. 


This would seem to be a comprehensive review of the sum total 
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of data on production costs (rather than prices or aggregate balance 
sheet breakdown) relating to particular drugs, which has so far been 
presented to this Committee. This fact speaks for itself. (I will add 
any available later information in later drafts.) 

The only other available data on drug production costs in 
Canada comes from the Green Book and relates to cost levels as of 
1958-1959 (2c). Most of the data given represent not actual factory 
production costs, but instead costs of the bulk chemical as imported. It 
is instructive to survey certain of these reported costs or import 
prices and compare them with the revenues received from sales of finished 
dosage forms as of 1958-1959 prices and 1965 prices. (The latter 
comparison is of interest only to the extent that 1965 production costs 
are related to 1958-1959 production costs.) Because of the large 
possible margins of error associated with making estimates related to 
these data, and because the material is not necessarily up to date, 
only a few drugs will be analyzed with respect to the cost-price 
relationship. These drugs consist of those for which cost data were 
obtained and published in both the Green Book and the Kefauver 
Subcommittee Report: chloramphenicol, tetracycline, and meprobamate. 

Although the ''broad-spectrum" antibiotics all sell at 
virtually identical prices, production costs appear to differ greatly, 
at least on the basis of available cost information. Chloramphenicol 
seems to be the lowest in cost, it being possible to produce this drug 
synthetically rather than through fermentation. The Green Book cites 
that reported costs of manufacture of the drug in Canada in 1958-1959 
were about $90 per kilogram, although it is not clear whether this cost 
refers to the operations of Parke-Davis, of Fine Chemicals, or to both 
Operations. Fine Chemicals sold the bulk drug to other manufacturers 
for $200 per kilogram plus a royalty which at that time had not been 
determined. Imports from Europe during 1959 were reported at prices 
between $60 and $250 per kilogram, excluding duty. (2d). Since 


chloramphenicol is sold in 250 milligram capsules, one kilogram of the 
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drug should yield 4000 capsules. With a liberal allowance of 5 per cent 
for wastage in processing, a kilogram should still suffice for 3800 
tablets. At this time, Parke-Davis was selling 100 capsules to the 
druggist for $34.02, and the druggist was presumably retailing this 
quantity for about twice this sum, or $68.04. Hence a kilogram in 
dosage form would yield a revenue of $1292.76 to the manufacturer, and 
$2585.52 to the retailer. The estimated production cost in Canada was 
$90 per kilogram; the factory cost, however, would include tabletting 
and packaging costs. Data on these costs were not obtainable in the 
Green Book; however a computation of these costs was made by the 
Kefauver Subcommittee staff and applied to chloramphenicol. (4j). 

It is of interest to look in some detail at the Kefauver 
Subcommittee staff's estimate of Parke-Davis costs for a 100-capsule 
bottle of 250 milligram chloramphenicol capsules. Parke-Davis in 1960 
had a contract with Farmitalia of Italy under the terms of which it was 
to buy up to 30,000 kilograms of this drug at a price of $30 per kilogram. 
Since only 6,000 tons had-been purchased under this contract through 
July 11, 1960, it may be inferred that the buyer found he could make 
the drug more cheaply in Detroit--that is, at less than $42 per ton, 
since the import duty was apparently $12 per ton. To this raw material 


cost, the Subcommittee staff added actual cost data for capsuling and 


packaging tetracycline capsules, as reported by Upjohn: for a bottle 
of 100 capsules, capsules and other materials would cost 17 cents; 

production labor and overhead, 13 cents; packaging materials, 6 cents; 

packaging labor and overhead, 5 cents, for a total of 41 cents. For 

Parke-Davis's capsules actually made from the Italian bulk drug, estimated 

costs per bottle of 100 were 79 cents for raw materials, 41 cents for 

finishing and packaging, and 32 cents for the import duty, a total of 

$1.52 per bottle. (If production costs in Detroit were $42 per kilogram 

the costs for the production of chloramphenicol from domestic United 


States produced chloramphenicol would be the same as for Italian bulk 


raw material produced drugs.) This $1.52 per bottle of 100 tablets is 
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a cost only 5.0 per cent of the wholesale price of $30.60 in the United 
States, and 3.0 per cent of the retail price of $51.00. It would be 
only 5.5 per cent of Parke-Davis's claimed average revenue of $27.50 
per bottle. Even if the cost of making the drug in Detroit were twice 
as great as the Italian price, a cost of $60 per kilogram would 
still increase costs to only $1.99 per bottle. 

Turning now to Canada, let us assume that because of the 
smaller volumes produced, it cost Parke-Davis $90. per kilogram to 
produce the drug. (Fine Chemical's output must have been considerably 
less than that of the patent-holder; if the $90 cost stated in the 
Green Book refers to Fine Chemical's cost, that of Parke-Davis could 
have been substantially lower.) If we assume that finishing and 
packaging costs in Canada were the same as in the United States--41 
cents per hundred tablets, or .41 cents per tablet, then the total factory 
cost of chloramphenicol would be $105.58 per kilogram (3800 tablets). 
The sales revenue at the wholesale price level at that time of $1292.76 
would imply a 1125 per cent over factory cost; the retail price would 
imply an equivalent markup by both manufacturer and retailer of 2350 
per cent over factory cost. 

It is interesting to note that Fine Chemicals found it 
necessary to sell for $200 the kilogram of chloramphenicol which it had 
produced for perhaps $90; this gives some support to the estimates mentioned 
above of assuming that about half the sales price of a drug by a small 
firm would be the necessary profit margin. For firms which bought 
chloramphenicol at $200 per kilogram and then experienced finishing and 
packaging costs of .41 cents per capsule, the total cost of producing 
3800 capsules from the kilogram would be $215.58; when sold to the 
retailer at $1292.76, and resold by the retailer at $2585.52, the 
implied markups over factory cost would be 500 per cent and 1100 per 
cent, respectively. Since 1960 chloramphenicol prices have declined, 
in part no doubt because of compulsory licenses granted under 


section 41(3) of the Canadian Patent law, and the June 1965 price levels 
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for the drug would result in total revenues of $896.80 per kilogram as 
sold to the druggist and $1793.60 as sold to the consumer. The implied 
markups over factory costs are now 317 per cent, and 734 per cent, 
respectively. (This of course assumes that factory costs are still the 
same today, which is probably not the case. Costs may have increased 
or decreased, depending upon whether or not possible increases in 

price levels for materials purchased have been offset by possible 
improvements in methods of production.) 

For tetracycline, the Green Book reports a wide range of 
costs. Bristol imported the bulk drug from its United States parent 
company at prices of $90 per kilogram in 1958 and about $140 per 
kilogram in 1959. Bristol sold to Squibb and Upjohn at prices reported 
by the buyers as $336.57 for Squibb and $414.50 for Upjohn. Pfizer 
imported its drug from its United States parent at prices ranging from 
$156.71 to $525.36 per kilogram. Cyanamid reported production costs 
in its Canadian plant of $644.15. Gilbert imported the drug in bulk 
for $300 per kilogram. (2e). It is impossible, without further 
information, to reconcile these various figures. Royalties play an 
unknown, but probably significant, role. The Green Book suggests that 
the costs reported are accurately reported, and that Bristol's costs 
show that tetracycline can be manufactured at costs relatively quite 
low in comparison with some of the reported costs. One might conclude 
that where prices are extremely high relative to factory production 
costs, a very wide range of costs are consistent with profitable 
operation. 

Fortunately, in the Kefauver hearings, Bristol's actual 
production costs for tetracycline were made public. A bottle of 100 
capsules of 25\) milligrams each cost only $1.67 to produce. If 41 cents 
of this total is alloted to finished and packaging, the cost of the drug 
itself is $1.26; hence the drug cost in 3800 capsules should be $47.88, 
which is Bristol's equivalent factory cost of one kilogram of 
tetracycline when converted into capsules with a 5 per cent wastage 
allowance. Bristol also paid $1.03 royalty to Pfizer on a 100 capsule 


bottle, but as mentioned above, while the payment of the royalty increased 
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Bristol's cash expenses of doing business in tetracycline, royalties 
paid do not constitute a cost of production but are more in the nature 
of a levy on product profitability. Bristol's total expenses, including 
royalties, would be $102.60 for 3800 capsules which would sell in the 
United States, at prices current at that time, for $1162.80 to 
pharmacists, and for $1938.00 to consumers. This is equivalent to a 
markup of 1033 per cent over factory costs plus royalties in the price 
to the retailer, and an implied markup of 1789 per cent by the 
pharmacist over the factory cost plus royalty. 

In Canada, the bulk drug prices paid which were reported 
ranged from Pfizer's $156.71 per kilogram for imports, tu Uyanamid's 
$644.14 reported production cost per kilogram. Assuming that Upjohn 
packaging and finishing cost of $.41 per hundred tablets can be applied 
total factory costs per kilogram would be $172.29 for Pfizer's lowest 
import costs, and $659.73 for Cyanamid's production cost. In terms of 
1959 prices, Pfizer's markup over factory cost would have been 650 per 
cent (with the retail price representing a constructive 1400 per cent 
markup); Cyanamid's only about 100 per cent (300 per cent at retail). 
Since Pfizer's patent was declared invalid by the United States FTC in 
1963, considerable price competition has developed in this drug in North 
American markets, and the Canadian price had fallen by 1965 to $18.00 
per bottle of 100 capsules of 250 milligrams each to the druggist. 
Current cost levels in Canada are almost impossible to estimate. Canada 
Pharmacal recently quoted a price of $30.30 per thousand 250 milligram 
capsules of tetracycline. Total revenue per kilogram would 
accordingly be no more than $115.14 which would be an absolutely maximal 
estimate of the firm's factory costs (See Appendix D, page 1.) In 1965 
the price of 3800 capsules of tetracycline to the retailer was $684 .00 
and presumably twice that much to the buyer at retail. Hence the 
presumed maximum cost was such as to yield a markup of 494 per cent over 
maximum estimated factory cost on sales to retailers; the retailer's 
price was such as to yield a constructive markup of 1088 per cent 


over maximum factory cost. 
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The only other aie for which records of both Canadian and 
United States costs are available is the tranquilizer meprobamate. 

The Green Book indicates that the price of the drug varied between $6.00 
per kilogram and the $29.12 at which one large firm purchased from its 
United States parent company--an example of the extent to which 
intercompany-transaction prices can artificially diverge from market 
prices. (2f). One kilogram could yield 2500 tablets of 400 milligrams 
each. Allowing for a wastage of 2 per cent, 2450 capsules would be 

the net output. At a price of $6 per kilogram, the packaging and 
finishing costs of $8.33 for 2450 tablets would bring the factory 

cost up to $14.33 per kilogram, neglecting any royalties which might 

be due. The packaging and finishing costs are based on the tabletting 
charge of $2.00 per thousand the the bottling charge of $1.40 per 
thousand, as given in the Report of the Kefauver Subcommittee. (Seqr 
The prices charged to the druggist for a bottle of 500 capsules of 400 
milligrams each varied from Ayerst's $31.50 to Empire's $7.50. (2g). 
Ayerst's total revenue would then be the equivalent of $154.35 per 
kilogram while Empire's would be $36.75. Assuming that a seller could 
obtain the drug at $6 per kilogram and sell it at Ayerst's price, 

the markup over factory cost would be 977 per cent; if sold at Empire's 
price, only 156 per cent. The constructive markups at retail over 
factory cost would be 1854 per cent and 412 per cent respectively. 
Assuming that one may compare these costs with prices of from $26.25 
(Horner) to $3.75 (Empire) to the druggist in June, 1965, the markup 
over cost would be 798 per cent for Horner and only 28 per cent for Empire. 
At retail, the constructive markups over factory cost would be 1696 per 
cent and 156 per cent. 

These estimates of the relationship of prices to costs are 
presented simply because there is a need for such a comparison, there 
are no other data available on which to base such a comparison, and it 
is preferable to make the most of the existing data rather than to 
present no cost-vs.-price evidence whatsoever. The relevance of the 


costs of 1959 to the prices of 1965 is simply unknown. What is of interest 
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is to note that factory costs may be less than ten per cent of the 
price to the druggist on the basis of these estimates; even if actual 
costs were twice as great, they would still be one-fifth or less of the 
price--a truly remarkable ratio in view of the experience of other 
industries. Of course it is true that not all products sold by drug 
firms have such large gross profit margins; furthermore, gross profit 
margins exceed net profit margins because of the necessity of incurring 
other expenses than factory costs. Nevertheless, it would be 
impossible under efficiently competitive conditions for any significant 
drug to sell for very long at prices ten times or more in excess of 
production costs; and it may be contended that the types of expenditures 
which fill in almost the entirety of the gap between the gross profit 
margin and the net profit margin are largely wasteful and are expended 
chiefly in order to keep the gross margin unnecessarily wide rather’ 
than to perform essential production and distribution functions. 

An approximation of the gross margin of a drug firm may be 
obtained by comparing the cost of goods sold to total sales revenue. 
Unless the firm's income statement can be carefully audited, the 
economist cannot be certain whether costs and revenues are being 
appropriately allocated or otherwise accounted for. Nevertheless, if we 
consider the 1965 income statement submitted to this Committee by 
Smith Kline §& French, it appears that only about 16 per cent of sales 
revenues were accounted for by the actual cost of goods sold. By way of 
contrast, sales promotion outlays were about 38 per cent of sales, and 
research and development only about 7 per cent. (7e). To be sure, 
other companies may have higher ratios of costs of goods sold to sales 
revenues. But one cannot be confident that unadjusted income statements 
provide a sufficiently precise measure of the ratio of the exact 
factory and other genuine production costs incurred, to the precise 
sales revenues obtained from selling these particular drugs. This is 
particularly problematic when dealing with the operations of international 
companies. For example, Parke-Davis claims that its 1965 cost of goods 


sold was 47.5-per cent of sales revenue for its Canadian operations, (7f), 
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but in its submission it includes its 1965 Annual Report to stockholders, 
which indicates that the cost of goods sold ratio for all operations 

in all countries was only 36.3 per cent of sales. The discrepancy is 
sizeable and one may infer that it is advisable to interpret 

financial statements of domestic subsidiaries of foreign parents with 
considerable caution. In other submissions to this Committee, Frosst 
indicated a ratio of 29.8 per cent (7g) while Roche designated 61.7 per 
cent of sales as the "cost of sales'' which includes everything except 
research and development, administration, and royalties and interest 
charges, and hence includes an unknown component of sales promotion 
andvotherscosts. © (7h). 

Even allowing for differences in definitions and measurement, 
the statistics presented to the Committee on ''Key Business Ratios in 
Canada" in 1965 from Dun and Bradstreet of Canada, Ltd., (7i) show 
that the ratio of the cost of goods sold to sales is lower in the drug 
industry than it is in any of the fifty other manufacturing industries 
listed, with the single exception of soft drinks. The drug industry 
ratio of 49.1 per cent is 36 per cent lower than the ratio of 73.7 per 
cent for all manufacturing firms, and 26 per cent below the ratio of 
69.1 per cent for all companies grouped together. This large gross 
margin also permits a relatively quite high ratio of profits to 
tangible net worth (preferred and common stock plus net surplus minus 
intangibles): 21.93 per cent, which is the sixth highest ratio among 
the 51 Industries listed. Since a total of 224 firms were included 
in arriving at the ratios for the "pharmaceutical preparations" 
industry, it is likely that the relatively higher cost of goods sold 
ratios for the smaller firms increased the industry ratio to 49.1 per 
cent, a level which may be above that of the average of the largest 
firms considered as a group. Conversely, the inclusion of the smaller 
firms may have had a depressing effect on the ratio of profit to tangible 


net worth. 
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Further indications of the low level of production costs 
relative to prices may be obtained by a study of the relationship of 
prices to the druggist and bid prices in competitive bidding for sales 
to hospitals and public agencies. As investigations in both Canada 
and the United States have shown, competitive bidding may very greatly 
reduce the price of unpatented drugs, or drugs the patents for which 
have been widely licensed, while reductions in price for patented drugs 
are typically very slight. In the United States, the Military Medical 
Supply Agency has been able to purchase a bottle of a thousand 
25-milligram tablets of the tranquilizer reserpine for as little as 
Sl cents, while the price of the patent holder, CIBA, was $39.50 to the 
druggist. CIBA itself when questioned by the Kefauver Subcommittee 
about this price spread, claimed that it had not recovered out-of-pocket 
costs on its low bids, but this is hard to accept, particularly in'view 
of CIBA's subsequent even lower bids. Later during the Kefauver hearings, 
McKesson and Robbins ee that its full cost of producing for this 
drug was 63 cents; the larger volumes sold by the patent holder might 
have enabled it to experience costs lower than 50 cents. (ll, Dis» 21Loa9) 

In Canada, the Green Book shows that the University Hospital 
in Edmonton, in response to tenders in 1959 was able to obtain a 43.2 
per cent discount off the regular hospital price (which in turn was 
about 8 per cent below the price to the retail pharmacist) for Bristol's 
brand of tetracycline for an order of 20,000 bottles. For Schering's 
brand of prednisone, the discount off regular hospital price (which 
in this instance already reflected a 49 per cent discount off the 
price to the pharmacist) was 76.9 per cent, the order size not being 
specified. In the case of the latter drug, where patent protection had 
not been obtained, the price to the hospital was only about 12 per cent 
of the price to the druggist. (li). 

Appendix D to this submission consists of several schedules 
relating to the prices of certain drugs to various buyers in Alberta in 


1966. The drugs concerned belong to four groups; Antibiotics, 
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Corticosteroids, Ataractics, and Oral Anti-diabetics. The prices given 
are those quoted by various brand name and generic name suppliers to the 
University of Alberta Hospital at Edmonton, and in the case of ataractics, 
to the Alberta Department of Health. Prices are also given, where 
available, to wholesalers, retail pharmacists, and final consumers. 
Manufacturing cost data is taken from the Green Book for those drugs 
for which it was available at that time. 

An analysis of these data will reveal several interesting 
features. Table I, below, indicates the contrast between the maximum 
percentage discounts off consumer list price allowed on various drugs by 


brand name and by generic name drugs. For brand name antibiotics, 


il 
discounts allowed range from 55 to 86 per cent; for generic name 
antibiotics, the only observation reported shows a discount of only 
34 per cent. One reason for the smaller discount allowed by the generic 
seller is his relatively much lower consumer list price; it should not be 
assumed that because the discount allowed off list price is smaller for 
the generic firm, the brand name firm's price is lower. On the contrary, 
reference to Table II will indicate that the ratio of the lowest price 
quoted by a generic name drug supplier to the lowest price quoted by a 
brand name supplier, for purchases by the University Hospital at 
Edmonton is only 23 per cent in the case of tetracycline. 

Table I shows that in the case of corticosteroids, the 
largest discounts allowed by brand name drug sellers ranged from 46 to 96 
per cent; for generic drugs, three observations were recorded, at 29, 40, 
and 83 per cent. For ataractics, the range was from 43 to 91 per cent 
for brand name drugs, and from 30 to 39 per cent for generic drugs, on 
price quotations to the University Hospital at Edmonton. For quotations 
to the Alberta Department of Health the discounts were larger in all but 


two instances, ranging from 61 to 91 per cent for brand name drugs. The 


In Table I, only the maximum percentage discount allowed from consumer 
list price by one particular seller among all listed sellers of a 
particular drug is ordinarily listed. To obtain prices for comparable 
quantities, the per unit price of the quantity closest in magnitude to 
the basis for the Hospital or Government bid (usually 1000 tablets) is 
adjusted proportionately. 
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larger discounts received by the Alberta Department of Health apparently 
do not reflect larger quantity purchases, since the prices quoted are 
generally for lots of a thousand, regardless of total order size. It 
may be due simply to the greater potential bargaining power of the 
larger agency. For oral antidiabetics, two sellers of brand name 
preparations of tolbutamide quoted identical discounts of 70 per cent to 
both agencies, and for phenformin one seller quoted prices implying 
discounts of 55 and 66 percent to the two agencies. Comparative data 
for generic sellers of oral antidiabetic drugs are lacking. 

Table II shows that in no instance did the lowest price quoted 
by the brand name supplier undercut the lowest price quoted by a generic 
name supplier as far as the data in Appendix D are concerned. For 

tetracycline, tolbutamide, and meprobamate the lowest generic price was 
only about one-quarter as high as the lowest brand name price. For 
dexamethasone, promazine, and prednisolone the generic prices were 
respectively about two-fifths, three-fifths, and four-fifths as high 
as the brand name prices. Only in the case of prednisolone did the 
brand name price closely approach the level of the generic name price. 

Table III shows the ratio of the manufacturing cost for a 
drug reported in the Green Book to the 1966 list price to the consumer, 
for 15 brand name drugs, 13 of which are sold by major firms. As mentioned 
before, the degree of comparability between the price and cost data is 
unknown because of the time elapsed since the cost data were compiled. 
Table III shows that the range of manufacturing costs as a percentage 
of consumer list price is from seven-tenths of one percent to 31 per cent, 
with a median of 12 per cent. Seven of the ratios have a value of less 
than ten per cent, five lie between 11 and 20 per cent, two between 21 
and 30 per cent, and the highest is 31 per cent. Table III does not 
necessarily constitute a representative sample of prescription drugs, 
but consists instead of a listing of cost price data for all drugs for 
which cost data is given in Appendix D. except for those drugs previously 


discussed 
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TABLE I 


I. BRAND NAME DRUGS: 
Maximum Percentage discount 
from retail list price allowed 


to purchasing agency: (1966) 


Name of Firm 


Name of Drug 


University Alberta Dept. 
Hospital of 
Edmonton Health 
Antibiotics: per cent per cent 
Erythromycin Abbott 68 
" Lilly 55 
Novobiocin Merck So 
Tetracycline Nadeau 86 
Chlortetracycline Lederle Ci 
Chloramphenicol Intra 77 
Cycloserine Roche U 
Corticosteroids: 
Prednisone Schering 96 
Prednisolone Schering 91 
Triamcinolone Lederle 35 
Dexamethasone Merck, Schering 52 
Methyl prednisolone Upjohn 46 
Tranquilizers: 
Promazine Mowatt and Moore 91 91 
Chlorpromazine Poulenc 80 84 
Trifluoperazine SKF 49 
Hydroxyline Pfizer 51 
Tranylcypromine SKF 46 65 
Thioridazine Sandoz 57 67 
Triflupromazine Hcl Squibb 46 70 
Phenylzine Dihydrogen 
sulfate Warner-Chilcott 43 61 
Meprobamate Wyeth 68 60 
Promethazine Poulenc 59 68 
Prochlorperazine Poulenc 50 68 
Chlordiazepoxide Elliott-Marion 68 
ts Roche 63 67 
Diazepam Roche Oe) 63 
Oral Antidiabetics: 
Tolbutamide Hoechst; Horner 70 70 
Phenformin Arlington-Funk 55 66 
II. GENERIC NAME DRUGS: 
Antibiotics: 
Tetracycline Gilbert 34 
Corticosteroids: 
Prednisone British Drug Houses 83 
Prednisolone Bell-Craig 40 
Dexamethasone Gilbert 29 
Gil 
Tranquilizers: 
Promazine Gilbert 30 
Meprobamate Gilbert 39 
Source: Appendix D. 
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TABLE II 


Ratio of lowest price quoted by generic name drug supplier to lowest 
price quoted by brand name drug supplier, to the University 


Hospital, Edmonton, Alberta, 1966 


Tetracycline 23 per ‘cent 
Prednisolone 81 
Prednosone OF, 
Dexamethasone 42 
Promazine 65 
Tolbutamide 28 
Meprobamate 25 
TABLE III 
Drug Producer Ratio of Manufacturing Cost 


Reported in Green Book to 1966 


List price to consumer 


Antibiotics: 
Erythromycin Upjohn 12 per cent 

u Merck 29 
Cycloserine Roche 30 

u Lilly 31 
Tranquilizers: 
Promazine Wyeth o 

Mu Intra ts 

au Mowatt and Moore 18 
Chlorpromazine Poulenc 15 
Perphenazine Schering 7 
Trifluoperazine SKF 1 
Hydroxyline Piaizer. 0.7 
Thipridazine Sandoz 17 
Triflupromazine Squibb 8) 
Meprobamate Wyeth, Horner 4 
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These lower prices to hospitals and public agencies reflect 
several factors: (1) certain economies of large scale selling, such that some 
costs are reduced for such transactions; (2) the hospital's exemption 
from federal sales tax in itself should allow hospital prices to be 
reduced by about ten or eleven per cent below the price to the 
druggist; and (3) the presence of potential price competition among 
sellers, which usually becomes effective to the extent that small 
generic-name sellers are able to compete with the large firms. Usually 
this is possible only in the absence of patents. 

It has been argued that sales to pharmacists at high prices 
make possible the sales to public agencies at lower prices, and hence 


the former sales '"'subsidize'' the latter. If by this it is meant that 


p 
e6 


the latter sales are actually made at a loss, then I believe the 
contention to be generally incorrect. Production costs are apparently 
so low that very substantial reductions can be made without eliminating 
profits. Furthermore, a company can always add to its total profits by 
selling goods at special low prices, provided that these prices are 
above marginal or out-of-pocket costs incurred in order to make the 
sale, and further provided that the lower prices received on the 
particular transaction do not affect prices received in other markets. 
To the extent that firms have excess capacity they may be more keenly 
motivated to increase the rate of output and spread the overhead cost 
of excess capacity over a larger level of production by taking special 
orders at price levels exceeding out-of-pocket costs incurred by such orders. 
Again, if costs of making sales through hospitals are lower 
than through druggists because of large unit purchases, then there is no 
discrimination between distribution channels if the same general 
schedule of quantity discounts is available for both types of, 
distributors. (Discounts offered do not have to be identical, since 
hospital sales may involve cost savings over and above those relating to 


quantity purchased alone.) On the other hand, the exemption of hospitals 
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from sales tax does act to discriminate between distributive outlets-- 
but this is not due to actions taken by the drug firms. Still, price 
differentials may easily exceed those which would be due to the 
combined effects of large quantity orders and sales tax exemption. But 
the seller who charges the highest price he can obtain in two separate 
markets is not necessarily subsidizing one market at the expense of 
the other because he can exact a higher price from one type of buyer 
than from the other. In economic terms he is just taking advantage of 
the separation of the two markets to discriminate in price between 
buyers. If he cannot make a profit in one market, there is no reason 
why he should lose money just to subsidize it, when he can simply refuse 
to bid at competitive levels--as many large firms apparently do in 
the bid markets. (The contention that firms are willing to lose money 
on bids in order to get their drugs used in hospitals and convince 
physicians of their quality is probably to be rejected as a rationalization 
for low bids. The myriad of other sales promotion activities will 
ensure that the doctors become aware of all brands.) 

The bid market is separated from the retail prescription market 
in that public agencies which buy drugs at low prices do not resell them 
at slightly higher prices to pharmacists. The demand for drugs on the 
part of retail pharmacists is derived from the demand of the drug buyer, 
which of course is extremely inelastic with regard to price. Retail 
pharmacists can afford to pay high prices because they can charge high 
prices to buyers, in the interests of maximizing profits. The demand 
on the part of hospitals and other public agencies is differently 
constituted. Being non-profit agencies, they operate within a general 
budget, and while they are not directly concerned with selling 
individual items in accordance with scales of particular charges, they 
are concerned with lowering total operating costs and keeping within 
budgets. Their purchasing agents may also take a professional interest 
in economical buying. But the most important distinction between the 
demand for drugs on the part of the retail pharmacy and the public 
agency is that the latter can solicit price competition among sellers, 


while the former have little ability to do so, and also relatively 


25611—13 


2476 DRUG COSTS AND PRICES Feb. 14, 1967 


a Sipe 

little interest because they can readily pass on higher prices to drug 
buyers. With demand much more elastic in the bid market, drugs produced 
at a given cost level will sell at prices much closer to costs. With 
certain costs lower in the bid market, such as some distribution costs 
(and the sales tax), supply prices will be lower. Hence with more elastic 
demand and lower supply costs in the bid market, it is to be expected 
that bid prices will be lower, to the extent that rival suppliers can be 
induced to engage in price competition with each other. But if the 
possession of patents precludes the entry of rival suppliers from the 
market, the demand situation in the bid market may be as inelastic as in 
the retail market. 


f. Sales Promotion Activities. 


Economists are fond of making a distinction between 
informative (or factual) advertising, and persuasive (and perhaps less 
than factual) advertising. In an efficiently competitive drug industry, 
advertising practices and other sales promotion strategies would be 
adapted so as to take advantage of the structure of information needs 
and the abilities of the individuals involved to absorb information, in 
order to minimize the costs of providing the necessary information. The 
fact that ethical drugs are ethical in the sense that they cannot be bought 
over the counter, but must be prescribed by physicians would seem to 
minimize the temptation to engage in advertising since advertising direct 
to consumers would not be productive of sales. Three characteristics 
of physicians are also important. They are highly trained at medical 
schools. They are on the average extremely busy--there are many demands 
upon their time. And on the average they are very prosperous, with 
income levels well above the median. Because of his interest and training, 
the physician is quite capable of appreciating and responding to purely 
informative technical and factual releases concerning drugs, and need 
not be enticed and cajoled into responding to the sort of purely 
persuasive advertising appeal to which so many physicians have publicly 


objected, and which Dr. Howe of this Committee has declared to be 
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insulting. Cer Since doctors are busy, the time that they can 
spend in reading and evaluating information on drugs is limited. In 
brief, it is in the physician's interest in every way professionally, 
financially, and as a citizen--to keep well informed on developments in 
drugs. This can best be accomplished by disciplining the flow of 
information, making factual communications more concise, limiting purely 
promotional propaganda and superflous communication, and eliminating 
entirely the possibility of misinformation. Physicians should rely on 
completely unbiassed sources of information, and since they profit from 
the availability of good medicaticns, shculd be expected to pay the 
costs of being supplied with adequate drug information. Through the 
purchase of official compendia and subscription to independent 
newsletters, the conscientious physician could keep abreast of at least 
the most important developments in his specialty with less time spent 
and more confidence in the quality of the information conveyed than is 
now the case. 

Drug firms have defended their sales promotion outlays as 
"postgraduate medical education.'’ But it is inescapable that commercial 
bias is the fundamental principle informing this "education", and such 
conditions should be recognized as insupportable. If drug information 
were provided by unbiassed sources, there would seem to be no purely 
economic or therapeutic reason for drug firms to incur any sales 
promotion outlays in connection with physicians as prescribing agents, 
as long as the firms refrained from engaging in mutually offsetting sales 
promotion campaigns designed to facilitate rivalry in the absence of 


price competition. How is adequate drug information to be provided by 


A rather different view was taken by the Canadian Pharmaceutical 
Manufacturers Association in their 1961 brief; there is no need to 
characterize it since it speaks for itself: "Visually, the so-called 
flamboyant pictorial style used in journal advertisements is not as 
unusual as it may appear to the uneducated eye. An advertisement to 
gain readership must be more than a box of black type. It must carry a 
pleasant layout of copy, and to a higher intellect such as a professional 
man this layout must be in extremely good taste.'' (emphasis supplied) (21). 
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independent sources? Admittedly, official compendia are published 
infrequently and hence may not include the latest drugs. Even this may 
not be a drawback if, as has been suggested, new drugs typically owe 
their success more to skillful promotion than ta, true advantages in use. 
Independent newsletters may be more timely; one such publication, 

The Medical Letter is already in existence, published in the United 
States. It has been suggested that such a publication be undertaken 
under public auspices; such a recommendation was made in the Hall 
Commission report, and such a publication actually exists in the United 
Kingdom, where it is made available free of charge to the physician. 

The latter feature may be desirable in view of the deplorable performance 
of doctors in the United States, only about 15 per cent of whom bothered 
to subscribe to The Medical Letter. 

No matter how the information service is financea, it will result 
in savings if it is combined with reforms to lower drug prices and 
eliminate the ability of drug firms to promote their products as 
extravagantiy as is their custom. The costs of even an elaborate drug 
information reporting system, such as has been proposed where doctors 
would be obligated to relay information on adverse reactions to a 
central data centre, would surely avn ede short of present levels of 
cote promotion. At present, drug firms subsidize the physician by 
providing him with information and propaganda, the bulk of which may be 
unwanted as well as in varying degrees biassed and misleading «| The cost 
of this sales promotion is naturally passed on to the drug user in 
higher prices. Hence the physician is subsidized at the cost of the 


patient, a subsidy not needed by the physician (since he could pass on 


1 Many examples of misleading advertisements were unearthed during the 

Kefauver hearings. One of the best came from Upjohn. A circular, 
"Ulcerative Colitis," was mailed to physicians, featuring two full-page 
X-ray photos clearly designed to imply a dramatic recovery in a patient 
before and after the use of the advertised drug. Upon inquiry to the 
firm's medical director, it developed that the two X-rays were of 
entirely different persons with qualitatively different disease 
conditions, neither of whom had even been treated with the advertised 
drug. 9c). 
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his own costs of keeping well-informed in his fees charged), largely 

not wanted, and arguably not justified, since it represents a transfer 
of income in favor of a high-income group and at the expense of a ae 
whose income is not only on the average lower, but whose ability to pay 
is reduced by precisely the circumstances responsible for seeking medical 
treatment: at least temporarily imparied earning ability, and 

increased expenses. If the physician assumes the costs of keeping 
himself informed, while these costs will be passed on to the patient, 
they will be much smaller in total amount than the thousand or more 
dollars per year per physician which drug firms are said to spend on 
marketing. If the information services are supplied at public expense, 
physicians and patients together will be subsidized by the taxpayer, 
which is at least a less objectionable arrangement than subsidy of 
physicians by drug buyers alone. 

It is plausible to assume that some, perhaps many, of the drug 
firms themselves are discontented with competitive needs to mount 
expensive advertising campaigns in order to maintain market position. 

If these expenses were not made, profits would increase since the drug 
buyer would in general not have his bargaining power increased by the 
ceasation of advertising, and there would be no reason to reduce prices 
just because marketing costs had declined. It is therefore not 
surprising to learn from the PMAC Submission to this Committee that the 
member firms are unhappy with their high marketing and distribution 
costs, and are even interested in the development of an independent medium 
to disseminate drug information. In this area, perhaps, induseey and 
reformist sentiment are approaching some reconciliation. The development 
of an independent information system would allow the virtual elimination 
of drug firm sales promotion budgets. But in itself it would not enforce 
such elimination. To Ws extent that it is the profitability of selling 
drugs at inflated prices which justified and motivates marketing outlays, 
reforms would be needed to institute genuine price competition which 


would eliminate excessive profit margins and thus eliminate both the 
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ability and the desire to engage in sales promotion rivalry. Even 
under actively competitive market arrangements, selling costs would 
probably not be reduced to zero, but if they were cut from 30 per cent 
of the sales dollar to about 3 per cent, then other things being 
equal, the sales price to the druggist would be cut by 27 per cent. 
If the druggist has a pricing policy which results in approximately 
doubling the manufacturer's price, the price to the drug buyer could 
be cut by the same 27 per cent. But the institution of price competition 
would be likely to cut profit margins as well, and force a reduction of 
excess capacity and its accompanying costs, together with reductions 
in the less productive areas of the research and development budgets. 
It is not possible to predict how large a reduction in prices may be 
compelled by drug reform, but the scope of such price cuts is not 
limited to the size of the sale promotion budget, the most frequent target 
of drug price criticisms. 

It is, however, in the area of marketing activities that the 
most conspicuous wastes of the drug industry become apparent. Physicians 
justifiably complain about the great bulk of direct mail advertising. 

As Mr. Lawrence Wilson pointed out before this Committee, the most 
unfortunate result of deluging the doctor with attractively printed 
trivia is making it unlikely for him to be able to detect any valuable 
information which may be buried in the great mass of propaganda. (7k). 
Hence, the effect of redundant advertising in increasing drug prices 
may be less socially harmful than its side-effect of rendering more 
difficult the enlightened practice of medicine. According to the 

PMAC Submission, even if we accept the cost categorizations which the 
manufacturers' own spokesman has devised, sales promotion expenses 
accounted for 30 cents in the industry's sales dollar, as previously 
Stated. The cost of research accounted for only about 6.7 cents; 
hence 4.5 times as much was spent on sales promotion as on research. 
Was this justified? under present market circumstances, certainly so. 
It is my view that executives in the drug industry, judging by the 


performance of those who have appeared before investigating committees 


, 
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in Canada and the United States, are extremely shrewd and astute, and 
are superlatively capable of managing their firms in the interest of 
Maximizing profits and the value of the stockholders' investments. 
Hence I take it that it is the experience of the industry that sales 
promotion is much more effective than research in producing profits--for 
every added dollar in sales revenue, 30 cents will be experided for 
sales promotion as compared with about 6.7 cents for research. 

There are several reasons for this. First, basic research 
will be relatively small in amount because of the external economies 
associated with it. Second, even applied research and product 
development are relatively unproductive except during the periods 
following major breakthroughs achieved in fundamental research, so it 
is not profitable to channel any very large share of available funds 
into this sort of activity. Third, and probably most important, sales 
promotion can substitute in large measure for both genuine price competition 
and for productive research. These points deserve considerable 
attention. 

As was observed by several physicians during both the Canadian 
and United States hearings, a drug embodying a genuine advance in 
therapy advertises itself. If highly effective and thus of real value, 
physicians themselves rapidly spread the news. This was the experience 
with insulin, penicillin, cortisone, and the sulfa drugs. But, in the 
words of one of these physicians, 


"the more a drug has to be peddled, the more one begins to 
wonder why." (9e). 


In view of these facts, one must admire the persistence of industry 

spokesmen in asserting that research costs are the reason for high drug 
prices. It is amusing to note that firms do not allocate the same share 
of their submissions to this committee to these two activities as they do in 
budgeting expenditures. In the PMAC brief, of a total of 92 pages of text, 
1l were spent on research and 9 on marketing, which adds up to 5.5 times as 
much emphasis on research relative to marketing in the submission as in the 
budget. Cyanamid devoted 15 pages to research and 10 to marketing in an 
80-page submission, or 23.3 times as much emphasis on research relative to 
the firm's ratio of expenditures on research to marketing costs. Cyanamid 
devoted 31% of its sales dollar to marketing and 2% to research.) 
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Dr. A. Dale Console, foraeunedi et director for Squibb, was most explicit 
about the relationship between unproductive research and the advertising 
budget: 

“advertising is called upon to make successes of research 

failures...The problem arises out of the fact that they market 

so many of their failures."' (4q). 

Almost any drug will sell, if promoted intensely enough, at 
least for a while. Drug firms complain of the high rate of obsolescence 
of drugs, and argue that such risks justify high profit rates. The 
argument is not irrelevant under present circumstances, but the risks 
of obsolescence are not inherent but result from the way in which drugs 
are developed and promoted. High risks do not justify high profits in 
this instance because the risks and profits are both symptoms of the same 
disease: sales promotion rivalry substituting for price competition. 

The chief reason for the high turnover rate among drugs is, I suspect, to 
be explained along these lines: advertising alone can sell physicians 

on a drug, if intensive enough, but any number can play at the 
advertising game, especially when brand names can be used to obscure the 
relationship between or even the identical nature of nominally unique 
substances. The greater the accumulated experience with a given drug, 
however, the more likely it is that its untoward actions will become 
known. Boneraaie the rate at which new products is introduced is as 
great as the rate at which publicity is given to the mischief caused by 
existing products, the sales of the new products will increase as that 

of the old products declines, so that the total cash flow need not suffer. 

On the other hand, as any businessman knows, advertising 
rivalry can substitute--perhaps entirely--for genuine price competition. 
Price competition is a good servant to the consumer, but a harsh master 
to the producer. Hence sellers tend to avoid it as much as possible 
under normal circumstances, and it generally prevails only where it is 
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} Im the United States, brand-name sellers had to be compelled by law to 

give proper prominence to generic names in advertising. But brand-name 
sellers do have their uses for generic names. A firm, for example, may 
advertise by brand name, but issue warnings under the generic name only. 
Pfizer and Wyeth adopted this Opaque tactic for a triacetyloleandomycin 
warning. (9f). 
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forced upon them by the structure of the market: numerous small 
sellers, none dominant; no collusion; no barriers to entry of new firms 
or expansion of existing firms. Where sellers are fewer and larger; 
where barriers exist to entry by new firms; where legal devices exist 
to facilitate a community of interest in price and production policies-- 
under these circumstances, the forces which compel producers“ to 
undertake active price competition will be so weakened that rival 
firms will attempt to maintain or enlarge their share of various 
product markets by raising costs instead of lowering prices. 

Advertising is inherently less destabilizing an arrangement 
than price competition. Some segments of the market may be loyal to a 
given brand even in the absence of advertising; other segments ,can be 
induced to prescribe only by increasingly provocative sales appeals. 
In general, sales can be increased by increasing advertising coverage, 
attracting new buyers while retaining the old, and perhaps even 
reinforcing their allegiance to the product. In the case of price 
competition, however, even though there may be a substantial segment of 
the market which is not highly price-sensitive and would buy the product 
at relatively high prices, in order to attract additional and 
price-sensitive customers, the prices which all customers pay must be 
reduced. Under such conditions, the controlling considerations relate 
to the price sensitivity, or price elasticity, of the total market 
demand for the product, and the expected price elasticity of the net 
demand schedule which the prospective price-cutter estimates that he 
will face after all his rivals have consummated their reactions to his 
price reduction. Only if demand promises to be quite sensitive, or 
relatively elastic, in response to price reductions, will a particular 
rival feel justified in gambling on a price cut. Even so, one or two 
moderate price reductions will ordinarily be sufficient to traverse the 
region of sufficiently elastic demand and hence to exhaust the possibility 
of further consumer-benefitting price reductions by the rivals. 

The major difference between the two strategies is therefore 
that price competition benefits consumers through lower prices and higher 


output, while it reduces the profit levels of producers to competitive 
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rates--an outcome consistent with maximum efficiency of resource 
allocation in an economy. But rivalry in extravagant marketing 
campaigns raises costs and prices, benefits advertising media at the 
expense of consumers, and possibly also at the expense of company 
profits, and keeps the total consumption of the products of the 

industry at relatively low levels. In fact, the effects on profits of 
the two strategies may be the same in the long run: initially high 
rates of return on investment serve as a stimulus to efforts to 

increase output and market share; price reductions will directly 

reduce profits to equilibrium competitive levels; increased advertising 
budgets, which are mutually offsetting in the same way as competitive 
price reductions, except that they do not reduce este to consumers and 
increase quantities produced and consumed, may eventually reduce 

profits to no more than competitive levels. Hence, monopoly prices 

may not necessarily mean monopoly profits, but simply excessive sales 
promotion budgets. A monopolist does not always make monopoly profits-- 
he does so only to the extent that he is efficient, and one of the great 
attractions of monopoly is that it reduces or largely eliminates the 
penalties which a competitive market imposes on inefficiency. 

It should be noted in passing that while price competition 
benefits consumers and while advertising rivalry may benefit no one 
except to the extent that it attracts more resources into the advertising 
industry, it is not suggested that monopolistic rivals are motivated 
by the desire of private gain at the public expense, while competitive 
producers are motivated solely to serve society. The producers! 
motivations do not differ. Competition is always a competition in the 
hope of establishing a monopoly, but where the structure of the industry 
rules out the possibility of monopoly, the ambitions of competitors must 
fail of fulfillment. The task of public policy is to adapt market 
structures in such a way as to preserve the vigor of competition while 
securing the public against the dangers of monopoly power on the part 


of the too-successful competitor. 
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But in the marketing context of the drug industry, excessive 
sales promotion budgets serve still another important function, in 
addition to bolstering the market appeal of products of indifferent 
quality, and substituting for price competition: they create a major 
barrier to entry. In most industries where the market is shared by a 
relatively small group of non-competitive rivals, the number is kept 
smali by virtue of the economies of large-scale production, such that 
the capital requirements for new entry into the industry on a 
sufficiently large scale to permit efficient low-cost mass production 
are in themselves a formidable barrier to entry. In drugs, the bulk 
powder of the active ingredient in unpatented drugs can often be obtained 
or produced at very low cost, and certain finished dosage forms can be 
prepared and sold at prices no more than about ten per cent as great as 
the prices which the major brand-name firms are able to impose. But 
the nature of the prescription drugs market is such that the availability 
of these lower-priced drugs must be brought to the attention of the 
prescribing physician. Here is a case where merely informative, as 
opposed to persuasive, advertising is needed. But the vast scale of 
advertising by the major firms tends by its very bulk to obscure the 
existence of informative price lists sent out by small firms who do 
little if any acver tists 7 Hence, the drug firms have created 
economies of large-scale marketing where none exist in production, 
and by this means have prevented the products of small lower-priced 
generic name sellers from coming to the attention of the physicians. 

This is serious enough. But there is yet another way in which 
massive sales promotion puts the small firm at a disadvantage. 


Eventually, the existence of reasonably-priced drugs may come to the 


Mr. Seymour Blackman of Premo Corporation testified during the 
Kefauver hearings that his firm had tried to market its products 
in competition with major firms, but the contest was an unequal one, 
since his modest sales promotion efforts attracted no more attention 
than might be given to "'a spark in a vast conflagration" of advertising 


messages. (4k). 
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attention of the physician, and he may wonder how it is possible for a 
tiny firm to undersell a giant by perhaps a ten-to-one price ratio. 

Here is where the large firm has a great advantage. One reason why 
major firms spend so much on travelling salesmen (detailmen) is that 
their sales messages, unlike those contained in’ journal and direct mail 
advertising, are not communications of record. The testimony given 

by several physicians and medical educators during drug industry 
hearings in North America leads one to suspect that one of the most 
indispensable functions of detailmen is their ability to disparage, with 
relative impunity, the quality of the products produced by small generic- 
name sellers. I say "with relative impunity" because disparagement of 
the quality of a competing product is considered illegal, not only 

under common law, but specifically under the Trade Mark Act in 

Canada and under Section 5 of the Federal Trade Commission Act in the 
United States, where "unfair methods of competition in commerce! are 
prohibited. This sort of activity could not be carried on as safely 

or effectively through the media, of communications of record. This 


may be one of the major reasons why major drug firms spend about as much 


on detailmen as on all other types of sales promotion combined. (6d) ., 


During the Kefauver Hearings, Dr. Frederick Meyers of the University 

of California Medical School testified as follows regarding the 
names in which drug firms adapt sales promotion strategies to the 
opportunities offered by different media: 


"they conform to the minimum standard of the medium being 
used at the time. If a medical journal has a certain 
standard they will meet it, their detail men, their salesmen 
who are subject to no such discipline, will slide down a few 
notches, for example" 


The disparagement, in general terms, of the quality of low-priced 
drugs is not, of course, limited to detailmen. High officials of 
major firms and trade associations have used investigatory hearings as 

a forum for disparagement efforts; the present Committee has been 
exposed to an unusually vivid account of the alleged shortcomings of 
so-called "copiers" and ''counterfeiters", and at unusual length. But 
such efforts are probably most effective as between detailmen and 
individual physicians over a long period of time. The following 
instances are illustrative of the uses of disparagement: 


Patty re 
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(1) Dr. Solomon Garb testified betore the Ketauver Subcommittee: 

"Although our students had been told by their teachers 

that generic names were preferable to brand names, in the 
first year of the project, a single session with a 
detailman apparently convinced about half the students 

that brand name prescriptions were better...In essence, 

they pointed out that products made by an unknown 
manufacturer may be impure, or of erratic potency..." (4m) 


(2) Disparagement may be directed at one particular drug. 
Dr. Howe of this Committee stated that a detailman criticized 
the efficacy of a rival brand of penicillin relative to that 


of his own firm after having searched drug store prescription 
records to ascertain which brands Dr. Howe had prescribed. (7m) 


If the physician can be induced to suspect the quality of all low-priced 
drugs, then the potential price competition which could develop in areas 
where drugs are unpatented is largely nullified. Not completely nullified, 
fortunately, since there are some areas in the drug market where 
better-informed purchasing agents buy from qualified sellers on a 
price basis. But the individual physician is vulnerable to having his 
confidence in low-priced drugs undermined by disparagement since he is 
not in a position personally to evaluate the quality of the drugs he 
prescribes. As in any case where the buyer lacks full information on 
the nature of the product at the time of purchase, selling efforts take 
on some of the aspects of a ''confidence game"' where the buyer is induced 
to take the seller's word that not only is his product satisfactory but 
far superior to those of his rivals. Naturally the past reputation of 
his firm is portrayed in a favorable light, while the unknown and hence 
allegedly dubious reputation of smaller sellers is hinted at. Since the 
technical details of producing safe and effective drugs are within the 
province of competence of both large and small sellers, the "reputation" 
In an effort to misdirect attention from generic names to brand names, 
the National Pharmaceutical Council in the United States published an 

educational booklet entitled ''Twenty-Four Reasons why Prescription Brand 
Names are Important to You''. Dr. Walter Modell, Professor at Cornell 
University Medical College and chairman of the Formulary Committee of 
the New York Hospital, gave his critique of the book: 

"Everything in here is true. These are just a list, as I said, 

of truisms. Reliability does provide all of these things, but 

these are not secrets. Anyone who is conscientious can do this. 
Contending that all the alleged superiorities of brand name drugs made by 
the larger firms over generic drugs sold by smaller firms were specious, 
Dr. Modell insisted that the capabilities claimed to be monopolized by 
brand name firms were in fact the common property not only of small firms 


as well as large, but even of well-trained individual pharmacists who 
might extemporaneously compound drugs. (4n). 
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to which the saleman refers is determined almost wholly by the impack 
of massive and long-term advertising and other sales promotion devices. | 
Hence a low price in itself becomes associated in the physician's mind 
with low quality. Only an agency which is able to determine for itself 
the quality of the products of both high and low price sellers will 
become immune to disparagement efforts. This is the most important 
reason for insisting upon providing the Food and Drug Directorate with | 
sufficient authority and funds to guarantee the quality of all drugs | 
offered on the Canadian market. 
Actually, there is very little reason to suppose that low 
price means low quality. Both brand and generic name drugs must meet . 
official standards listed in authoritative compendia. Experts have 
testified that there is no therapeutic gain realized by producing to | 
purity standards exceeding official standards. (4n). The products . 
produced by brand and generic name manufacturers are subject to the 
same inspection procedures; each will be held to the same standards. A 
small producer is even more strongly motivated than a large producer to 
conform to requirements, since the impact of a given fine for violation 
will be much more serious to his finances. This danger should outweigh 
any financial advantages which might be realized by economizing on the 
content of the active ingredient or on quality control. Official standards 
will specify a certain range of tolerated fluctuation about stated 
potency, for example, 90 to 110 per cent. But the cost of the active 
ingredient in a given drug is typically only a small part of total cost, 
and the cost saved by orienting the production process to produce an 
average content of 90 per cent rather than 100 per cent stated label 
potency would only save a fraction of this small part of total cost; 
furthermore it would result in the production of a substantial number of 
violative drugs and would expose the firm to fines and other sanctions by 
the inspectors--which would clearly not justify the risk. 
Nor is quality control so costly as to be a monopoly of the 


larger firms. One of the few differences in the defenses adopted by drug 
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firms in the Canadian and United States investigations is the relatively 
greater emphasis on quality control expressed at the Canadian hearings. 
Efforts to justify high drug prices by reference to the magnitude of 
research budgets are, to say the very least, overstated; but efforts to 
justify prices in terms of the cost of quality control border on the 
ludicrous. Admitting the difficulty of isolating quality control costs 
as distinct from general manufacturing costs (which raises the question 
as to why the firms are so interested in the distinction), the 
estimates of quality control costs as a per cent of the sales dollar in 


1960 in Canada are given in the Green Book as ranging from 1.21 per 


cent to 4.2 per cent for samples of from 22 to 35 of the largest firms. 
(2j). For smaller, lower-priced firms the ratio would probably be 

' somewhat higher, but would still not be a controlling factor in costs. 
Neither small nor large firms can dispense with quality control; the 
production of marketable products requires it. Yet large firms discuss 
their quality control programs in such a way as to suggest that (1) 
as a philanthropic gesture they are gratuitously undertaking to provide 
the public with quality-controlled drugs, while smaller firms need 
not do so; and (2) that quality control in the drug industry is different 
and superior in kind from quality control in other industries. Neither 
suggestion is valid. Once a firm decides to produce drugs and sell 
them in an inspected market, it becomes impossible to do without some 
means of quality control. During the fermentation of a batch of 
ingredients designed to produce antibiotics, constant quality control 
is a necessity, not in the interests of pampering the eventual drug 
buyer by over-insuring quality per se, but for the purpose of avoiding 
contamination and hence sustaining a loss on the entirety of the work 
in process. Furthermore, quality control is of more than passing 
importance in other industries as well. In the automobile industry, for 
example, the quality of moving parts produced subject to very close 
tolerances, such as crankshafts, is a matter of not inconsiderable 


importance to car buyers. Yet car makers do not feel compelled to justify 
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the prices of automobiles by eOnstant reference to quality control costs; 
these costs are after all incurred in carrying out routine and mechanical 
processes which are largely taken for granted. That drug firms publicly 
celebrate their inability to take processes for granted may--or may not-- 
be cause for reassurance. 

Moreover, most small firms buy drugs in bulk form from large 
firms, and merely tablet and package the finished dosage forms. They 
may even simply package bulk tablets, or even merely put their label on 
unlabelled bottles of finished dosage forms. Pejorative comments by 
larger firms may often imply some criticism of their own bulk drugs or 
finished dosage forms, as sold by smaller firms. 

Possibly the best argument why quality differences might be 
expected to exist between high priced and low priced drugs is the 
contention that the Food and Drug Directorate is underfinanced, understaffed, 
and unable to make sufficient inspections. It is in the interest of 
the higher-priced producers to overstate this case. It is also true 
that a shortage of inspectors implies insufficient inspection of the 
facilities and products of large as well as small producers. Hence the 
remedy to the problem of insufficient inspections is not to prohibit or 
discourage by propagandistic activities the sales of drugs at lower 
prices. This would merely increase the monopoly power of large firms 
in those few areas of the market in which price competition exists, and 
would accordingly increase that part of the profits of the large firms 
which constitutes monopoly returns. Furthermore, it would not remedy 
the insufficient scale of inspection of large firms. 

The obvious remedy is to provide fully adequate inspection. 

It has been objected that this would cost too much. But the benefits 
are certain greatly to exceed any costs. I do not have available any 
data which would allow a cost-benefit analysis in the Canadian context, 
but the statistics relating to the United States indicate clearly the 
order of magnitude of prospective costs and benefits. In 1958, the net 


profits before taxes earned by the 22 largest drug firms in the United 
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States amounted to $562 million. Food and Drug Administration 
Commissioner Larrick estimated that it would take a budget increase of 
$3,418,000 to obtain adequate inspection. A reduction in drug prices 
sufficient to cut drug firm revenues by $7.121 million would of course 
cut before-tax profits by $7.121 million. With the tax rate at 52% 
at that time, this reduction in pre-tax profits would have cut tax 
receipts by $3.705 million. The net gain to the country would therefore 
have been the $7.121 million saved by the drug buyers, minus the $3.703 
million in reduced tax receipts, or the needed $3.418 million. Thus, 
if adequate drug inspection could establish confidence in lower priced 
drugs to the degree that the resulting competition would lower major 
drug firm prices by enough to cut total profits by as little as 1.27 per 
cent before taxes (if total profits are about 20% of gross receipts, 
prices might be cut by as little as % of one per cent), the savings 
realized would pay for the expanded enforcement program. In addition, 
the substantial benefits obtained from the elimination of inferior drugs 
would have to be included in appraising the value of an expanded 
enforcement program. 

Further drawbacks of the practices of massive advertising 
and brand-name prescribing include the consequences of such additional 
confusing of market information which results in not only obscuring the 
low-priced drug alternatives from the physician's view, but also in 
making it more difficult for the physician to identify the full range 
of substitute medications available for treating a given disorder. 
Suitably devised (and advertised) generic names might provide some guide 
in identifying pharmacologically related compounds; heavily advertised 
brand names suggest no such relationship, and the limiting case of 
confusion would occur when the physician may serially prescribe two or 
more brand name versions of an identical substance because the brand-name 
disguise has deceived the physician as to the identical character of the 
drugs. (on economic grounds alone, I regard contentions that different 
firm's preparations of chemically identical compounds are therapeutically 


significantly different as overstated and without real merit. If there 
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are different ways in which to capsule form, for example, of a 
particular drug can be prepared which significantly affect the therapeutic 
potential of the drug in treating certain disorders, it is not to be 
expected that firm A will produce a dosage form which is adapted to 
treating disorder X, firm B will produce one which is adapted to 
disorder Y, and so on. Instead, to the extent that there are significant 
market potentials in treating each of these disorders, or forms of a 
given disorder, each firm will tend to produce all of the varieties of the 
dosage form preparation. Differences may exist, but they are likely to 
represent secondary or marginal product differentiations.) 

That aspect of sales promotion which takes the form of the 
distribution of free samples benefits not only from having rival brands 
of the same drug being given different brand names, but also different 
colors and shapes. It is certainly enterprising of generic producers to 
duplicate the forms and colors of brand name drugs; other things being 
equal, it would increase the degree to which price competition might 
develop between different sellers of the same drug. While such duplicates 
might plausibly be called "copies", it is rather an unscrupulous use of 
language to call them "counterfeits" unless they illegally reproduce 
another firm's trademark or other uniquely distinguishing imprint on the 


dosage form itself... 


In this regard, it is rather amusing to observe that two types of 
public relations activities of major drug firms work rather at 
cross-purposes, and that this contradiction has apparently escaped 
detection by the co-ordinators of public relations strategies. On the 
one hand, disparagement--usually in general terms--is not limited to 
detailmen, but is engaged in by drug industry spokesmen from the 

vantage point of a variety of forums, and is directed against the 

quality of generic products. On the other hand, in order to create a 
sympathetic image of the large company as being persecuted by illegal 
competition, the danger of drug counterfeiting is repeatedly urged upon 
the public, and possibly the danger is exaggerated. Perhaps the 
intention is to confuse in the popular mind the image of the small firm 
as relatively unknown competitor, and as clandestine counterfeiter. 
Nevertheless, if one takes the trouble to pursue the implications of such 
pronouncements, it follows that one is safer to insist on generic drugs 
than upon brand name equivalents. Since counterfeiters would find it 
more profitable to produce ten-dollar bills than copper cents, it follows 
that the high-priced drugs of major firms would naturally be preferred 
subjects of counterfeiting, instead of the low priced generic drugs. 


1 
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2. Costs Incurred by Distributors 

In relation to profits and sales promotion outlays, distribution 
costs do not appear to be extremely high: the PMAC submission assigns a 
cost of 4.0 per cent of the sales dollar to distributing and warehousing 
costs. Naturally, not all of the distribution costs are included in 
this figure; only those distribution costs incurred by manufacturers are 
covered. Apparently the smaller firms rely more heavily upon wholesalers 
than the larger firms; nevertheless, no firm is said to rely entirely on 
its own facilities for all distribution of its products. Hence the 
4.0 per cent of the manufacturer's sales dollar covers an unknown 
percentage of total industry distribution costs. 

It is asserted that the large areal extent and low density 
of population in Canada necessarily means high distribution costs. While 
this is undoubtedly a factor, it is noteworthy that no attempts have 
been made by drug firms to make quantitative estimates of the influence 
of this factor on distribution costs. In the same general sense it is 
also asserted that the bilingual character of Canada tends to increase 
marketing costs. Again, while there is some point to this assertion, one 
is left in doubt as to the actual cost impact of this factor. Clearly, 
the mere facts that a country is large, thinly populated, and 
bilingual does not justify any and all levels whatsoever of marketing 
and distribution costs. It may justify some level of additional costs 
over, say, comparable costs in the United States, but no evidence 
beyond mere assertion has been provided. 

a. Wholesale Distribution. 

Distribution costs incurred by wholesalers cannot be 
estimated from available data, but it appears that net operating profits 
of drug wholesalers are not high, so that distribution costs would be 
closely related to the wholesaler's total revenues less cost of goods 

* sold. For 1957, for example, drug wholesalers made a net profit of 

1.45 per cent on sales, and ranked seventh among eleven types of 
wholesalers in regard to height of profit ratio on sales. While the 
profit ratio tells us nothing in the absence of data on turnover, the 


relatively low ranking compared with other retailers is probably 
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significant. (2k). Wholesalers spent only 0.14 per cent of total sales 
in advertising, and again ranked seventh of the eleven types of wholesalers 
in this regard. Little interest has been expressed in the efficiency 

of the performance of the drug wholesaler: and this may indicate 
reasonable satisfaction with the performance provided. In an efficiently 
competitive drug industry, the wholesaler would receive an operating 
margin which would reflect the market value ‘of the distribution services 
rendered. At present, for those drugs sold through wholesalers, the 
share of the wholesaler in the drug buyer's dollar would appear to be 
about eight and one-third per cent. Assuming that the suggested list 
price is $1.00, the price to the druggist will be 60 cents, and the 

price paid by the wholesaler will be 50 cents. But the prescription 
surveys of the Canadian Pharmaceutical Association show that the average 
prescription price represents a doubling of the druggist's cost, hence 
the prescription will be dispensed for $1.20, and only 10 cents of 

this is kept by the wholesaler. 

Of all the businesses engaged in the drug industry, the 
wholesaler operates in the most competitive market, relatively speaking. 
Drug manufacturers have their markets protected by patents, trademarks, 
tariffs and dumping duties, sales promotion practices, fewness of 
numbers and large average size. Druggists have a protected market 
because of the institution of brand-name prescribing and other 
prescription regulations which put the consumer at a unique disadvantage, 
plus the advantages associated with being a closed profession 
regulated by semi-autonomous professional associations which may be able 
to limit entry. But the wholesaler has no comparably strong bargaining 
position. There are relatively many relatively small wholesalers, and no 
real barriers to entry. If unsatisfied with the performance of 
wholesalers, drug manufacturers can integrate forward and sell directly 
to retailers. Similarly, groups of retailers, or even larger 
individual retailers, can integrate backward, as it were, and buy 


directly from the manufacturers. Hence the wholesaler must provide suitable 


Feb. 14, 1967 DRUG COSTS AND PRICES 2495 


NTS) = 
services, reasonably priced, or find himself out of business. This is 
not to say that there cannot be inefficiencies in drug wholesaling, but 
one would expect to find fewer at this stage of the industry than at 
any other. 

b. Retail Distribution 

Efficient competition in the retail distribution of prescription 
drugs would require price competition among sellers. Pharmacies are 
inherently rather small-scale in nature, and although reasonably 
numerous in urban areas, monopoly problems might arise in isolated 
areas unless there are alternative sources of supply, such as might 
be provided by mail-order service. Capital requirements pose no major 
barrier to entry, but no other barriers should be present if performance 
is to be competitive. All sellers should act strictly independently in 
regard to pricing policies; no formal or informal arrangements which 
would facilitate uniformity of action on price policies should exist. 
No need for keeping excessive inventories should be present. 
Prescriptions should be written in such a way as to facilitate the 
ability of drug buyers to stimulate price competition among 
pharmacists. The requirement that prescriptions be written generically 
would serve both purposes. Public inspection of drug products should 
be adequate to insure the quality of all drugs on the market. No such 
practices as "'coding" prescriptions should exist. There should be no 
barriers to the dissemination among buyers of information on the 
prescription drug prices of individual pharmacies. Buyers must be free 
to seek out the lowest-price seller, both for the original dispensing of 
a prescription, and for refills. Under these circumstances, prices would 
be reduced, inventory costs could be cut, the average quality of drugs 
improved, the efficiency of retail distribution of drugs increased, and 
the disadvantage under which the drug buyer presently labors could be 
greatly lessened. 

Under the existing circumstances, the market disadvantage of 


the drug buyer is extreme. The physician acts as the purchasing agent for 
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the patient, but does not ee for the drug. Hence the physician is not 
motivated to prescribe the least costly pipe them (or even to become 
aware of price) except to the extent that he may prudently calculate 
that the lower the drug bill, the more certain the expeditious 

payment of his own fees. (It is even possible that the doctors who 
prescribe the more expensive drugs may be accorded the greater 
prestige.) The patient who is burdened with a high-priced brand name 
prescription has no alternative at present but to pay the full price, 
or fail to purchase the drug, and thus be deprived of the benefit of 
the medical advice for which he is charged. To reduce the impact of 
possible ignorance of or indifference to drug prices on the part of the 
physician, two approaches might be pursued. Firstly, dissemination 

of information on the typical cost of a course of treatment with 
different medications. This might be a regular feature in articles 
evaluating the relative advantages of different drugs which would 
appear in independent newsletters. Legislation might also be passed to 
require that all drug advertisements prominently feature suggested 
retail prices, but there are disadvantages since it would not be 

legal to require that these prices be actually charged, it might 
facilitate price stabilization, and it might induce sellers to quote 
relatively higher prices than they expected that the average retailer 
might charge. On the other hand, some guide to prices is perhaps 
better than none; and the physician who is sensitive to the economic 
health of his patients could perhaps become aware of the relationship 
between suggested list prices and actual patient charges at various 


pharmacies, and convey to his patients information on the relative 


Dr. J. W. Reid, a medical practitioner in Halifax, made the following 

statements during the Restrictive Trade Practices Commission hearings: 
"...if I knew what the cost of a drug was, I might not 
PRESET IUDE Crt. 

But then qualified his answer: 

"] must say that we do become familiar with the cost of a drug 
as time goes on, and it does cause us a little thought, 
perhaps, but it does not interfere with prescribing." (lb). 
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markups or "professional fees" of different Pap Sarar ome Secondly, direct 
action should also be taken to institute price competition and thus 
reduce the level of all drug prices, so that even non-price-conscious 
physicians would not run the risk of imposing economic burdens on 
patients by prescribing in ignorance of relative prices. Such actions 
would include eliminating all the various barriers which make it 
difficult for small, lower priced producers to compete in the market 
with large and higher priced sellers. These measures are discussed at 
length in Chapter III of this presentation. 

Optimal economic efficiency in the dispensing of drugs would 
require that the mark-ups which the retailer places on drugs be determined 


by price competition among sellers., Hence the mark-up should be at the 


Z. 
‘minimum rate above cost which is consistent with the retailer's cost of 
distribution, including a competitively determined rate of return on an 
appropriate level of investment in inventories and other facilities. 

In general, the larger the volume of business of an individual seller, 
the smaller his investment per dollar of annual sales, and the lower the 


rate of necessary markup over cost. The druggist who lowers prices 


beneath the levels of his rivals may find that the resulting increase 


l As a college professor, I am concerned in the only other market I know 
of which bears any resemblance to prescription drugs. Professors may 
be said to "prescribe'' textbooks for their students. But students have 
certain alternatives not open to drug buyers, such as textbook sharing or 
the second-hand market. I am personally quite conscious of the cost of 
textbooks to students and try to minimize such costs by selecting lower-cost 
books, minimizing the number of required texts, and using paperbacks 
where possible. In one instance I sutceeded in having the University 
purchase a number of copies of a reading book which was placed on reserve 
in the library for student use on the premises. At that time I was 
employed by one of the wealthiest universities in the United States in 
terms of endowment per student, and hence considered this arrangement 
not inappropriate. 


Mr. Turnbull of the Canadian Pharmaceutical Association made the following 
statement to this Committee: 
"T would respectfully suggest that each individual knows the 
value of his own service and places a monetary fee on that" (7kk). 
In a truly competitive market, however, it is the market and not the seller 
himself which places an equilibrium price on the services rendered by the 
druggist. 
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in business volume reduces costs so as to more than justify the price 
reduction. If genuine competition exists, the method by which the 
markup is arrived at will be relatively unimportant, since competition 
will require that the amount of the markup be very nearly equal among 
competing sellers. Inder imperfectly competitive circumstances, however, 
there are advantages in having a "professional fee'' added to drug cost, 
rather than having the cost subject to a flat rate markup. If generic 
prescriptions are received, the flat rate markup induces the substitution 
of brand name equivalents for the specified generic drug, since the 
profit margin in applying the same markup to the higher cost good is 
greater. But if a "professional fee'’ is added to each order, regardless 
of the cost of the drug to the retailer, this bias disappears. 

As to the actual status of price competition among retail 
druggists in Canada, it seems to be distinguished by its almost 
complete absence. The very last paragraph in the Green Book concludes: 

"It is, however, clear that there is virtually no price 

competition in the sale of ethical drug products at the retail 

level. Price competition among suppliers is the factor 

which is normally relied upon to control the prices charged 

by suppliers and to ensure that consumers can purchase at 

reasonable prices. In the case of ethical drugs, no such 

Control exds tsi Ue (2m). 
Hence monopoly .power at the manufacturing level is accompanied by lack 
of competition at the retail level to put the drug buyer at a double 
disadvantage. Structurally, however, the constitution of the retail 
market would seem to be much more conducive to price competition than 
that of the drug manufacturers. There are a large number of small 
pharmacies, and there are no purely economic barriers to entry such as 
would be posed by large capital investment requirements. What barriers 
do exist are apparently more in the nature of legal and, as it were, 
quasi-guild restrictions. In the last dozen or so years I have been 
largely engaged in studies of industrial organization and the public 
regulation of industry so as to restrain monopoly power and promote 
competition. As far as the United States is concerned, my attention has 
been continually drawn to certain of the activities of organizations of 


druggists which relate to eliminating, or at least minimizing the vigor 


of price competition on drug store products, including of course 
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prescription items. In spite of myself, I have been compelled to admire 
the persistence and single-mindedness of these groups in pursuing the 
goal of abolishing price competition on drug store sales. Other 
organizations of numerous small sellers have been less active and 
militant--such as those representing variety store, auto supply stores, 
department stores, and even retail food sellers. In fact, the organized 
druggists have carried much of the load for the other retailers; the role 
of the National Association of Retail Druggists in securing the passage 
of state and national so-called "fair trade" laws in the United States 
inv the 19S OMSeLs aaa 

Naturally, no seller enjoys price competition. But why 
druggists in the United States should be so much more active and 
successful in opposing it, when many other groups had as much or more 
to lose by it, and yet did not present the same highly organized united 
front against it, has persistently puzzled me. If there is an answer, 
I suspect that it is related to the attitudes cultivated among pharmacists 
by membership in their professional associations, particularly the 
notion that it is "unethical" to refer in any way to prices charged for 


prescription —— 


This can readily be verified by reference to any good textbook on 

industrial organization. For example: ''But the gadfly of all the 
organized business-interest groups is commonly recognized as the 
National Association of Retail Druggists; the NARD has had more to do 
with the success of the fair trade movement than any other single 
organization."' (17) ''Moreover, well-organized dealers like druggists can 
use fair trade to increase their margins. Acting together using or 
threatening to use black lists or white lists, promising to push some 
products or threatening to put them under the counter, they can persuade 
manufacturers to set fair trade prices at levels which will increase the 
retain markup. The National Association of Retail Druggists have used 
fair trade as a weapon in its long campaign to assure its members of a 
markup of at least 50 per cent." (18). 


In 1959, a druggist in Toronto had displayed a sign which advertised 
prescriptions at ten per cent off. Four local druggists wrote the 
Ontario College of Pharmacy as follows: 

"We, the undersigned, feel very strongly about the ethics of 
this pharmacist and would like to have him remove the notorious 
streamer at once.- We would like to have him follow the Code of 
Ethics as enunciated in the Ontario Pharmacy Act or cease to 
carry on in this disreputable conduct. We feel that this 
method of going business is not desirable and ask that the 
infringement committee convene at once to handle this 
Situation. C2n)\« 
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Clearly, the lack of price competition among pharmacists is a 
major factor in the high cost of drugs, and it must be faced by this 
Committee. I do not hesitate to admit that while I admired the late 
Senator Kefauver for his effective challenge to drug industry abuses in 
the United States, I admire the Canadian investigations still more for 
their explicit consideration of the possible role of the druggist in 
influencing the high level of drug prices in Canada. It is clear that 
the investigators in the United States did not wish to provoke the 
opposition of the highly organized retail druggists--at least, not at 
the same time they were fighting the lobbying efforts of the drug makers. 
But the Report of the Restrictive Trade Practices Commission is quite 
explicit as to the fact of lack of price competition among druggists. 
Gey Zor 

This lack of competition appears to be traditional, if for no 
other reason than the severe disadvantages the drug buyer suffers in the 
market. The father of modern economics, Adam Smith, noted in The Wealth 
of Nations, back in 1776, that "Apothecary's profit is become a 
bye-word, denoting something uncommonly extravagant."' (19). And at that 
time, when the professions of physician and pharmacist had not yet been 
generally separated, the control of the prescriber-compounder-dispenser 
over the patient must have approached the absolute. Even when physicians 
and pharmacists became separate groups, the patient was still largely at 
the mercy of the pharmacist, who generally compounded the medicinals 
which he sold. In North America it was not until the early years of the 
nineteenth century that certain apothecary shops began to specialize in 
producing larger quantities of medicinals for sales to other apothecaries. 
This might have given rise to the possibility of some price competition 
between resellers of purchased medicinals, but there is no evidence of 
any sort of price competition until the advent of the "cut-rate!' drug 
store in the 1880's, and even then the price competition referred to 
other drug store goods than prescriptions. (20). Hence, although the 
pharmacist might realize high profit margine on prescriptions during this 
era, these margins reflected not so much his inventory investment as a 


merchant, as it did his compounding skills and services as a professional 
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man. (The Adam Smith quotation above is followed by a section in which 
high unit profits are related among other things to the skills in 
practice of the apothecary.) Although the ratio of prescriptions 
compounded to prescriptions merely dispensed probably continued to 
decline slowly throughout the last hundred years or so, as the 
manufacture of drugs became increasingly widespread, it is only within 
the last decade or so that the ratio has become insignificantly low...five 
per cent or less (ld). The pharmacist's function has changed from that 
of active compounding to passive merchandising; many of his skills have 
become largely obsolete as a result of the "revolution" in the drug 
industry. 

In less custom-oriented professions, or in a more competitive 
environment, the obsolescence of the pharmacist's unique function would 
have reduced his market importance and his remuneration. This had ‘not 
happened in North America. But before enlarging upon the present 
situation and its implications, recall that a monopolist does not 
necessarily make monopoly profits. Nor does a group which wishes to 
legislate away or otherwise rule out price competition necessarily enjoy 
the hoped-for benefits of high earnings. It may be possible to maximize 
net profit per unit sold, but unless completely effective ways to prevent 
new entry into the market can be found, new firms will be attracted 
by the high unit profits which are protected by custom, law, or agreement. 
As new firms enter the market, average sales per firm decline, and an 
equilibrium may be reached where so many new sellers have been attracted 
into the industry that the decline in turnover has reduced profits on 
investment to no more than competitive levels. Only at this point will 
new entry cease. 

In the United States, where resale price maintenance laws 
were enacted under the euphemism of "fair trade," the results have been 
largely disappointing to the sponsors, not only because of adverse decisions 
by some state courts, but because of an inability of druggists and others 
to limit entry and prevent turnover from declining. (21). This 


situation compels misallocation of resources since high unit margins mean 
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increased prices and reduced sales, but the low turnover per store 

means that each dealer typically has excess capacity; hence total investment 
is excessive relative to the amount of business being done. Lower 
prices would increase production and consumption, eliminate excess 
capacity, and result in rates of return on investment which are no 
smaller than previously earned. In the United States, drug stores, like 
other fair traders, have suffered from increased entry, although they 
have some advantage over other sellers in that state boards of pharmacy 
may be able to some extent to limit the number of pharmacists and 

hence the number of potential entrants into the market. Canada has 
wisely achieved the abolition of resale price maintenance, and one 

would expect price competition except perhaps in a few of the larger 
metropolitan areas. On the contrary, it appears that pharmacists are 
able to levy even higher charges for their services than can their 
counterparts in the United States. The conventional markup in both 
countries is 66 2/3 per cent over invoice cost, but the superimposition 
of a "professional fee'' in Canada increases the retailer's unit margin. 
The imposition of this surcharge for higher-priced prescriptions, where 
imposed, is persuasive evidence of the ineffectiveness of price 
competition. 

If this situation prevails even in the absence of resale 
price maintenance, the problem is deep-seated and the solution at best 
is likely to be a very long run matter. Education might help in 
developing a more enlightened attitude on the part of pharmacy schools, 
students, and control boards, but the basic problem is one of injecting 
price competition into drug retailing. Efforts to educate pharmacy 
control boards to the idea that it is unethical, not ethical, to 
discourage price competition and hence overcharge the sick, may or may 
not be successful. To the limited extent that such lower-cost outlets 
as hospitals and public agencies can be substituted for traditional 
outlets, the problem will be alleviated. However, a more satisfactory 


solution must await the adoption of the maximum practical liberalization 
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of the traditional restrictions limiting entry into drug retailing. This 
liberalization should be such as to constitute recognition that the 
traditional pharmacist's distinctive functions are being altered away 
from professional competence in compounding and toward skills in 
merchandising. This, more than anything else, would probably bring 
about new entry into the market by those who are not traditionally 
opposed to price competition. In many lines of trade, sellers were 
inefficient and distribution methods stagnant and unprogressive until 
competition developed from such sources as supermarkets and mail-order 
houses. Drug "supermarkets" are by their nature more suited to large 
urban centers, but the encouragement of mail-order pharmacy, where 
feasible, would do much to spur competition in more thinly settled 
areas where druggists may have local monopolies. (Needless to Say, 
the obstacles in the way of achieving such reforms are formidable, but 
hopefully not prohibitive.) 

B. Factors Influencing Demand for Prescription Drugs 

It is the nature of demand for prescription drugs which makes 
the industry an inappropriate vehicle for the unregulated exercise of 
market power by sellers. Instead, the industry is regarded in every 
nation as a candidate for some degree of regulation in the public 
interest. Different shades of emphasis, however, are placed on 
regulation to insure the safety, quality, and reasonableness of price 
for the products sold. Basic to an understanding of the economics of 
the drug industry is the fact that prices have virtuallyno relationship 
to costs. This is a point which deserves considerable emphasis. It is 
of course contrary to the industry position. 


It is broadly true to say that in any industry price is 


determined by the relationship of supply to demand. In a purely 

| competitive market, price is determined by the relationship between the 
supply price of a good, defined as the cost of producing a given volume 
of output (where costs include a competitive rate of return on necessary 
investment) and the demand price which the market is willing to pay in 


order to purchase a given volume of output. As long as the determinants 
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of supply and demand are substantially independent of each other, there 
is no circularity involved. Supply price depends upon properly 
defined production costs, and the demand price depends upon the consumer's 
need for a product and upon his income level. The relatively small 
number of prospective consumers who are both wealthy and needy will 
constitute the highest demand-price segment of the total market demand, 
but this will typically account for only a small part of total demand 
in most industries. In order to market higher quantities, prices must 
be lowered, since the more numerous group of potential buyers have more 
moderate incomes and/or more moderate needs or desires for the product. 
Only at very low prices will those with low incomes and/or lesser degrees 
of interest in the product be actual purchasers in the market. 

On the supply side, if the expected price is very low, only 
a small output will be forthcoming, since only the most efficient 
producers can make and sell goods profitably at a low supply price. As the 
expected price to be received by sellers increases, higher cost (less 
efficient, less favorably situated, or otherwise less advantageously 
constituted) producers will enter the market. Hence, in a competitive 
market, the demand price which the cone has to pay will continually 
decrease with increases in the rate of output and sales, while the supply 
price at which the newly-entering firm can profitably sell continually 
increases with increases in the rate of output and sales. Equilibrium 
is reached at that level of output where supply price is equal to demand 
prices nea Competitive market ot sthass typer iEhes prices smchus 
determined by an equality between (1) the demand price of the consumer 
who, while actually in the market, is least anxious to buy; and (2) the 
supply price of the firm which is least able to earn profits after 


covering its total costs, which include an allowance for the competitive 


To be precise, the crucial demand price as output increases is the 

price at which the least interested consumer in the market at that 
level of output is just indifferent between buying the product and not 
buying it. To sell that rate of output, price has to decline to the 
point where the least interested buyer will purchase the last unit of 
output produced. 
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rate of return on capital invested. Hence the market price reflects, 
at the same time, what the good is worth to the buyer with least urgent 
wants, and what it costs the highest cost producer actually operating to 
make it. Under these circumstances, the buyer whose demands are urgent 
and whose income is high gets a great bargain, and sellers whose costs 
are very low (who are most efficient, for a variety of reasons) will 
make substantial profits. This system is economically optimally 
efficient in that the industry produces a given output at the lowest 
possible total cost. Why does the consumer with the most urgent demand 
pay no more than the consumer with the least urgent demand? Because 
the good is being sold in a purely competitive market; hence if there 
were any attempt to charge richer buyers higher prices and poorer buyers 
lower prices, there would be no obstacle to the poorer buyers reselling 
at only slightly higher prices to richer buyers. Arbitrage would soon 
establish a common equilibrium price. Only if there are barriers to 
such resale would richer buyers be compelled to pay higher prices. Such 
barriers are of course incompatible with a purely competitive market, 
but they do exist in other markets--for example, the market for medical 
services, where an indigent charity patient cannot resell his brain 
surgery to a wealthy patient. Where such barriers exist, different buyers 
may pay different prices for the same goods or services, even where the 
cost of supplying all buyers is the same. This amounts to price 
discrimination in the economic sense, and it results in an inefficient 
allocation of resources in that a given level of output may be sold, in 
the limiting case, at an absolute maximum total cost to buyers, the 
difference in receipts between the purely competitive market and the 
market with perfect price discrimination being equal to the monopoly 
profits realized by the seller. Such price discrimination seems to be 
practiced in the drug industry between, for example, antibiotics in 
human pharmaceuticals and in livestock feed supplements. 

Another question arises. Why does the market have room for 
both efficient and inefficient firms? Why do not the efficient firms 
drive the inefficient out of business? Simply because the total market 


demand at the equilibrium price level happens to be great to be supplied 
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entirely by the most efficient firms. Hence the excess of total demand 
over the amounts which can be supplied by the lower-cost firms has to 
be supplied by firms with increasingly higher costs of production. 
This implies that the efficient scale of production for a lower-cost 
firm is small relative to the entire market. This is in fact one of 
the previously mentioned structural requirements for pure competition--that 
there be numerous relatively small firms. If economies of large scale 
production existed, such that one or a very few efficient firms could 
supply the entirety of market demand, then pure competition becomes 
impossible and the market devolves into a situation characterized, at 
one extreme, by monopoly, or more probably into a market conferring 
varying degrees of monopoly power on the sellers individually. 

In the case of monopoly by a single producer, the structure 
of market demand is still the same as in pure competition, but now it 
is surveyed by a hypothetical single monopolist who regards it as his 
private preserve, to be cultivated without the necessity of sharing 
it with other sellers. Such might be the position of a patent 
monopolist producing a unique drug. The seller is now in a position to 
set the price and output jointly in such a way as to maximize his profits. 
The resulting price and output will depend largely upon the sensitivity 
of demand to the price level--the so-called elasticity of demand. 
If demand is very insensitive to the level of prices (very inelastic), 
prices will be very high and output relatively low. If demand is highly 
sensitive to price levels (highly elastic), price will be lower and 
output higher. Typically the monopolist will have a supply position 
determined by economies of large scale production, such that average 
production costs decline until output rates become high relative to total 
market demand. This is not necessarily the case, however, and if the 
optimum size of plant is small relative to the profit-maximizing output, 
as seems to be the case in the drug industry, the firm might build 
several moderate sized plants (or employ a large number of standard 
sized process facilities, like the fermentation vats used in antibiotics) 


or perhaps license his patented process to others to produce and/or sell, 
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maximizing his profits in terms of the royalty and other licensing 
conditions which he imposes. 

In the case like this, and assuming the existence of the 
very inelastic demand which is typical of prescription drugs, while 
the market price of the least urgently necessitous individual, this 
price will nonetheless be absolutely quite high in view of the urgency 
of demand on the part of all buyers of drugs. What is in some ways 
even more important, the price will be greatly in excess of the 
average cost of production of the product, allowing an excessive profit 
margin to the seller. Resources are misallocated to the extent 
that prices are high, output is low, excess capacity therefore is likely 
to exist, and the profit received by the seller is much more than the 
minimum level necessary to elicit the supply of his productive 
services--in other words, greatly in excess of the supply price of his 
output in a competitive market. 

Monopolists are notorious for charging "what the traffic will 
bear,'' which is just another way of saying that the full demand price 
is exacted. Naturally, as long as the act of purchase is voluntary, no 
one will literally pay more than what a good or service is ultimately 
worth to him. But under either pure competition or pure monopoly, or 
any other market structure where there is no price discrimination, market 
price paid by all is equal only to the full demand price paid by that 
buyer who, while actually making a purchase, is the least interested 
buyer for that good presently in the market. Under pure competition, 
output will generally be so great that the price paid is relatively 
low; under monopolistic circumstances, output will be restricted and 
the price paid will be relatively higher. Similarly, the chances of 
the typical buyer getting a large "free" or "surplus" increment of 
"use value" over and above the amount he paid for the purchase are much 
greater under pure competition than under monopoly. The chief 
difference, however, is the relationship between price and cost of 
production. Under pure competition, the price paid is equal to the 
full cost of production (including a competitive rate of return on 


investment) of the last producer whose output is required to satisfy 
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total market demand--hence the demand price is equal to the competitive 
supply cost. But under monopolistic circumstances, the price is equal 
to what the traffic will bear, and is often far above production cost. 
Hence when the drug makers argue before public bodies like the 
present committee that the consumer is paying no more than the good is 
worth to him, the only appropriate response is: of course not! In the 
absence of compulsion, he simply could not be induced to pay more for 
anything than it is worth to him, no matter how great the monopoly power 
of the seller. The real question is: what is the relationship of 
price to cost of production? The greater the relative gap between 
price and cost of production, the less competitive, more monopolistic, 
and more inefficient a the allocation of resources, the market will be. 
As mentioned above, in analyzing the demand for drugs, it 
must be kept in mind that income levels are of co-ordinate importance 
with physical needs. In any marketplace, money talks, and sellers mean 
business, not chivalry--which is as it should be at this stage, if 
resources are to be properly allocated. But this argument is 
compelling only where markets are competitive and demand is strictly 
voluntary. While demand for a drug is price-inelastic to the extent that 
the need for it is urgent, demand relative to the ability to pay, or the 
income-elasticity of demand, is often more important than price 
elasticity. This is especially true for low-income patients, and for 
those requiring constant medication for chronic disorders. It is well 
known that individuals with severe inflammatory diseases and low 
incomes sometimes do without food in order to buy drugs. (4p). Ideally, 
the total potential market for a drug or a group of related drugs is 
measured by the total need for medication on the part of all individuals 
afflicted by all the various disorders which are capable of being 
treated best by the drug or group of drugs. Economically, the total 
effective amounts demanded at the level of market price charged may 
fall short of total physical need in the case of individuals with low 
incomes and no access to public care. Equally importantly, effective 
dlentand may exceed ideal total physical need to the extent that 


individuals not suffering from those disorders for which the drug or 
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drugs are of use, may nevertheless be treated with them. For any given 
drug it then follows that the actual relevant market is comprised of 
the total effective demand for medication on the part of all individuals 
who can be induced to consult physicians, and who are afflicted by 
those disorders for which doctors may be inclined or persuaded to 
prescribe the particular drug. It is with the matter of persuading 
the physician to prescribe, of course, that sales promotion executives 
are constantly preoccupied. 

Changes in the effective demand (i.e., prescriptions written 
and purchased as written) for individual drugs are brought about by 
direct mail advertising, medical journal advertising, the bestowing of 
free samples, the purchase of exhibit space at conventions, the 
financing of symposia, and the incessant insistence of detailmen. While 
advertising cannot manipulate the total incidence of disease, it can 
shift effective demand from one drug to another, within, or even among, 
differing drug groups. (In a sense, certain types of advertising can 
create demand. Articles planted in newspapers or magazines may mention 
the name of a drug which is alleged to be efficacious in treating a 
given condition, and thus make more people who suffer, or imagine that 
they suffer, from such conditions aware that drug therapy can be 
purchased.) Two of the greatest drawbacks of sales promotion in drugs 
stem from these characteristics of demand. First, physicians may be 
oversold on a drug because of intensive advertising, minimization of data 
on adverse reactions and maximizations of claims, such that it is prescribed 
entirely too widely, often for minor disorders where it can do no 
good, and may cause positive harm. Antibiotics are usually cited in this 
context. But other drugs may be overused and it is particularly serious 
when the drug is given for chronic, rather than acute, condition. 

Mr. Mark Nickerson, Professor at the University of Manitoba Medical 
School, estimated that the sales of adrenal steroids in Canada and the 
United States was about $250,000,000, and commented, 


",..personally I feel that I am being very liberal when I 
say that fifty million of that was needed."' (le). 


Second, and closely related to the first drawback, is that patients 


themselves often insist on unnecessary drug administration. Dr. J. P. 
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Gemmell of the University of Manitoba Medical School commented on the 
seriousness of this phenomenon, concluding that: 


"I almost feel the public has transferred its belief in 
doctors to its belief in drugs." (lf). 


This may have serious consequences for the medical profession. 

Dr. Walter Modell of Cornell University Medical School predicted that if 
an aimless proliferation of mediocre and possibly dangerous drugs 
continued to flood the market with adverse results on the quality of 
medical practice, then when the public lost its faith in drugs it 

would also lose its faith in doctors, and during the ensuing phase 

of "therapeutic nihilism" would desert allopathic physicians in favor 

of non-chemotherapeutic healers. (9g). 

When markets are imperfectly competitive the question of 
income redistribution assumes a degree of importance perhaps co-ordinate 
with that of resource allocation. Under pure competition only the 
necessary costs of production are being financed by purchasers' funds, 
plus profits which go to producers in proportion to their efficiency, 
and can therefore be regarded as a direct reward for efficiency and an 
indecement for further efficiency. At least this puts funds in the hands 
of the most efficient producers who might be expected to invest these 
funds in the most productive channels. But where there is no discipline 
on the level of costs, and where monopoly profits are large in sum, 
income is being transferred from consumers to managers and stockholders. 
If managers make inefficient use of these funds, a levy is being 
exacted from consumers to subsidize inefficiency. And the sort of 
income redistribution which is incident to a transfer of income from 
consumers to stockholders depends chiefly upon the incomes of consumers; 
it can safely be assumed that the incomes of stockholders are on the 
average well above the median. If the good sold is an expensive 
luxury, the degree of income redistribution is perhaps not too 
pronounced. But if the good is a very expensive necessity, it is 
likely that the average income levels of buyers is comparable to that 
of the general population, and that the relative impact on the budget 
of such purchases becomes increasingly severe as income levels of 


buyer decline. Hence there may be an increase in the inequality of 
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the income distribution which is not compensated for in terms of 
allocating more investable funds into the hands of the more efficient 
firms. 

Even in an efficiently competitive market, however, the 
incidence of the costs and benefits of privately financed individual 
health care would be characterized by "external economies" of the 
type which was discussed in connection with basic research. Let us 
contrast the cost and benefits from public health measures with those 
associated with private health care. The costs of the former are 
very largely by taxes. Here, the general tax paying public has, 
according to the incidence of taxation of the people, borne the cost 
of measures which benefit the entire public. The costs of the latter, 
if borne entirely by the afflicted individual, involve an external 
diseconomy to the individual, and an external economy to the society. 

A person who pays the costs of combatting his own illness has not only 
conferred a "negative benefit'' upon himself in the form of the avoidance 
of further suffering, but has also benefitted society by eliminating the 
danger of its being exposed, perhaps, to contagion, and also by restoring 
his own productive services to the uses of society in co-operative 
production. When this argument is combined with the unexpected, 
involuntary, and uncertain impact of drug and other health care costs, 
it reinforces in a sense the case for private health insurance. 

But it may also be used to justify some undeterminable degree of public 
subsidy of the indigent through limited public health insurance 
programs. This is not to say that the monetary value of the excess of 
social benefits over private costs in the private health care sphere 

can be measured, and this total excess in dollar terms allocated to 
subsidizing insurance for the poor, but it does provide a basis for 
arguing that such activities bring public as well as private benefits. 
The use of the above perspective enables the point to be made more 
emphatically; to the extent that external economies result from 

private assumption of personal health care burdens, there are external 
diseconomies to the individual who seeks adequate care; but to the 


indigent person who hopes to get by with foregoing care, it is 
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paradoxically an external economy. If he endures a prolonged contagious 
illness and infects others, he has borne only part of the total social 
cost of his illness, the rest of which has been shared by the 
persons infected. 

An illuminating contrast may be developed by comparing the 
relative effects on the distribution of income of (a) medical 
practioner fees, and (b) drug costs, if we assume (1) that these costs 
are covered by private health insurance, and (2) that these costs 
are borne entirely by the patient personally. 

If the patient is covered by a comprehensive health 
insurance policy, the costs of both physician fee and drugs will be 
shared between the patient and all of the insured on the basis of 
premiums paid. Under ideally comprehensive insurance (including 
payments for incomes foregone, as well as costs incurred, through 
illness) the patient would pay no more per year whether sick or well, 
hence he would be truly insuring himself, paying a relatively small 
but certain charge in order to avoid the danger of an uncertain but 
possibly quite large expense. The costs of sickness would be borne 
by the insured individuals in proportion to the ratio between premiums 
paid and total incomes. The total incidence would probably be somewhat 
regressive, in that the premium would represent a larger share of a 
low income than a high income. But the regressivity would be milder 
than in the case where a poor but uninsured individual becomes sick and 
incurs medical expenses in excess of his premium if insured. 

If the patient is not insured, however, the impact of medical 
fees and drug costs, for a representative cross-section of patients, 
will show a widely different incidence. Let us first consider the impact 
of physician fees on the income distribution of patients. 

In the course of doing research on two papers regarding the 
economic determinants of the spatial distribution of physicians in the 
United States (22, 23) I came to no firm conclusion: regarding the 
extent of the time-honored practice of the physician of "tempering the 


wind to the shorn lamb" by charging relatively lower fees to poor patients 
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and recouping them through relatively higher fees to affluent patients. 
My impression, however, is that it remains an appreciable factor in the 
United States, but I admit that I have no evidence for Canada and 
hence no basis for assuming that Canadian practices differ from, or 
resemble those in the United States. To the extent that doctors follow 
this practice, they do indeed exert a Robin Hood influence on the 
distribution of income, transferring the incidence of relative 
expenditures from the poor to the rich. What is often overlooked, 
however, is that the medical Robin Hood must of necessity confine his 
activities largely to the sick; hence it is as if this Robin Hood were 
robbing the hospitals of the wealthy in order to distribute his 
largess among the inmates of the hospitals of the poor. But illness 
can be a burden even on the wealthy, and this sort of redistribution of 
income, while it takes from the rich and gives to the poor, takes 
entirely from those of the wealthy who are ieast able to afford it. 
Presumably a modern day Robin Hood would still be solicitous of the 
hospitals of the poor, but he would be more likely to rob the country 
clubs. 

If, however, the private individual must bear the burden of 
drug expenses, then the direction of the Robin Hood effect is reversed. 
The rich and the poor pay the same price, and while the physiciai. 
presumably realizes no net gain from undercharging the poor and 
recouping from the rich, the drug firm makes monopoly profits from all 
classes of buyers, wealthy to indigent. (I have seen no statistics on 
the value of drugs given by drug firms to charities which would persuade 
me that this amount is other than insignificant. Free samples may be 
used to an undetermined degree as starter doses, such that by 
preventing the sale of a few capsules it is stimulating the sale of 
several times as many.) Hence income is drained away from those who 
might well be the relatively poorest members of each income class--from 
the poorest of the rich as well as the poorest of the poor--and into 
the hands of drug firm stockholders, the average member of which group 
should be well able to provide for himself, thanks in large measure to 


the phenomenal rise in drug stocks brought about by the miracle drug 
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revolution of the past Rise years. 

These points are worth making, even at the expense of some 
repetition, because of the almost complete neglect of these issues, 
particularly by drug industry spokesmen. Even if there were no 
private health insurance, the drug buyer purchasing from a purely 
competitive drug industry would pay chiefly for the cost of producing 
the drugs he uses. From an imperfectly competitive industry, the 
buyer is financing not only the comparatively small level of drug 
production costs, but large outlays on marketing and large profits 
before and after taxes. He is also financing a small amount of 
research. Drug spokesmen have defended the price of drugs by 
reference to research costs thousands of times, but to the best of my 
knowledge have never once raised the question of the propriety of having 
these costs financed entirely by the sick. To the extent that such 
expenditures are wasteful, they should not be financed at aliless but? at: 
proportion as they benefit the general public, the justification for 
financing them solely out of the funds of the currently ill 
becomes increasingly questionable, especially in view of the unequal 
incidence of illness between and among age and income groups. 
Admittedly, this over-simplifies the problem; furthermore, its 
identification is not tantamount to its solution. Nevertheless it is 
a real problem and is a serious one. 

C. Market Price as Resulting from Interaction of Supply and Demand 

What does the above description of the nature of supply and 
demand imply for the pricing policy of the firm? A purely 
monopolistic seller could set prices in such a way as to maximize 
profits, but since the price chosen depends upon an estimate of demand, 
it is possible that the monopolist may either underestimate or 
overestimate demand. When Lederle began in December 1948 to market the 
drug chlortetracycline (under the more euphonious name ''Aureomycin") 
it was in a limited sense a monopolist since this drug had in respects 
a broader range of activity than penicillin, and hence was the first 


so-called "broad spectrum" antibiotic. It was originally priced in the 
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United States at $15 for a bottle of sixteen 250 milligram capsules, 
which at the traditional markup of 66 2/3 per cent would bring the 
price to the patient up to a handsome $25. Now, the introduction of 
this drug had been preceded by a very costly sales promotion campaign, 
including the distribution of a controversial $2 million in free 
samples. (Lederle disputes this sum and maintains that the amount 

was closer to $200 thousand. Perhaps the lower figure is the cost, and 
the higher figure the sales price, for the same amount of drugs.) One 
can only infer that Lederle fully intended to achieve mass market 
sales, and had certainly made careful price and cost calculations 
accordingly. 

But Lederle must have miscalculated; the price of $15 must 
have been above the profit-maximizing level, for in February 1949 the 
price was reduced to $10. ($16.67 to the consumer.) In March 1949, ' 
Parke-Davis introduted a competitive broad spectrum antibiotic, 
chloramphenicol, the so-called "Chloromycetin."" This qualified 
Lederle's monopoly of the broad spectrum market, since the two drugs 
were in many applications capable of being substituted. In a purely 
competitive market, chloramphenicol would have been priced in relation 
to its cost, probably at a level much closer to $1 than ll Ome ATA Cun iets 
there had been even a scintilla of price competition, Parke-Davis 
would have priced its drug at no more than, say, $9.95. Instead, it 
chose to match Lederle's price of $10 to the very cent. 

However, the broad spectrum antibiotics do not stand by 
themselves as unique entities. Penicillin actually has a broad 
spectrum of activity itself, and it might have been more appropriate 
to term the other drugs "broader spectrum" antibiotics. When 
chlortetracycline first appeared on the market, 10 million units of 
penicillin in bulk cost $9.50. By early 1950, competitive reductions 
in its price had reduced the cost to $4.75--a drop of 50 per cent in one 
year. The reason for the decline in the price of penicillin is simply 
that it was not subject to patent monopoly control, and its production 
increased rapidly as many firms entered the market, the resulting 


increase in supply relative to demand causing prices to decline 
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correspondingly. By February 1950, Lederle and Parke-Davis both 
reduced their broad-spectrum prices by the same amount, from $10 to 
$8. This may have been in response to the price decline in penicillin; 
if so, had there not been an unpatented, competitively priced antibiotic, 
this price reduction might never have been made. At any rate, it is 
indicative of the oligopolistic practice of price leadership that both 
firms cut prices by the same amount and at the same time. Neither 
“went to $7.95, for example. 
In April of 1950, Pfizer entered the market with another 
broad spectrum contestant, oxytetracycline, which it priced at a 
5 per cent differential with regard to the prices of the other drugs. 
But not five per cent below; no, five per cent above, at SSA OMemSitaal 1). 
after Pfizer's entry, price competition may for once have developed. 
In May of 1950, Lederle and Parke-Davis cut prices from $8 to $6, 
Pfizer failing to match the price cut until November. By September of 
1951, the price of 10 million units of penicillin had fallen still 
further, from $4.75 to $3.75, a decline of 21.1 per cent. Pfizer cut 
the price of oxytetracycline then from $6.00 to $5.10, a reduction of 
15%. This time it was the other two firms who failed to match the 
price cut until November, 1951. Neither undercut Pfizer. Between 
November 1951 and August 1960, six nominally different broad spectrum 
antibiotics found their way to the market. Five of these were different 
brand names for the same substance, tetracycline. The sixth, 
demethylchlortetracycline, was a marginally different compound. Each 
seller predictably placed his product on the market at the identical 
price of $5.10, even though demethylchlortetracycline contained 150 
milligrams of the active substance instead of 250. Finally, after 
almost nine years of identical prices, Pfizer reduced priced to $4.35, 
a 15 per cent cut. This move was widely interpreted as a bit of 
political strategy, since it came only one month before the industry 
was scheduled to testify before the Kefauver Subcommittee on its 
antibiotics pricing and other policies. During the nine-year period of 
price rigidity in the broad spectrum field, the price of penicillin had 


fallen by no less than 92 per cent--from $2.50 to $.21 for 10 million 
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units. It is reasonable to suppose that during this period the costs 
of producing broad spectrum antibiotics declined by approximately as 
much as the cost of penicillin, the production methods employed being 
largely similar. (Sd). In fact. the costs of chloramphenicol probably 
declined by even more, since the patent holder discovered a way of 
making the drug synthetically. A comparison of the price decline of 
90 per cent in penicillin during 1951-1960 with the rigid price level 
for broad spectrum antibiotics measures the effect of patent protection, 
restriction of entry, and lack of true price competition in the latter 
market. 

Drug industry spokesmen assert that their pricing practices 
result in declining levels over a period of time, with very few 
increases. That this is the case supports the hypothesis that 
monopolistic, rather than competitive, pricing is the rule in drugs. 

The price of a new drug is initially set at the profit maximizing level, 
and this price is typically precisely matched by large firms producing 
patented therapeutic equivalents. Prices of patented drugs may 

decline when the prices of unpatented substitutes fall, or when 
producers not yoked by patent restrictions are allowed to compete in the 
market. But the fact that: most drug prices have held constant, or 

even declined moderately in the face of rising cost trends is apparently 
a source of pride to drug firms. If anything, it merely indicates the 
degree to which their prices are insulated from competitive forces. A 
purely competitive firm would be compelled to raise its prices each 

time its costs increased, since its profit margins are always at minimum 
acceptable levels. That drug prices have held constant or have 

declined during a period of increasing costs suggests that while early 
profit levels may have been exorbitant, subsequent profits may have been 
merely excessive, and still later profits are certainly not below 
competitive levels, or else prices would have been increased. 

Other examples of the inherently non-competitive nature of 
drug pricing can be given. When the first oral antidiabetic drug, 
tolbutamide, was introduced in the United States market, the price was 


set at the same level as that of insulin, despite the fact that it was 
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almost certainly much cheaper to produce tolbutamide than to obtain and 
process the animal pancreas from which insulin is extracted. (Se). 

Also, cost reductions have been achieved without any of the cost savings 
being passed on to the consumer. In 1952 the Upjohn Company discovered a 
much cheaper microbiological process for producing corticosteroid 
hormones, but Upjohn continued to charge the same prices as those 

listed by its rivals, some of whom were producing by the more costly 
process. (Sf). When Parke-Davis discovered a cheaper synthetic method 
for producing chloramphenicol, it failed to reduce its prices below 

those of its rivals. Other examples could easily be given. 

Since prices bear almost no relationship to costs, the argument 
that high prices are temporarily necessary in order to recoup research 
costs for new drugs is suspected. The firm will price so as to obtain 
the highest price consistent with profit maximization for each drug; the 
fact that some hypothetical method of research cost allocation should 
indicate that all research costs had been recouped by January 1, 1967, 
would not under any circumstances in itself lead to a reduction in 
price. Price declines might result from reductions in demand, but not, 
apparently, from reductions in actual process outlay costs, and certainly 
not for expirations of arbitrary cost allocations. In any event, firms 
do not specifically allocate research overhead to individual drugs, so 
the entire argument is without any substance. And even if prices were 
lowered when allocated research costs had been recouped, the reduction-- 
while welcome--would not be very great since the ratio of research costs 
to the sales price is so low. Research costs are probably recouped in 
a time period closer to seventeen months than to the seventeen years 


of patent protection. 


hai al 
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CHAPTER III 


The Influence of the Legal and Regulatory 
Framework on Canadian Drug Prices 


Why is the level of Canadian drug prices apparently the 
highest in the world? Since drug pricing is based chiefly on demand, 
applying the rule of "what the traffic will bear" would to a first 
approximation suggest that drug prices would be highest in those 
countries where per capita income is the highest. And this impression 
is confirmed by the PMAC's otherwise rather pointless demonstration 
of the ratio between hourly wage rates and drug prices in various 
countries. The higher the income, the greater is the demand and the 
higher the price that can be exacted. Wage rates serve to indicate 

. indirectly the level of per capita income. But since per capita income 
is still somewhat lower in Canada than in the United Stated, this factor 
alone would not explain higher Canadian prices. While prices are 
basically related to demand, from one country to another, other factors 
are also important and will have to be considered. 

Let us begin by considering a North American-based company 
which possesses product patent control on some drug which it wishes to 
produce and sell internationally. It will attempt to estimate demand 
in each country and set prices accordingly. High incomes mean high 
ability to pay, but the presence or absence of rival producers and competitive 
products will qualify the firm's ability to discriminate in price solely 
on the basis of relative per capita income. Factors which influence the 
policy adopted by a single producer with respect to possible rivals 
(or even price competitors) are as follows: presence or absence of process 
and product patents in the foreign country; tariffs, quotas, or other 
impediments to free foreign trade; presence or absence of price controls 
on drugs; the status of the existing drug industry in a given country, 
and similar factors. Of these, by far the most important is patent policy, 
since it will most directly influence the ability of different companies 
in different countries to compete with a product for which shipping 
charges, owing to small bulk, are very low, and where manufacturing costs 
are so low relative to price that customs duties ordinarily would not 


act as a major deterrent to drug imports. 
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A company may decide to produce all of its output of a drug 
domestically and simply sell the finished product in foreign countries, 
perhaps at price levels much lower than those charged in the very city 
of manufacture. Or it may pay to establish factories abroad, not 
necessarily because the wage rate is lower abroad (productivity per hour 
may also be lower; besides, wages are only a minor part of costs) but 
because there may be a higher tariff on imported finished drugs than 
imported raw bulk drugs, and the cost of converting the powder to finished 
dosage forms may be less than the difference in applicable tariff rates. 
There is probably little point in the contention that drugs can be sold 
at lower prices in some foreign countries because production costs are 
lower abroad. Production may not even be undertaken in the country; 
if it is, the costs when adjusted for productivity differences may be 
higher than in the home country. The basic reason for lower prices in 
such countries is simply lower per capita income; lower wage rates 
cause low prices by reflecting low incomes, not low production costs. 

In Canada there are five major elements in the legal framework 
which influence the level of drug prices directly and indirectly: 

A. the patent and trademark laws 

B. tariffs and anti-dumping laws 

C. the federal sales tax 

D. the Food and Drug laws and 

E. legal sanction for the practice of brand-name prescribing. 

Each of these elements will be discussed below. 
A. The effects on drug prices of the patent and trademark laws. 

Drug buyers in Canada are fortunate in that (1) drug product 
patents may not be obtained independently of process patents, and (2) 
drug patents are subject to compulsory licensing under normal 
circumstances. In contrast, patent protection is absolute in the United 
States. Why, then, have Canadian drug prices remained at higher levels 


than those charged in the United Stated? 
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There are four respects in which the present state of Canadian 
patent law contributes to high drug prices. First, relatively few 
applications have been made for compulsory licenses, and none of the 
firms which have been granted licenses have been truly major factors 
in the international or even domestic drug industry. Second, 
applications for licenses to import have been refused. Third, since the 
products of firms selling under compulsory license are usually marketed 
under generic names, or under little-advertised brand names, the burden 
of securing a market in competition with the highly promoted brands 
of major firms, taken in conjunction with the habit of brand-name 
prescribing, and the disparagement activities of major firms against 
generic name drugs, puts even the successful applicant for a compulsory 
license in at best an inferior position in the market. He may undercut 
his rivals by selling at prices only a tenth as high as theirs, 
and yet not be able to gain even a tenth of the market. Such an outcome 
would be unthinkable in any sort of competitive market, and must be 
attributed to sales promotion and prescribing practices, which are 
supported by patent exclusivity. Fourth, if a firm produces or imports 
a drug which is covered by a Canadian process patent, the burden of proof 
is on the producer or importer to show that the drug was produced by a 
non-infringing process, and costly and vexatious legal problems abound 
here. 

1. Paucity of Applications for Compulsory Licenses 

The first of these reasons is probably the most important, 
If major firms were awarded compulsory licenses to produce drugs 
patented by their rivals, the number of major sellers with brand names 
acceptable to physicians would increase, and the likelihood of price 
competition would similarly increase. If Parke-Davis were awarded a 
compulsory license on a Pfizer drug patent, Pfizer, however, would be 
most likely to retaliate by demanding to be licensed under a Parke-Davis 
patent for some other drug, and the number of drugs being sold by many 
major firms would increase rapidly, with price competition becoming 
increasingly likely. The major firms, however, are well aware of this, 


and since the Canadian market is only a small part of the total world 
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market of most of these firms, they hesitate to take actions which 
might at best increase sales in only perhaps five or ten per cent of 
their total market, which might eventuate in profit-destroying price 
competition in Canada, and which would also make for hard feelings among 
the companies in other markets and disrupt the community of interest in 
world market stability. It is instructive that compulsory licenses 
have been obtained chiefly by wholly Canadian firms. If, however, the 
entire North American market were thrown open to compulsory licensing, 
the profit prospects of obtaining a license to market a rival's 
product in a market as large as that of the United States and Canada 
combined would very likely be too great a temptation for the major 
international firms to resist. This is particularly true as between 
the United States and Canada, since journal advertising in the United 
States would also be read in Canada to a considerable extent. Hence, 
the adoption of compulsory licensing in the United States would be 
of very great benefit to Canada. 

Unfortunately, this is not likely to happen, The best 
solution would then seem to lie in the area of enabling those presently 
price-competitive elements of the Canadian drug market--chiefly the small, 
Canadian-owned firms--to be able to compete more effectively with the 
major foreign patent-holding firms. Measures should also be taken to 
induce new entry by price competitors. If about 90 per cent of the 
Canadian drug industry is presently controlled by firms which do not 
choose to take advantage of compulsory licensing, then steps should be 
taken to increase the viability of the existing competitive segment of the 
market, and to introduce new competition, if necessary from abroad, in 
the interest of lowering Canadian drug prices. 

2. Failure to Grant Licenses to Import 

Second, the failure to grant compulsory licenses to import 
prevents Canadians from being able to buy foreign drugs at low prices. 


The reluctance to grant licenses soley for importing is probably due 
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to the notion that Ganada would gain more by having drugs produced 
domestically than by being able to buy drugs more cheaply. Naturally 
this is contrary to the principles of international trade and the 
theory of comparative advantage. But such theories do not impress 
practical men, who would rather explore the costs and benefits 
expected from adopting alternative policies. Accordingly, if 
Canadian drug prices could eventually be cut by 50 per cent, which is 
by no means impossible, consumers would realize annual savings of 
about 100 million dollars, even at present rates of consumption. 
In contrast to this, the industry only employs about 10,000 people in 
Canada; the industry would by no means be destroyed by a 50 per cent 
price decline, since costs can be cut by more than 50 per cent; and 
even if drug industry employment were to decline, it is overly 
pessimistic to assume that those who become umemployed could not 
find other, and probably more productive jobs. Above and beyond this, 
a practical man might have doubts about the extent to which a foreign- 
owned captial-intensive industry is an unequivocal asset to a country. 

As regards employment, wages and salaries paid by drug firms 
represent only about 30 per cent of the value of output, while in most 
industries it is closer to 70 per cent. As comparing two domestically 
owned industries, the ratio of wages to value of product is not too 
significant, particularly if the industries are competitive, since the 
addition to total national productivity of a dollar of wages would be 
about the same as that of a dollar of rent, interest, or profits. But 
in a monopolistic industry profits (and hence dividends and retained 
earnings) may be inflated relative to wages. And if the industry is 
foreign-owned, the dividends will be withdrawn from the direct stream 
of spending within Canada. To the extent that earnings are retained 
and reinvested in the industry, the effect is but little different, 
since foreign claims on Canadian-based facilities are increased, and 
the basis for the future earning, and possible repatriation, of profits 


and dividends is increased. 
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The practical man may argue that the real danger lies in the 
monopolistic nature of the industry, and not in the fact that it is 
foreign-owned--after all, dividends received by foreign stockholders 
may be spent in buying Canadian exported goods. True. However, this 
is a return to the theory of comparative advantage--scorned by practical 
men--and it is inconsistent to argue that, on the one hand, Canadians 
benefit by paying high prices for drugs since this allows some domestic 
production of drugs, and on the other hand to maintain that the 
dividends exported by foreign-owned drug plants do not penalize the 
Canadian economy since they probably lead to increased demand for 
Canadian exports by stockholders. In one case, only the direct effect 
of a single aspect of the matter--wages received by Canadians 
employed in foreign-owned drug plants--is appraised; in the other case 
there is an appeal to consider both the direct and indirect effects of 
dividends sent out of the country. Of course it is preferable to | 
analyze both the direct and indirect effects of all aspects of a 
situation. In general international monopoly, like any monopoly, is a | 
burden on the world economy, although the incidence of this burden may 
vary from country to country. But there is no general presumption that 
investment in foreign subsidiaries per se is necessarily a net burden 
or net benefit to the economies of any of the countries concerned. 

The point should be stressed, however, that the chief 
beneficiary of the patent monopoly is the stockholder. The price of 
anything of value is determined by supply and demand. If supply is 
short relative to demand, price goes up. When a drug firm gets a 
patent on a profitable new drug, its expenditures on research, on 
marketing, and on production will go up. So will its profits. But 
while the existence of a profitable drug industry provides for the 
employment of many research scientists, salesmen, production workers, 
and even management executives, the wages and salaries earned by these 
men will not be increased by the profitability of the new product. They 
are members of competing groups, competing against each other for 
employment in drugs and in other industries. If the drug firm's demand 


for research workers increases, the increase in their wages will be 
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limited by the extent to which research workers are willing to 
leave other industries and work in drugs, and also by the extent to 
which students are motivated to enter research training in the 
prospect of good job opportunities. If there were only a dozen or so 
qualified research workers in the drug industry, they would have a sort 
of monopoly on research ability and could demand higher salaries as the 
profits of drug firms went up. But since the number is large relative 
to the demand, competition among research workers for job opportunities 
in drugs will keep drug research wages from rising above the level of 
such wages in similar occupations in industry as a whole. Furthermore, 
the fact that high earnings today stimulates training and increases 
supply in the future tends to limit the increase in research salaries, 
even if total employment opportunities continually expand. The same is 
true of drug firm executives; if a company president demands a salary 
increase because of the increased profitability of the firm, he can 
always be replaced by an executive of comparable ability, recruited from 
another industry if need be. But the patent creates an artificiai 
scarcity of the capacity to derive benefit from the invention, and this 
capacity is vested entirely in the ownership of the patent by the 
stockholders of the firm. The surplus of drug revenues over the 
corresponding costs of obtaining drug labor, and materials and 
research, and sales, and management services at competitive market 
prices and salaries, is reaped entirely by existing stockholders as 
the return to the truly "scarce" factor in drug production. Hence the 
most striking thing about the drug industry is the vast increase in the 
market value of the stocks of the most successful companies, such as 
Smith Kline and French. There has been no corresponding fantastic 
increase in production worker wages or management salaries. Hence the 
country of residence of the stockholders of a drug firm will always be 
a factor of some importance in estimating the international incidence 
of drug industry prosperity. 

3. Possible Patent Reforms 

What, precisely, is the advantage of issuing compulsory 


licenses to import drugs, in contrast with other ways of weakening the 


25611—i6} 


2526 DRUG COSTS AND PRICES Feb. 14, 1967 


- 106 - 
power of the patent privilege? A range of possible remedies is 
conceivable: 
a. complete abolition of all drug patents, as recommended in 
the Report of the Restrictive Trade Practices Commission; 
b. allowing compulsory licenses for imports; 
c. facilitating the process of obtaining compulsory licenses; 
d. amending the patent law to put the burden of proof in 
infringement suits on the plaintiff; and 
e. amending section 19 of the Patent Act to allow provincial 
governments and their agencies to use drug patents upon 
payment of reasonable compensation, a power presently 
reserved to the Government of Canada. 
The securing of the four latter reforms might make the more radical 
step of abolition of drug patents unnecessary. Let us consider the 
implications of these reforms. 
a. Abolition of drug patents 
The abolition of all drug patents would surely be the most 
direct single measure to secure new entry and price competition. This 
would admittedly have the disadvantage of creating international 
difficulties between Canada, and countries committed to drug patents, 
and the danger of repercussions cannot be discounted. Other costs of 
patent abolition might also be urged: the possible reduction in 
research outlays in Canada; the diminution of the stimulus to improve 
processes which is provided by drug patents; and the possible return to 
secrecy instead of disclosure on the part of drug inventors. However, 
since so little research is actually done in Canada, the maximum possible 
reduction would not be very great. And it is possible that research in 
Canada might merely be diverted from private to public channels with 
probable increases in the value of the results. As to the next point, it 
is likely that the existence of patent protection for drug processes does 
stimulate development of alternative processes, but it is not certain 
that this incentive is necessary, nor that the inventions so devised are 
superior--all that is required to surmount the patent barrier is that 


the processes be different. As to the return to a policy of secrecy, 
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it may be observed that almost all Canadian patents are foreign-owned 
and have already been patented in the country of the inventor, so that 
the granting of a Canadian patent is not necessary to provide disclosure 
of the details of the invention to interested Canadians. Furthermore, 
the '"know-how'' may remain secret even though the patent discloses the 
nature of the process. (lg). Genuine secrecy, however, Professor 
Fritz Machlup of Princeton University has declared, is not really possible 
in the drug industry, even in the absence of patents, for a variety of 
reasons including the ability of technicians to analyze and duplicate 
drug products. 


b. Permitting Compulsory Licenses to Import 
in Conjunction with other Reforms. 


If prospective importers were licensed to import drugs produced 
by Canadian patent holders in return for the payment to the patent holder 
of reasonable royalties, the potential for competition would be greatly 
increased. Presumably the international repercussions would be less 
severe since patents are not abolished, and royalties are paid on 
quantities imported. This solution has much to recommend it, since it 
would introduce competition for those drugs which can be produced more 
cheaply abroad than by domestic compulsory licensees. 

Other reforms could be instituted in conjunction with the 
licensing of imports. The facilitation of the process of obtaining 
compulsory licenses is a necessary part of any patent reform program which 
retains compulsory licensing. The time and expense to applicants should 
be cut to the minimum; if this minimum still proves burdensome, patent 
licenses should be issued as of right. This is the recommendation of the 
Ilsley Commission, and it seems highly appropriate. The amending of 
section 41 (2) of the Patent Act to put the burden of proof on the 
plaintiff in an infringement suit would probably lead to more competition 
through the importation of drugs produced abroad by non-infringing 
processes. Since such imports would be royalty-exempt, they might be 
sold at even lower prices on the domestic market than the drugs imported 
by compulsory licensees. But placing the burden of proof on the 


plaintiff would not completely eliminate the danger of legal harassment 
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of importers by patent holders. The only way to accomplish this would 
be to amend the Patent Act. 

Section 19 of the Patent Act could be amended to allow 
provincial governments and their agencies to use any drug patent in 
return for payment of reasonable compensation, a right which is 
presently limited to the Government of Canada. This recommendation of 
the Hall Commission is highly appropriate since it would further 
safeguard the Canadian drug buyer against restriction of supply and 
high prices. These four reforms should jointly achieve the same goals 
as the abolition of patents. If they do not succeed in stimulating 
price competition and price reductions, then as the Hall Commission 
indicated in its report, there would be no alternative but to abolish 
patents. 

One final point remains. Applications for compulsory 
licenses may also be discouraged because of the necessity of a new 
firm to engage in expensive sales promotion in order to obtain business 
in competition with sellers of established brand name products. To 
be forced to engage in such outlays, of course, would reduce or eliminate 
the ability of the licensee to undersell the patent holder. The 
solution to this difficulty lies in requiring that brand names for 
drugs be outlawed and that drugs be advertised and sold only under 
generic names, coupled with the name of the seller. This aspect of 
reform will be discussed below under section (5), the effect on drug 
prices of laws supporting brand-name prescribing. 

4. Drug Prices and Trade Mark Reform 

Certain provisions in the Trade Mark Act serve to insulate 
still further the Canadian drug industry from competition in the world 
market. A foreign parent drug company, in the United States, for 
example, may be selling a drug at a much lower price in the United 
States than its Canadian subsidiary is charging in Canada, although 
both companies are selling the same drug under the same trade mark. 
Canadian prices could be lowered if it were possible for independent 
Canadian importers to buy drugs from wholesalers in the United States, 


pay import duties, and sell the drugs in Canada at a lower price than that 
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specified by the Canadian subsidiary of the United States manufacturer. 
This is prevented by the present provision of the Trade Marks Act, which 
permits the owner of a Canadian trade mark to monopolize the 
importation and distribution of any product bearing this mark, whether 
or not any production of the product is carried on in Canada. 

This could be corrected by adopting the Hall Commission's 
recommendation that Section 20 of the Act be amended to specify that no 
infringement could be claimed where the drugs in question are produced 
by a related company. (Section 2(r) of the Act defines related 
companies as "companies that are members of a group of two or more 
companies, one of which, directly or indirectly, owns or controls a 
Majority of the issued voting stock of the others.") The only 
retaliation would then be for the Canadian subsidiary to take out a 
new trade mark for its drug, but it would hesitate to do so to the 
extent that sales promotion efforts in both the Canadian and United 
States markets had made the trade-marked name itself a valuable 
business asset, which would occasion a capital loss upon name change. 
(see Appendix D for a discussion of the arguments advanced by the Patent 
and Trade Mark Institute of Canada against patent and trade mark reform.) 
B. The Effects upon Drug Prices of the Tariff and Anti-Dumping Laws 

Tariffs are intentionally designed to protect domestically 
situated producers by imposing an import tax burden on foreign goods, 
thus increasing the cost of imports and raising the prices at which 
they must be sold in order to justify importation. Except perhaps in 
the very long run, tariffs tend directly to increase domestic prices by 
encouraging higher cost domestic producers at the expense of lower 
cost imports. Hence the complete eradication of drug tariffs would 
be the most expedient tariff measure for maximizing the potential 
decrease in Canadian drug prices. But if it is desired to retain protection 
for domestically situated producers, in the hope of some long-run benefit 
on the price level, or for the sake of advantages which are considered 
to outweigh the price-increasing effects of import taxes, the customs 
laws should then be such as to give protection only to those drugs 


which are actually being produced at any given time. It would then be 
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appropriate to revise these laws to accomplish the following goals: 

1. the application of tariffs only to those drugs of a class 
or kind actually produced in Canada; 

2. the application of anti-dumping duties only to those drugs 
of a kind actually produced in Canada; 

3. the valuation for customs and anti-dumping duty purposes 
of imported drugs at levels which are not so high as to 
motivate foreign parents of domestic subsidiaries to take 
a disproportionately large share of the total profits of 
the integrated operation in the foreign country; and 

4. the imposing of a schedule of tariff rates no higher than 
is needed to afford domestic drug plants the minimum 
necessary protection. 

Each of these will be discussed in the following paragraphs. 


1. Applying Tariffs only to Drugs of a Class or Kind 
Actually Produced in Canada 


The amending of the tariff laws so as to restrict the 
application of drug tariffs to drugs of a class or kind actually produced 
in Canada would aid the cause of price reduction (though in itself it 
of course would not insure price reductions) by reducing the cost basis 
of importers, and hence permitting some decrease in price. At the same 
time, since these drugs would by definition not be of a class or kind 
made in Canada, the operations of domestic drug makers would not be 
disrupted. It might be desirable to abolish tariffs on all drugs of 
a kind not made in Canada, except that since many drugs which are not 
chemically identical are actually largely substitutable for one another, 
the exempting from tariffs of individual drugs not made in Canada might 
be prejudicial to the ability of therapeutically similar but chemically 
not identical drugs made in Canada to compete in the market with 
tariff-exempt imports. Nevertheless, "class" should not be defined so 
broadly that, for example, all antibiotics are considered to belong to 
a certain class such that tariffs would be imposed on every imported 
antibiotic if even a single antibiotic were made in Canada. Rather it 
would be preferable (although admittedly difficult) to define "class" 


by making an exhaustive enumeration of all drugs which are therapeutic 
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substitutes for drugs made in Canada, and then exempting from tariffs 
any drugs not on the list. In addition, the change in the law 
would not prevent the establishment of new domestic drug plants since 
tariffs would become applicable to imports of any drugs of a class or 
kind produced by domestic plants as soon as domestic production were 
to be established. 


2. Applying Anti-Dumping Duties only to Drugs 
of a Kind Actually Produced in Canada 


The existence of the anti-dumping duty tends to motivate 
foreign parents of Canadian subsidiaries to impute a larger share of 
total profits to the parent by setting prices to the subsidiary at 
levels high enough to avoid all possibility of being subject to the 
anti-dumping duty. Clearly, the determination of the price below which 
the duty will be imposed is a matter of great importance. To set too 
high a price would be to penalize the Canadian subsidiary and add to 
the total costs which it must recoup in prices, thus adding yet another 
factor which conduces to higher prices. But setting too low a price 
will result in lower tariff revenues and less protection to domestic 
Canadian producers, although at the same time this may reduce costs 
and thus permit (but not insure) some price reductions. Complete 
abolition of the anti-dumping duty would eliminate this particular 
parent-subsidiary complication from arising, but of course would leave 
domestic producers open to the threat of dumping. It would seem 
desirable to limit the application of the anti-dumping duties to drugs 
of a kind made in Canada. At present, while most of the pharmaceutical 
drugs used in the preparation of dosage forms in Canada are not 
themselves made in Canada, most pharmaceutical preparations containing 
these pharmaceutical drugs are considered to be of a class or kind made 
in Canada for dumping duty purposes. Hence although the active 
ingredients in a drug are not made in Canada, dosage forms containing 
these drugs may be subjected to anti-dumping duty in order to protect 
sellers of dosage forms rather than the non-existent manufacturers of 
the basic drugs from which the dosage forms are prepared. Drug prices 


are therefore increased by the amounts of anti-dumping duty paid, or by 
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the increase in invoice prices necessary to eliminate the danger of 
anti-dumping duties, not only for drugs made in Canada, but for all 
other drugs of a general class which are made in Canada. It would seem 
desirable to limit the application of anti-dumping duties to drugs of 
a kind made in Canada, in order to eliminate the possible price- 
increasing effects of the possibility of imposition of anti-dumping 
duties on all drugs of the same class sold in Canada. This would 
maintain the protection afforded the actual manufacturer of the basic 
drug, but not the protection now enjoyed by the seller who, rather than 
making the basic drug, merely imports it or its ingredients. This 
difference in treatment can be defended on grounds that it is the 
manufacturing of the basic drug which is primarily to be protected 
because of the greater investment of the manufacturer in more specialized 
facilities, and the greater flexibility of operation of the importer 
of finished dosage forms or ingredients thereof. 

3. Valuation of Imported Drugs for Tariff Purposes 

The reduction in the scope of anti-dumping duties would 
eliminate many of the instances in which valuation problems for 
imported drugs arise. The goal of valuation for customs purposes of 
those imported drugs which are still subject to dumping duties, at 
levels which are not so high as to motivate foreign parents of Canadian 
subsidiaries to take too large a portion of the combined profits of 
parent and subsidiary in the foreign country, would be most 
expeditiously arrived at by setting this value equal to production 
cost plus an allowance for gross profit. Gross profit would include 
allowances for general and administrative overhead, selling costs, and 
net profits. To simplify the administration of this rule, some 
maximum allowance for gross profit should be stipulated. This is now 
done for some items of import. For example, the maximum gross profit 


allowance for imported car parts of a class or kind not made in Canada 
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is five per cent. If after appropriate study a maximum rate of 
perhaps ten per cent were to be adopted for drugs, the motivation for 
foreign parents to charge high prices to Canadian subsidiaries to 
avoid anti-dumping duty would be removed. If, for example, a drug 
cost $1.00 to produce, invoice costs to Canadian importers of less than 
$1.10 would not be subject to dumping duty. If invoice costs were 
over $1.10, then the actual invoice cost would naturally be the basis 
for the regular tariff duty. But by setting only a reasonable maximum 
allowance for gross profit, foreign parent companies would not be 
inclined to set high invoice prices to subsidiaries to avoid 
anti-dumping duty. 


4. Reduction of Tariff Rates to Minimum Levels Consistent 
with Protection of Domestic Producers 


Finally, the tariff rates imposed on drugs should be no 
higher than is necessary to afford domestic producers the minimum 
protection considered necessary. A careful evaluation of the entire 
schedule of tariffs on drugs is needed, such as was proposed by the 
Hall Commission. The Tariff Board has recently finished a study of 
the chemicals items tariffs, which however specifically excluded 
pharmaceuticals. Still, many fine chemicals used by the drug industry 
were evaluated, and the Tariff Board should be directed to make a 
similar study for drugs. 

There are two respects in which one might be skeptical about 
the value of customs reform in achieving reductions in the price of 
drugs. First, it may be asked whether or not a reduction in tariffs would 
be passed on to the consumer in the form of lower prices, or whether 
the net effect would be to reduce tariff revenues and leave prices 
unchanged. The answer would appear to be that tariff reduction, by 
itself, would not necessarily lead to price cuts because of the 
presently non-competitive nature of the industry. If, however, tariff 
reductions are only one part of a concerted program to make the industry 
more competitive, then the nature of the resulting competition will 
force drug firms to reduce prices as their total cost levels are reduced. 


A second objection is that even if price reductions did follow as 


2533 


2534 DRUG COSTS AND PRICES Feb. 14, 1967 


- 114 - 
a result of tariff reductions, the resulting price declines would be 
very small. Minister of National Revenue Benson has made a statement 
to this effect to the Committee: 

"Not only are customs markups low as compared with industry 

profits, but also the factory costs to which they apply are 

low in relation to the total costs incurred in marketing 
pharmaceuticals. Thus the values for duty now prescribed 
under section 38 of the Customs Act are low in terms of 

normal selling prices in the industry, and for this reason 

there is some doubt that any lower valuation would greatly 
reduce the price of drugs in Canada." (7n). 
Again, it must be admitted that if tariff reductions alone were relied 
upon, the effect would very likely be negligible. But if other measures 
are also employed to create price competition, prices would decline and 
the size of the tariff relative to consumer prices would become greater. 
Industry profits and the total cost of marketing drugs would be forced 
to decline, so that values for duty purposes would become a larger part 
of the lower price levels prevailing under competition. 
C. The Effect on Drug Prices of the Federal Sales Tax. 

Because of the nature of demand for prescription drugs, a tax 
at the manufacturer's level can be pyramided through the various stages 
of distribution and passed on to the consumer in magnified form. An 
eleven per cent manufacturer's sales tax would thus increase the price 


to the wholesaler by eleven per cent; and the wholesaler, who can be 


depended upon to impose his traditional markup, will raise his price to 


the retailer by the same eleven per cent. The relationship between the 
retailer's cost and his price has been disputed. If the druggist 
simply marked up his cost for the drug by. the traditional 66 2/3 per 
cent markup, the impact of the tax would then be to increase the final 
consumer price by eleven per cent. If, on the other hand, he superimposes 
some fixed charge to the marked-up cost, the net effect on the price to 
the buyer would be an increase of less than eleven per cent; to the 
extent that the ratio of the fixed charge to the cost-plus-markup was 
relatively large, the price increase to the buyer might be appreciably 
less than eleven per cent. If, however, the average prescription were 
priced in such a way as to make the price to the buyer exactly twice as 


high as the cost of the "ingredients" to the druggist (this is the relationship 
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shown in the Canadian Pharmaceutical Association's annual surveys) then 
the eleven per cent sales tax on the manufacturer would on the average be 
passed on to the consumer as an eleven per cent price increase. (See 
Appendix A for a detailed discussion of the impact of the sales tax on 
the consumer price under different assumptions regarding the method of 
pricing prescriptions.) 

The presentations submitted to this Committee have been 
practically unanimous in recommending the abolition of the sales tax as 
a way of reducing the price of drugs. But it must be stressed that the 
act of tax abolition, taken by itself, would not necessarily have the 
slightest effect on prices. Prices are determined by demand, and if 
drug sellers are able to exact $11.00 from the drug buyer for a 
savbocmaes ibaa! why should they reduce the price to $10.00 just 
because the manufacturer now pays 55 cents less in taxes on a price’ 
to the distributor of $5.55? He could quite readily just pocket the 
extra 55 cents and not change the price to the distributor. And even 
if he reduced the price to $5.00, the wholesaler and/or the retailer 
might simply widen their margins correspondingly and the net price to 
the consumer would be unchanged. To be sure, the present publicity 
being given to the high price of Canadian drugs, and the suggested 
remedy of sales tax removal, has no doubt focussed so much attention 
on this issue that it would be difficult for sellers not to pass on at 
least a good part of the tax savings to buyers. But arguments against 
the immediate reduction of prices because of higher-priced existing 
inventories, although valid in themselves, may be used as a delaying 
tactic, and price cuts may be postponed until public awareness of their 
possibility has abated. By the time that the higher-cost inventories 
have been sold, smaller price reductions than are justified may be made 
because of this abatement of interest. And even if full price reductions 
are made, the knowledge on the part of sellers that extensive sales can 
be made at prices eleven per cent higher may act as an incentive to 
subsequent price increases to restore prices to former levels. All of this 
is speculation, but the uncompetitive nature of the drug industry suggests 


that such speculation is not entirely idle. Drug industry spokesmen have 
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clearly been stressing the price-increasing effect of the sales tax in 
order to distract attention from drug firm marketing costs and profits. 
Sales tax abolition is certainly justified on many grounds, but must be 
only one part of a comprehensive reform program to introduce genuine price 
competition into the Canadian drug industry. 


D. Effects on Drug prices of Food and Drug Laws and their Administration 


The Canadian food and drug laws appear to provide adequate 
authority for public inspections of the facilities and products of drug 
sellers. But it has been argued that sufficient funds and staff to 
guarantee adequate inspection have not been appropriated. The necessary 
funds should by all means be supplied. One of the greatest advantages 
of the major firm is its ability to disparage the quality of the 
products of lower-priced generic sellers. That it can successfully do 
so despite the fact of federal inspection is proof of its ability to 
disparage the possible scope of the efforts of inspections as well. If 
sufficient funds are appropriated to make the adequacy of the inspection 
program obvious to all, these disparagement efforts will become manifestly 
specious. Such an expanded inspection budget is an essential part of a 
drug industry reform program, since the awarding of licenses to import 
will increase imports of low cost drugs, and the drug industry can be 
expected to mount a titanic effort to disparage the quality of imported 
drugs and hopefully prevent their prescription. It is my understanding 
that the present level of drug imports has already prompted the 
assignment of drug inspectors to some Canadian embassies in drug 
exporting countries, so that foreign factories can be inspected as well 
as their products. 

Steps should also be taken to eliminate any unnecessary barriers 
to the marketing of "new drugs" by a large number of firms. Where a new 
drug has been cleared for marketing on the basis of experimental and 
clinical information compiled by an original applicant, the identical 
drug should automatically be cleared for marketing by any firm demonstrating 
the ability to produce an identical drug, regardless of possible differences 
in the processes of manufacture. To act otherwise is to prolong the 


monopoly power period of the original applicant, and to impose unnecessary 
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burdens on later applicants. 
E. The Effect on Drug Prices of the Laws Supporting Brand Name Prescribing 

Brand name prescribing adds very greatly to the cost of many 
drugs, and is engaged in not because medical schools teach brand name 
prescribing (this is not their practice) but because of the great 
volume of brand name sales promotion to which they are exposed. One way 
of reducing drug costs by making it possible for the druggist to dispense 
the generic equivalent of the brand-name drug being prescribed is to amend 
provincial pharmacy acts 'to permit such so-called "substitutions." 
This was of course done in Alberta in 1962. See Appendix E where the 
statute is reproduced. The Alberta law authorized "substitution" 
provided that the physician did not specify that no substitutions were 
to be made. But even with this law in force, it is by no means certain 
that the average pharmacist would have substituted lower-priced drugs 
for brand-name drugs since his profit margin on the former is likely 
to be much lower than on the latter. Indeed, even if a prescription is 
written generically, it will usually pay to fill it by substitution of a 
brand name drug at higher prices. According to a survey conducted some 
years back by Drug Merchandising 62 per cent of generically written 
prescriptions are filled with a brand name product, and only 30 per 
cent are filled with a generic product. (lh). Very many drugs are subject 
to patent monopoly so that generically written prescriptions must 
necessarily be filled with a brand name product. For other drugs 
which are sold under both generic and brand names, the demand for the 


unadvertised generic name product may be so small that its distribution 


To an economist, the notion that any meaningful "substitution" has 
taken place when one company's embodiment of a particular chemical 
is selected rather than that of another, is a curious one. And indeed, 
in the United States the economist's view coincided with that of state 
pharmacy boards until relatively recently. One of the most fascinating 

developments unearthed by the Kefauver hearings, and one of the least 
publicized, was the success of the National Pharmaceutical Council's 
crusade to change the meaning of substitution. Substitution used to 
mean dispensing the wrong drug, not a different brand name. In ]953, 
when the crusade began, only four states in the United States had any 
kind of anti-substitution laws. By 1959, 44 states had written into 
their law books the new approach to substitution. Fortunately, a 
similar attack on hospital formularies proved much less successful. (5g). 
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is limited largely to hospitals or major cities. Hence, for many 
reasons, even the mandatory requirement that all prescriptions be written 
generically would not necessarily result in cost savings for any very 
large fraction of prescriptions. 

A genuine solution of this problem must await the outlawing 
of brand names for drugs. If drugs had to be marketed under the generic 
name, coupled with the name of the manufacturer, the power of massive 
sales promotion to "educate'! the physician to prescribe only a certain 
brand name would be eliminated, and the ability of identical substances 
to masquerade behind different brand-name disguises would be at an end. 
Furthermore, generic names would soon be disciplined. If Lederle had 
to sell "Declomycin" under the name 'Demethylchlortetracycline-Lederle" 
and Sandoz had to sell its euphonicus "Mellaril" as "Thioridazine 
hydrochloride-Sandoz,"' drug firm spokesmen would soon drop arguments 
that generic names cannot be simple, and begin to make every effort to 
Simplify them. A further advantage would be that Canadian physicians 
who read medical journals published in the United States would not be 
subjected to advertising appeals which could be translated directly 
into prescribing in Canada the brand names advertised. 

It would be far more rational to advertise by firm name than 
by brand name. The alleged virtue of prescribing by brand name is to 
secure the high quality products made by the reputable firm. But the 
brand name does not identify the firm; instead, it refers to absolutely 
nothing but itself, stressing uniqueness and abstraction. It is probable 
that many physicians do not know which firm produces many of the brand 
names which they prescribe; indeed, with the striking proliferation of 
brand names, it could hardly be otherwise. 

It should be kept in mind that the physician's hesitance to 
prescribe generically is relative, not absolute. They readily abide by 
hospital formulary agreements. Presumably this reflects greater 
confidence in the hospital pharmacist and the facilities at his disposal 
than they have in the retail druggist. Adequate public inspection of 
drug products should result in all pharmacists being equally worthy of 


confidence. 
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The outlawing of brand names is probably essential to any 
rapid reduction in Canadian drug prices. When reasonably priced generic 
drugs begin to be imported, their impact on the market will be 
determined by the willingness of physicians to prescribe them, as well 
as by their probable success in obtaining sales on tender from hospitals 
and public agencies. If the doctor is not aware of the generic name of 
a particular brand name drug, it will not be convenient to prescribe it 
generically. And advertising certainly minimizes the attention devoted 
to generic names relative to brand names. Beyond this, the practice of 
brand name sales promotion creates a presumption in favor of brand names 
and against generic names, which is miseducational in the sense that it 
conflicts with what medical students are almost universally informed in 
medical schools is rational prescribing practice. Newly graduated 
physicians will not be subject to efforts to make them forget generic 
names. For older physicians, it is likely that the "magic" of brand 
names will not long survive the passing of such names. Depending upon 
the intensity of price competition, and the rapidity with which it 
develops, the ability of major firms to finance extensive sales 
promotion will sharply decline as prices and cash flows fall, and the 
present advertising-induced disadvantage under which the generic name 
seller labors will be greatly reduced. As the ability of public inspection 
to keep all low-quality drugs off the market is established, there will 
be less fear of prescribing generically. 

Other laws conducive to promoting an environment supporting 
brand name prescribing and the suppression of price competition would 
include provincial legislation limiting operation of drug stores to 


registered pharmacists, and limiting the dispensing of prescriptions to 


This carefully cultivated suspicion of the quality of generic name 

drugs is largely unjustified; many generic name drugs are no doubt 
Superior to brand name drugs. In the United States, FDA records show 
that irregularities have repeatedly arisen in connection with the drugs 
produced by brand name firms. A generic name is no indication of low 
quality. It is equally true that a brand name in itself is no guarantee 
of acceptable quality. 
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licensed pharmacists, physicians, dentists, and veterinary surgeons. 
obviously it is possible for entry to pharmacy to be limited by 
requiring unnecessarily lengthy academic preparation, the passing of 
examinations of arbitrary difficulty, and the imposition of 
apprenticeship requirements. While no one wants incompetent personnel 
to dispense prescriptions, the requirements for success in pharmacy 
today probably put a higher premium on merchandising skills than on 
compounding and other technical skills. Requirements could be 
correspondingly altered. To stimulate price competition at the retail 
drugstore level, it is absolutely essential that it be made possible for 
persons and firms not subject to possibly arbitrary pressures or 
penalties imposed by pharmacy control boards to enter the field. The 
competition provided by discount pharmacies, drug chains, and the 
equivalents of drug supermarkets and mail order houses should do a 
great deal to lower drug prices and force the conventional type of 


pharmacy to become more efficient. 


The statements made to this Committee by Mr. S. S. Bass of London Drugs, 

Limited, Vancouver, at least suggest that improper pressures may be 
brought to bear on pharmacy owners who engage actively in price competition. 
(7mm) . 
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CHAPTER IV 
The Effect of Drug Law Reform on Existing Canadian Drug Firms 

The existing Canadian drug industry is more than capable of 
dealing successfully with the drug reforms proposed in this submission. 
The major firms have a tremendous initial advantage over new entrants 
selling under generic names or unknown brand names in that their 
intensive sales promotion campaigns have secured for their brand name 
drugs the good opinion of the medical profession, and the custom of 
disparagement has placed generic name sellers at a great disadvantage. 
If brand names are outlawed, the name of the seller will still stand 
established firms in good stead. But it is to be expected that the 
availability of compulsory licenses to import, in conjunction with the 
other proposed reforms in drug laws and in the distribution system, 
will force existing large firms to respond to the challenge of price 
competition. It is a challenge which they are well able to meet, since 
their production costs are very low, and probably lower than those of 
most of the importers because of their larger volumes of output. To 
meet the low prices of imported drugs, it will be necessary to reduce 
marketing costs greatly, and to settle for the lower rates of return 
on investment which are everywhere imposed by competition. It will, in 
a salutary sense, force the firms to become much more efficient in 
their overall Canadian operations. 

The total sales volume of the major firms will be maintained 
to the extent that they reduce their prices to meet the competition of 
imported drugs. It is to be expected that the chief impact of these 
imports will be to drive the prices of the major firms down a little 
closer to their costs, which are no doubt low enough to allow a great 
deal of price reduction. The impact on employment and investment in 
Canada will probably not be severe since the principle of tariff 
protection for the domestic industry is not being abandoned. Furthermore, 
since much of the industry's employment is concentrated in the Montreal 
and Toronto areas, the chances that any displaced workers will find 


employment elsewhere is correspondingly great. 
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In summary, it is to be expected that the major effects of 
drug reform will be to reduce the prices, selling outlays, and profits 
of existing large drug firms, rather than to decrease greatly their 
share of the market. Output can be maintained to the extent that they 
are willing to cut prices to meet the challenge of imports, and this 
will maintain output and employment for Canadian-based plants. Even 
research may not suffer much if fiscal incentives and subsidies to 


research continue to expand. 
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CHAPTER V 
Summary of Recommendations 

1. Compulsory licenses to import should be granted, subject to the payment 
of reasonable royalties. These licenses should provide for the 
importation of semi-finished and finished dosage forms as well as 
bulk drugs. 

2. Section 41(2) of the Patent Act should be amended to put the burden 
of proof of infringement of drug process patents on the plaintiff. 

3. Every effort should be made to further expedite the process of acting 
on compulsory license applications. If reasonable expedition cannot 
be achieved, such licenses should be issued as of right. 

4. Section 19 of the Patent Act should be amended to allow provincial 
governments and their agencies as well as the Government of Canada 
to use any patented drug, subject to the payment of reasonable 
compensation. 

5. The Trade Marks Act should be amended to allow the importing of 
trade-marked drugs which have been produced by a company related to 
the company possessing the Canadian trade mark. 

6. The schedule of tariffs on drugs should be reviewed by the Tariff 
Board, with a view toward: 

(a) Limiting the liability of drugs to tariff duties to those drugs 
of a class or kind actually made in Canada, and 

(b) reducing applicable rates to the minimum level consistent with 
the provision of the desired level of protection for domestic 
producers. 

7. Liability for anti-dumping duty should be limited to drugs of a kind 
actually made in Canada, where "kind" is defined in terms of the 
active ingredient. 

8. The valuation for customs purposes of imported drugs should be based 
on production cost plus a maximum allowance for gross profit (or 
invoice cost, if higher) in situations where it is not possible 
independently to ascertain fair market value. 


9. The federal sales tax on drugs should be removed. 
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The Food and Drug Directorate should be provided with sufficient 
authority, funds, and staff to enable it to carry out an 
inspection program adequate to prevent the marketing of substandard 
drugs and establish confidence in all drugs sold in Canada. 
Unnecessary barriers to the marketing of new drugs by additional 
firms should be eliminated. Where a new drug has been cleared for 
marketing on the basis of adequate data compiled by an original 
applicant, the same drug should be approved for marketing by any firm 
capable of producing the identical drug. Similarly, unnecessarily 
onerous burdens in the way of supplying drug information which merely 
duplicates existing known information should not be imposed. 
The publication of a governmentally sponsored newsletter evaluating 
drugs, similar to the Prescriber's Journal in Great Britain should be 
considered, particularly if widespread subscription by Canadian physicians 
to presently or prospectively published independent newsletters of 
this type fails to develop. 
Every reasonable effort should be made to inject more price competition 
into drug retailing. Serious consideration should be given to the 
liberalizing of the requirements for Operating drugstores and dispensing 
prescriptions, so that the development of lower priced outlets for drugs 
such as discount pharmacies and mail order houses can be encouraged. 
If the above reforms do not succeed in reducing drug prices to 
competitive levels in a reasonable period of time, drug patents in 
Canada should be completely abolished. 


All of which is respectfully submitted 


Henry B. Steele 


on behalf of the Government of Alberta 


February, 1967 
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APPENDIX A 
An Analysis of the Effects of the Eleven Per Cent Federal 


Sales Tax on the Price to the Patient for Prescriptions 
priced by Different Methods. 


I. General Analytical Framework. 


Let the manufacturer's sales price to the wholesaler, prior 
to the imposition of the tax, be an amount designated by the letter Cc. 
(This is the price per unit.) 

Let the wholesaler's markup be the conventional 20% above 
his cost of C per unit. Hence the wholesaler's price to thegretaiter, 
per unit, is €(1.20). 

Let the retailer's markup be assumed initially to be simply 
66 2/3 per cent above the price which he pays the wholesaler. Hence 
the price to the patient would be C(1.20) (1.667). If we let this price 
be represented by the letter P, it is obvious that P=2C€. Hence the 
markups of wholesaler and retailer have doubled the manufacturer's 
pre-tax price. 

If a sales tax of eleven per cent be imposed on the manufac- 
turer's sales price to the wholesaler, the manufacturer can pass the 
entirety of the tax forward to the wholesaler by raising his price by 
eleven per cent. The wholesaler's price then becomes C(1.11). 

The wholesaler can then realize an increased absolute gross 
profit margin per unit by maintaining his usual markup of 20 per cent 
on his increased price from the manufacturer. The price to the retailer 
will then be: C(1.11) (1.20). 

The retailer can similarly realize an increased absolute gross 
profit margin per unit be persisting in the imposition of his customary 
markup of 66 2/3 per cent on the increased price from the wholesaler. 
The price to the patient would then be C(1.11) (1.20) (1.667). Let us 


refer to this post-tax price as P*. 
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We now have to answer two very important questions: (1) What 
per cent increase in the price to the patient was brought about by the 
imposition of the 11 per cent sales tax at the manufacturer's level? 
(2) How is this increase in price accounted for by (a) actual tax 
revenues; (b) the increase in the wholesaler's gross profit margin; and 
(c) the increase in the retailer's gross profit margin? The answers to 
these questions can be supplied by a very straightforward analysis. 

The first question can be answered by computing the increase 
in the price to the patient. The ratio of P to P* gives us the per- 
centage change in the patient's price as a result of the tax. This 
ratio is as follows: 


(1) Peetiee aC Delt RB0) M1667 )e de dd 
P C(1.20) (1.667) 


Hence the eleven per cent sales tax, shifted forward in full 
by the manufacturer, and pyramided by the wholesaler and retailer, results 
in an eléven per cent increase in the price paid by the patient. 

To answer the second question, let us assume that the value 
of P is $1.00 and hence P* is $1.11. This would mean a pre-tax manufac- 
turer's price of $ .50, and a price of $ .60 to the retailer. The 
patient's dollar would be divided as follows: 50 cents to the manufac- 
turer, 40 cents to the retailer, and 10 cents to the wholesaler. But 
after the tax is imposed, the manufacturer increases his price of $ .50 
by 11 per cent, of 5.5 cents, so the wholesaler pays $.555. If the 
wholesaler adds his customary 20 per cent margin, the price to the 
retailer increases by 11.1 cents, to $.666. When the retailer imposes 
his 66 2/3 per cent markup, the consumer price increases by 11 cents 
to $1.11. The consumer now pays 50 cents to the manufacturer, 44.4 
cents to the retailer, 11.1 cents to the wholesaler, and 5.5 cents to 
the government in taxes. Although the manufacturer's receipts have 
not increased, the retailer's gross profit margin has gone up by 4.4 
cents, and the wholesaler's gross profit margin has increased by 1.1 
cents. Only 50 per cent of the increase in the price to the patient 
has been captured by the taxing authority; the other 50 per cent has 
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been allocated to increasing the gross profit margins of distributors. 


Sales tax receipts are only 4.9% of the post-tax price. ($.055/$1.11). 


II. Effect of different prescription pricing methods on the relative 
price increase caused by the sales tax. 


A. Different Pricing Methods employed by pharmacists in Canada: 
1. Retailer's cost plus 66 2/3 per cent markup. 


2. Retailer's cost plus 66 2/3 per cent markup plus 
dispensing fee. 


3. Retailer's cost plus "professional fee." 

It has been reported that some pharmacists do not charge 
professional or dispensing fees in cases where the retailer's cost plus 
the 66 2/3% markup would yield an absolutely high markup. (Testimony 
of Mr. W. Isaacson of the Council of the Ontario College of Pharmacy 
and proprietor of retail pharmacies in Toronto, as reported Toe 
1961 Restrictive Trade Practices Commission Hearings, p. 2967.) If the 
drug were not so highly priced, a dispensing fee of perhaps 50 to 75 
cents might be added to the cost plus markup. Alternatively, a 
"professional fee'' of perhaps $2.00 to $2.25 or more might be added to 
the retailer's cost. It is obvious that the role of the sales tax in 
increasing the price to the patient may vary as between different 
methods. 

Let us apply each method to the "average" prescription in 
Canada during 1965, which according to testimony presented before this 
Committee on June 14, 1966, by Mr. J. C. Turnbull, Executive Director 
of the Canadian Pharmaceutical Association (page 57 of the Hearings) 
was priced at $3.32 on the basis of preliminary figures for the 24th 
Annual C.Ph.A Pharmacy Survey for 1965. 

1. Retailer's cost plus 66 2/3 per cent markup. If the 
price to the patient of $3.32 represents a 2/3 markup over retailer's 
cost, the retailer must have paid $1.992, and the wholesaler's cost must 
have been $1.66, or 50 per cent of the price to the patient. The tax 


paid by the manufacturer must have been 11/111 of $1.66, or 16.4 cents, 
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so that the net receipts by the manufacturer would have been $1.496. 
In this case, the price in the absence of the sales tax would have 
been twice $1.496, or $2.992. The price increase occasioned by the 
tax is of course 11.0 per cent, as before ($3.32/$2.992), and the ratio 
of taxes collected to the price paid by the patient is $ .164/$3.32, or 
only 4.94 per cent. (It is doubtful, however, if a price of only $3.32 
would be regarded as sufficiently high to justify omitting a dispensing 
fee.) 


2. Retailer's cost plus 66 2/3 per cent matkup plus 
dispensing fee. If a dispensing fee is charged, one must know the 


average retailer's cost for the typical prescription in order to 
compute both the markup and the average dispensing fee. According to 
Mr. Turnbull's statement, cited above, the average ratio of retailer's 
cost to prescription price in 1964 was 50 per cent. (Hearings, p. 58). 
Hence a prescription priced at $3.32 would involve a cost of $1.66 for 
materials. Adding the 2/3 markup to $1.66 brings the price up to $2.77, 
and the difference between $2.77 and $3.32 could be interpreted as an 
average dispensing fee of $ .55. 

If this be assumed the case, the price in the absence of 
the tax can readily be computed. If the retailer's cost was $1.66, the 
wholesaler's cost was $1.38 (5/6 of $1.66) and the sales tax paid by the 
manufacturer was 13.7 cents (11/111 of $1.38). The manufacturer's net 
after taxes was therefore $1.243. In the absence of the tax, the 
retailer's cost plus 2/3 markup would be twice this sum, or $2.486. 
Adding 55 cents to this sum, we arrive at the price of $3.036 for the 
average prescription of 1965 if there had been no sales tax. Hence the 
increase in price occasioned by the sales tax, under this particular 
method of pricing, is 28.4 cents, and the relative price increase is 
$3.32/$3.036, or 9.6 per cent. The ratio of taxes collected to the price 


paid by the patient is $ .137/$3.32, or only 4.13 per cent. 
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3. Retailer's cost plus "professional fee." If we a 
assume, rather conservatively, that the typical "professional fee" 
charged by Canadian pharmacists during 1965 was $2.00, then for the 
average prescription of $3.32, this would represent a retailer's cost 
of only $1.32 for purchases from wholesalers. The wholesaler's cost 
for this amount would be 5/6 of $1.32, or $1.10. The tax paid by 
manufacturers on this sum would be 9.25 cents (11/111 or $.933). The 
net to the manufacturers would therefore be $ .841. In the absence of 
taxes, the retailer's cost for this amount, as purchased from whole- 
salers, would be $1.009. Adding the $2.00 "professional fee" to this 
sum, the prescription price would be $3.009. Hence, the increase in 
price brought about by sales tax, under the "professional fee" system, 
would be 31.1 cents. The relative price increase is $3.32/$3.009, or 
10.0 per cent. The ratio of taxes collected to the price paid by the 
patient is $ .0925/$3.32, or only 3.28 per cent. 

B. Relative effects of sales tax on prices of more expensive and less 
expensive prescriptions according to method of pricing. 

An eleven per cent sales tax will always increase retail 
prices by eleven per cent if the retailer uses the conventional 2/3 
markup alone. Similarly, the sales tax receipts will always be only 
4.96 per cent of the post-tax price. 

If pharmacists always add a dispensing fee of a given amount 
to the 2/3 markup over retailer's costs, the effects on prices will vary 
according to the magnitude of the retailer's cost for a particular 
prescription. Assuming a conservative dispensing fee of 50 cents, 


the ratio between P* and P will be given by the following expression: 


(2) P* = C(1.11) (1.20) (1.667) + .50 
pp: C(1.20) (1.667) +.50 


If the cost of ingredients C is zero, obviously there is no 
price increase. But for every one-cent increase in C, the numerator of 
expression (2) will increase by 2.22 cents while the denominator will 


increase only by 2.0 cents. Hence for every one-cent increase in C, 
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the incremental price increase is eleven per cent, but the average 
price increase will be a great deal lower than this at very low levels 
of C. Only as C becomes increasingly large will the average price in- 
crease approach the ultimate level of eleven per cent. Similarly, if 

C is zero, taxes collected are zero, and the ratio of taxes collected 
to retail price is zero. But as C becomes larger and larger, the amount 
of taxes similarly increases, and ultimately for extremely high values 
of C, the ratio will be the same 4.96 per cent mentioned in connection 
with equation (1) above. The table below gives some sample values for 

1 


prescriptions with various levels of ingredient costs at the manufac- 


turer's level: 


Ingredient costs at Percentage increase Ratio of tax receipts 
manufacturer's net in Prescription Price to Prescription 
after-taxes price levels: Caused by sales tax Prices after taxes 
$ -10 Sallace LeShas 
.50 Us 3.4 

1.00 8.8 4.0 

1.50 9.4 4.3 

2.00 9.8 4.5 

2.50 10.0 4.6 

3.00 10.1 4.7 

5.00 10.6 4.8 

10.00 LOR 4.8 


If pharmacists add a $2.00 "professional fee'’ to their invoice 
cost, the effects on prices of the sales tax will still vary directly 
with the level of cost to the pharmacist, but not as markedly as in 
the case of the 50 cent dispensing fee. The ratio between P* and P is 


now given by expression (3): 


(3) Peee=a ee GAUL )iCieZ Ore Z:00 
P C(1.20) + 2.00 
1 As the value of C becomes infinitely large, the effect 


of the $ .50 dispensing fee becomes completely negligible. Hence, 
neglecting the $ .50 in both numerator and denominator, expression (2) 
becomes equivalent to expression (1). 
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Again, if the cost of the ingredients is zero, there is 
certainly no price increase. But for every one-cent increase in C, 
the numerator of expression (3) will increase by 1.332 cents, while 
the denominator will increase by 1.2 cents. As in the case of ex- 
pression (2), for every one cent increase in C, the incremental price 
increase is eleven per cent, but the average price increase will be a 
great deal lower than eleven per cent at low values for C. But as C 
becomes increasingly large, the increase in the total price will 
approach its ultimate level of eleven per cent. The effect is 
retarded, however, in expression (3) relative to expression (2) in 
that the total price includes a component which does not vary with 
the value of C of $2.00 in the former instance and only $ .50 in the 
latter instance. 

The same comparison between expressions (2) and (3) also 
holds with regard to the ratio of taxes collected to the after-tax 
price. This ratio will approach 8.26 per cent as the value of C be- 
comes extremely large, but it will approach this level more slowly than 
if the fixed fee component were only 50 cents instead of $2.00. The 
table below gives some sample values for prescriptions with various 


levels of ingredient costs to the retailer: 


Ingredient costs at Percentage Increase Ratio of Tax Receipts 
manufacturer's net in Preseriptions Price to Prescription Prices 
after-tax price levels: Caused by Sales Tax after taxes 
$ .10 0.6 % Oa5 exe 
50 Zed Bail 
1.00 4.1 Sin5 
1.50 55 4.1 
2.00 6.0 4.8 
3.00 Yoo Sao 
5.00 SiS 6.4 
10.00 9.4 Tice 


III. Evaluation of the Effects of the Sales Tax as applied to Prescription 
Drugs. 


Basic to the analysis of any sales tax is the extent to 
which it is pyramided. In industries where price competition is largely 
inactive, and distributors' markups chiefly a matter of tradition or 


convention, the tax will be dependably and automatically pyramided as 
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the sellers attempt to shift the tax forward to the final consumer by 
adding their traditional markups to the tax-included prices which they 
pay. Where one method of distribution is universally followed, the . 
pyramiding process will occur most smoothly. If some sellers deal with | 
fewer intermediate distributors, other things being equal, they will be 
able to sell at lower prices than sellers who deal with more middlemen. 
The present application of the sales tax to prescription drugs makes a 
substantial, although in all probability not perfect, allowance for 
this situation by computing the tax on the basis of a 49.3 per cent 
discount below retail price for transactions between manufacturers not 
selling in wholesale quantities to independent wholesalers, and such 
non-wholesale dealers. 

Beyond this, the exemptions given to such dispensers as 
public hospitals and charitable institutions, and to certain particular 
drugs, introduces a discriminatory factor between different types of 
dispensing outlets, and/or different drugs. Whether or not such 
discrimination is socially desirable is a question of equity rather than 
of economic efficiency. To the extent that tax pyramiding is substantial 
(and from all indications this is the case for prescription drugs), the 
sales tax is inefficient in that it induces distortions in relative 
prices charged (or relative profit margins received) between sellers 
utilizing different distribution channels, and between exempt drugs 
as compared with non-exempt drugs. The first sort of distortion 
should be substantially, although probably not completely, offset by 
the tax treatment accorded to certain non-wholesaler transactions, but 
this treatment does not affect the price advantage of hospitals over 
retail pharmacies. The second sort of distortion, that between exempt 
and non-exempt drugs, is similarly not affected by any mitigating pro- 
visions in the tax laws. 

A second question relating to efficiency of any sales tax 
is this: since the object of revenue taxation is to raise funds for 


public use, and the price-increasing effect is an undesired by-product, 
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it would be desirable to minimize the ratio of the price increase to 
the tax revenues received per unit. To do this, it is expedient to 
tax at the retail level only, in order to minimize pyramiding, and 
to tax goods the demands for which are very sensitive to price such 
that sellers cannot raise prices much without pricing the good entirely 
out of the market. (Such goods are said to display a high degree of 
price elasticity of demand.) The prescription drugs sales tax meets 
neither requirement. Since it is applied at the manufacturers' level, 
it is pyramided upward at the distributor's level or levels. And since 
the price sensitivity of demand for prescription drugs is notoriously 
low, the price-raising effect of imposing a tax will be proportionately 
very great. For many types of drugs, the price inelasticity of demand 
is probably nearly perfect, such that the entirety of the pyramided 
price increase can be passed forward to the consumer without reducing 
the quantity sold in the market. Indeed, it is for this reason that 
computations of the price-increasing effects of the sales tax on drugs 
can be made with considerable confidence. 

Under these circumstances, a sales tax applied at the retail 
level would raise more tax revenues and increase prices by no more than 
the same tax applied at the manufacturer's level. If the manufacturer's 
price to the wholesaler were $1.00, the wholesaler's markup would in- 
crease the retailer's cost to $1.20, and the 2/3 retail markup would 
raise the price to $2.00. An eleven per cent sales tax at retail would 
yield 22 cents in tax revenue and increase the price by the same 22 
cents, to $2.22. An eleven per cent tax on the manufacturer's price 
of $1.00 would raise only 11 cents in tax revenue, but the pyramided 
price increase would produce the same $2.22 price to the patient. (This 
example is purely illustrative and should not be taken as a recommenda- 


tion for Federal retail sales taxation.) 
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In conclusion, it would seem that the sales tax on pre- 
scription drugs has nothing to recommend it. This is hardly surprising 
since it is difficult to conceive of defending a tax on illness. 
However, elimination of the tax by itself will not insure any reduction 
in drug prices; unless active competition is introduced into the market, 
prices may remain at the levels produced by the tax. While the tax is 
shifted forward by sellers, the elimination of the tax may not give 
rise to any "de-shifting", but simply increase drug manufacturers' net 
receipts by eleven per cent. Thus it is imperative that the elimination 
of the sales tax be seen as part of a more general program to reduce 


drug prices by increasing competitive forces in the market, rather than 


as a reform capable of being introduced in isolation from other reforms. 
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APPENDIX B 


Comments on the Submission of the Pharmaceutical 
Manufacturers Association of Canada 


The Submission to this Committee of the PMAC deserves 
careful reading since it has been very carefully prepared. Adequate 
comment would require a document several times as lengthy as the 
original submission. Hence only a few of the most important areas 


can be analyzed. 


I. The Significance of International Comparison of Drug Prices in 
Terms of Their Equivalent in Hourly Wages. 


If this measure has any significance, it should purport to 
show how long the working man must labor in each country in order to 
buy a supply of each drug. While this might be of some academic interest, 
it has nothing to do with the costs of producing, shipping, and selling 
drugs in a given market. But it does not even have anything to do with 
the working man's real wages in terms of drug purchasing power. Nothing, 
that is, unless the working man is a druggist. The prices shown are 
prices to the retailer, not the patient. Presumably it is easier to 
obtain data on prices to the druggist than to the consumer. But by 
choosing druggist's cost the effect is without doubt to understate 
Canadian prices relative to other world prices because of the com- 
paratively much higher retail markup in Canada, which seems to average 
100 per cent, as compared to 66 2/3 per cent even in the United States, 
and in Great Britain only 18 per cent plus a dispensing fee of about 
17 pence. Hence the statistics show nothing concerning relative prices 
to the consumer, whether he is laborer or capitalist. 

As the Consumers! Association of Canada has aptly pointed 
out in its brief to this Committee, PMAC seems to be endorsing the 
Marxist concept of the labor theory of value in this comparison. Even 
so, it would show only half of the picture. What is needed is also the 
number of labor hours necessary to produce a given drug in a particular 


country. If labor were the only factor of production, one would have 
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to neglect capital, land, management, and other possible classifications 
of productive factors. However, orthodox Marxists are willing to do 
just this, so PMAC is not innovating an entirely new economic theory. 
All PMAC needs to do is to compute the number of hours necessary to 
produce each drug in each country, subtract this from their figure on 
the number of labor hours expended in financing the comsumption of 
each drug, and the difference will represent the number of labor hours 
of "surplus value'' extorted from the worker by the drug maker. Is this 
criticism to be taken seriously? It must, if PMAC's statistics are to 
be taken at face value. 

As indicated in the test of the Alberta submission, the 
computation actually shows that prices are higher in those countries 
in which per capita income is higher. This is no doubt the case be- 
cause consumers can afford to pay higher prices in countries in which 
incomes are greater. 

The relationship between drug costs and per capita income 
cannot be ascertained precisely on the basis of information given in 
the PMAC brief, since the price indices computed therein are merely 
Simple arithmetic averages of unweighted prices instead of having been 
weighted by the total expenditures of consumers in each country for each 
drug. As the Consumers Association of Canada Brief appropriately 
observes, this procedure "violates the central tenets of index number 
theory by taking as an index an unweighted average of drug prices." (70). 
Still, if PMAC advocates the use of an unweighted index for comput ing 
the cost of drugs in terms of labor hours, it should have no objection 
to the use of an unweighted index for computing average money praces! of 
drugs in the selected countries. If we compute the average price, in 
Canadian dollars, of the seventeen drugs listed by PMAC on pages 3 and 
4 of Appendix F of its submission, we have a measure of the relative 
money costs, in terms of 1964 Canadian dollars, of the "average" 
drug purchased from this group of 17 drugs, in each of the eight 


countries. If we compare these average drug prices with average per 


= 156; - 


Feb. 14, 1967 DRUG COSTS AND PRICES 


25611—184 


B-3 
capita income (in 1964 Canadian dollars) in each of these countries, 
there is apparent a generally direct relationship between the height 
of drug prices (in constant 1964 Canadian dollar terms) and the height 
of per capita income (also converted to 1964 Canadian dollar equivalents, 
by use of the statistics on national income and population for 1964 as 
given in the United Nations Statistical Yearbook for 1966.) The 


relationship is given below: 


Average drug price Per capita income, 

1964 

United States $ 4.64 $ 3485 

Canada 4.45 2502 

France So Se) 1869 

Germany (Federal Republic) 3.56 2145 

Holland aM 1615 

Sweden 3.28 2640 

United Kingdom 52035 1935 

Italy 2.85 1116 


It can be seen that prices are highest and lowest in the 
countries with highest and lowest per capita incomes, respectively. 
Between these extremes there is some variation, but only Sweden, with 
sixth highest average prices and second highest per capita income, is 
significantly out of line with the general relationship. (The co- 
efficient of Spearman Rank-Order Correlation is .500. Perfect 

‘ 
correlation would be represented by a co-efficient of 1.00.) It is 
true that the computed averages are not entirely comparable in the 
cases of Italy, Sweden, France, Holland, and the United Kingdom, where 
price information is not given for all 17 of the drugs. But this 
criticism applies also to the PMAC presentation. 

A slightly different way of making the comparison between 
drug prices in Canada and in other countries (which reduces, but does 
not eliminate the statistical shortcomings of the previous computation) 
is to take the price of each drug in each foreign country (expressed in 
Canadian dollars) and divide it by the Canadian price of the drug, 
expressing the price ratio as a decimal fraction. For each country the 
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average price ratio is then computed by taking the unweighted arithmetic 
average of the ratios for each of the drugs separately. The results of 
the computation show clearly that prices in Canada are higher than in 
any of the other countries except the United States: 


Ratio of drug prices in Index of foreign 


each country to drug drug prices in 
prices in Canada terms of Canadian 
drug prices 1." 
United States 1.062 106.2 
Canada 1.000 100.0 
Germany (Federal Republic) .840 84.0 
Holland .833 83.3 
Italy .770 LLSO 
Sweden hou TORT 
France a ES TDi 
United Kingdom .670 67.0 


It is interesting to note that Professor P.C. Briant, in 
explaining the PMAC labor value computations before this Committee 
failed to defend in principle the labor-hours basis of the index, and 
betrayed implicit lack of confidence in the value of an unweighted 
index in responding to a criticism by Dr. Howe regarding the validity 
of the index. During the proceedings, Mr. Laidlaw, as counsel for the 
Committee, asked Dr. Briant the following question: "'..... It seems to 
me that your hypothesis is...entirely wrong. If butazolidin reaches 
the consumer in the United Kingdom at a special price, it reaches the 
consumer in Canada at three times that price, what has the Canadian 
earning capacity to do with it?" Dr. Briant responded with the 
surprisingly critical statement, "I did not really start out with the 
hypothesis that this is the proper way to measure comparative costs." 
If this is the case, one wonders why the proper way to measure costs 
was not employed, and what precisely was the intention in presenting 
the data in the form chosen by PMAC. (The next statement by Professor 


Briant may have some bearing on this point, as he added: "I did start 
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out with the assumption that we are interested in maintaining a 
pharmaceutical manufacturing industry in this country..... DAG pi 

With regard to the relative value of weighted vs. unweighted 
indices, Dr. Briant implicitly revealed his preference in responding to 
a criticism of the PMAC data by Dr. Howe, who had presented a list 
of 58 drugs the retail prices of which were from three to twenty 
times as high in Canada as in the United Kingdom. Dr. Briant computed 
that, for the fifteen drugs (in the PMAC list of 17) which were actually 
sold in the U.K., comparative money prices to the consumer for the 
unweighted sum of "a basket of 15 of these drugs" (7q) were $66.91 
(in Canadian dollars) in the United Kingdom and $111.40 in Canada, 
showing that prices were 66.5 per cent higher in Canada. (For what 
it is worth, the equivalent labor hours were computed by Dr. Briant 
to be 15.5 per cent higher in the United Kingdom.) For the 58 drugs 
in Dr. Howe's list, the unweighted sum total cost of buying one dosage- 
pricing unit of each drug at the consumer price level was $130.05 in the 
United Kingdom and $599.72 in Canada. Hence prices in Canada were 361.1 
per cent higher than those in England. Again, for what it may be worth, 
Dr. Briant computed that the equivalent labor hours required to pur- 
chase the drugs was only 41.7 per cent as great in the United Kingdom 
as in Canada. 

Dr. Briant then found it "statistically reasonable" to 
combine the 17 drugs in the original PMAC list with the 58 drugs in 
Dr. Howe's list to obtain an index for all 75 drugs, by "weighting the 
index relatives by the relative market shares" of each drug. (7r) It 
is not explained why it is statistically reasonable in one context to 
use a weighted index, while in all other contexts the use of un- 
weighted indices is apparently regarded as requiring no particular 
justification. Interestingly enough, the introduction of market share 
weights makes a substantial difference. Since Dr. Briant had previously 
been comparing an unweighted index of 15 drugs with an equally 


unweighted index of 58 other drugs, one would suppose that mere 
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consistency would require the computation of an unweighted index for 
the entire group taken together. If this procedure were followed, it 
would appear that money costs in Canada would be 261 per cent higher 
than in the United Kingdom, while, if relevant, even equivalent labor 
hours costs would be only 54 per cent as great in the United Kingdom as 
in Canada. But if one adopts the weighting procedure advocated (in 
this context only) by Dr. Briant, relative money costs are only 151 per 
cent greater in Canada and equivalent labor hours are 91 per cent as 
great in the United Kingdom as in Canada. It is this last comparison 
which Dr. Briant stresses--that 91 per cent is only "somewhat lower" 
than the Canadian standard of 100 per cent. What deserves emphasis, 
however, is that if timely adoption of the weighting procedure had 
not been resorted to at this point, the "blended" index of 75 drugs 
would still have shown equivalent labor hours to purchase drugs in 
the United Kingdom as only about 54 per cent as great as in Canada. 

The point is not that it is an error to employ weights in 
the "blended" index, but that it is erroneous to use unweighted indices 
in all other contexts. Moreover, the precise effect of either weighted 
or unweighted indices on the computation of equivalent labor hours to 
purchase drugs is irrelevant since the magnitude being measured is 
strictly irrelevant. At best, a lower ratio for Canada than for 
other countries would indicate nothing more than the simple fact that 
Canadian labor is relatively more productive, per hour, than labor in 
other countries, such that Canadian wages permit workers to buy given 
amounts of any particular good with fewer labor hours expended. But 
the extent to which Canadians are able to translate their eer 


greater productivity per labor hour into a greater command over goods 


Since one of the principal determinantes of wage rates is 
the amount of capital investment per worker employed, this may indicate 
indirectly the relatively more capital-intensive methods of production 
prevalent in Canada. 
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and services on the market depends upon the degree to which the products 
of different industries are priced competitvely (i.e., relatively close 
to production costs) or monopolistically in different countraessay lt 
might be of some limited interest to compute weighted indices of rel- 
ative labor hours required to purchase a variety of different goods in 
different countries, produced by competitive as well as monopolistic 
industries, comparing drugs with raw materials durable and non-durable 
consumer goods, foodstuffs, and the like. 
Breakdown of the Prescription Dollar 

In Section 2 of the PMAC Submission it is asserted that the 
manufacturer's portion of the prescription dollar is only 37.5 per cent. 
This would appear to be understated, but the true share is a matter of 
conjecture. PMAC refers to the 1964 annual survey of prescription 
prices conducted by the Canadian Pharmaceutical Association which stated 
that the average price of a prescription was $3.47, and the cost of the 
ingredients to the pharmacist was $1.73, or exactly 50 per cent of the 
price. PMAC then concludes, not too explicitly "when additional 
allowances are made for wholesale distribution and federal sales tax 
the manufacturer's portion of the average prescription is $1.30 or 
37.5 cents of the average prescription dollar." (6e). Apparently the 
computation was made as follows: from $1.75 deduct the wholesaler's 
markup of 20 per cent over his invoice cost, which would amount to 
1/6 of the price to the druggist, or 29 cents. This leaves $1.44 as 
the price to the wholesaler, which includes 11 per cent sales :ax, the 
deduction of which would require that $1.44 be reduced by 11/111, or 
14 cents, yielding PMAC's $1.30 net to the manufacturer. 

The difficulty with this procedure is that it assumes that 
all drugs sold pass through the hands of wholesalers. To the extent 
that manufacturers sell direct to various classes of buyers, they by- 
pass wholesalers. As manufacturers they therefore perform also the 


wholesaler's function on these sales, incurring extra costs, but also 
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receiving an extra share of the sales dollar. The costs incurred in 
performing wholesaling functions appear to be included in the table on 
page 2.2, "Manufacturer's portion of the prescription dollar" presum- 
ably under the heading "distributing and warehousing costs," but the 
additional revenue from selling the drugs at the higher price obtained 
by selling direct rather than through wholesalers is omitted. Hence 
the manufacturer's share of the consumer's prescription dollar is 
understated. What is the approximate magnitude of the understatement? 
This would depend upon the relative share of sales made direct to 
retailers (at an average discount of presumably 40 per cent below 
suggested list price to consumers) and the share of sales made to 
wholesaler (at a discount of presumably 50 per cent below suggested 
list price to consumers.) The only information we have is that 
volunteered by Dr. Briant (7s) to the effect that in 1964 sales by PMAC 
members were divided up as follows: $23.5 million direct to retailers; 
$49.9 million to wholesalers; $27 million to hospitals; $3.2 million 
to government buyers, and $1.15 million in export sales. Hence only 
about 47.6 per cent of total sales were made through wholesalers. If 
we then assume that manufacturers realized 40 per cent of suggested 
consumer list price on roughly 50 per cent of their sales, and 50 per 
cent of list on the other half of their total sales, the manufacturer's 
share in the prescription dollar should be increased by one-half of the 
29 cents deducted to allow for the wholesaler's margin, or 14.5 cents. 
This would increase the drug firm's share of the sales dollar to $1.445, 
or about 41.6 cents in the sales dollar, indicating an understatement 
of about 11.1 per cent in the PMAC Submission. 

The validity of this computation depends upon the accuracy 
of the figures quoted by Dr. Briant and the representativeness of the 
Canadian Pharmaceutical Association survey. The consistency of the 
latter survey with the Submission of the Canadian Pharmaceutical 


Association before this Committee in June, 1966, is not established, 
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since in the latter presentation it was asserted that 62 cents, rather 
than 50, in the consumer's drug store dollar were accounted for by 
payments to drug manufacturers and distributors. (The discrepancy 
between 50 and 62 cents remains unexplained, since the elucidation in 
paragraphs 7.6 and 7.7 of the CPA Submission is less than enlightening. ) 
(7t). Other fragmentary evidence exists to suggest that both the 
estimates of 37.5 per cent and 41.6 per cent of the consumer's 
prescription dollar may be on the low side. For example, Lederle in 
the United States in 1958 submitted that the manufacturer received 5] 
per cent of the prescription dollar. (3b). While the comparable 
figure for Canada would probably be lower because of the sales tax and 
the higher markup imposed by the druggist, it is still surprising to 
note the difference of from 10 to 13 percentage points in the drug 
maker's share of the consumer dollar. 
The Reasons for Multiple Pricing 

On pages 5.4 and 5.5 of the PMAC Submission some of the 
factors responsible for price discrimination between retail pharmacy, 
hospital formulary, and government bid markets are adumbrated, but not 
analyzed, in a section entitled "The Reasons for Multiple Pricing." 
Two valid reasons for price differences are stated: the sales tax 
exemption to hospitals and quantity discounts for large purchases, 
but the quantitative importance of each of these factors, taken by 
itself, is not indicated. It is also suggested that firms wish to have 
their products used in hospitals in order to allow physicians to become 
acquainted with them, but this consideration would seem at best a very 
minor factor in view of the comprehensiveness of drug industry sales 
promotion efforts along other lines. 

The last mentioned factor is ''The competitive situation." 
Interestingly, emphasis is not upon competition among major brand name 
firms, but with the producer of the "so-called generic equivalent." 
Also, the reference to competition is limited to hospital and govern- 
ment markets: "the original manufacturer has to decide whether to 


abandon the hospital or government market, or to reduce his price to a 
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level which will meet" that of a generic producer. The paragraph | 
concludes: "In effect, he is forced to compete for business, often 
based on quite general specifications, against naturally cheaper, and 
it may well be, inferior, products. He will do this to maintain an 
important market or to protect the reputation of his product; in the 
event of the failure of a so-called equivalent formulation doctors may 
well blame the drug itself." (6f). 

This paragraph is of interest to the student of competition 
in the drug industry for several reasons: 

(1) It betrays the extent to which major drug firms 
consider themselves above the necessity of competing in the market on 
a price basis. In a competitive market, firms naturally expect to | 
be "forced to compete for business" and if the products of competitors | 
are ''naturally cheaper,'' the decision of "whether to abandon" a given 
market will be made by the price-conscious buyers themselves, not the | 
higher-cost seller. Furthermore, the art of competing is seen in | 
terms of arriving at price levels "which will meet," not undercut, 
those of rivals. 

(2) It also conveys the frame of mind of major sellers 
insofar as they do not expect to have to compete on a price basis 
except with generic firms in hospital and government markets. One 
wishes the PMAC Submission would explain why "the competitive situation" 
is limited to these areas. Why is the possibility not mentioned that 
major firms might not find a competitive situation developing between 
themselves in making sales to pharmacies, hospitals, and government 
agencies? Why is the further possibility not mentioned that major 
firms might have to compete on a price basis against generic firms in 
the pharmacy market? Is it because under present market circumstances 
these possibilities are too remote to warrant mention? 

(3) It illustrates the propensity of the brand name firm 


to indulge in blanket disparagement of the quality of the products of 
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generic name sellers, and the skillful manner in which such a propensity 
can be exercised. For example, the following negative impressions of 
generic products are conveyed in this paragraph: 

(a) The generic seller is by implication an "unfair" 
competitor because he has managed to avoid the now "sunk" costs of 
research and marketing. Actually it is a Sign of economic efficiency 
to operate a low cost levels, and it is indicative of poor business 
judgment to allow past or "sunk" costs to influence one's present 
pricing policies, particularly ina competitive market. 

(b) By referring to the "so-called generic equivalent" and 
"A so-called equivalent formulation" and to "naturally cheaper, and it 
may well be, inferior, products" PMAC is by implication disparaging any 
and all generic drugs without sufficient justification. 

(c) By referring to the brand name version of a drug as 
"the drug itself" PMAC is implying that there must be a difference in 
kind between generic name and brand name drugs, which is also without 
justification. 

Recommendations by PMAC 

Several of the recommendations of PMAC are clearly in the 
public interest, if adopted as part of a more comprehensive reform and 
adequately implemented. The abolition of the federal sales tax on drugs 
is an excellent recommendation, but it does not necessarily follow that 
consumer prices will be reduced accordingly unless other reforms are 
also taken, as explained in the body of the Alberta submission. 

The recommendation that an independent source of drug 
information for doctors and pharmacists be established is also worthy 
of support, provided that the source of this information remains truly 
independent of the drug industry. The further recommendation that more 
comprehensive statistics on drug costs, prices, and expenditures be 
collected is also praiseworthy, provided that the statistics collected 


and published are in all respects accurate and unbiassed. The same is 
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true regarding the provision to physicians of reliable data on drug 
therapy costs. 

On the other hand, it is hard to take seriously any refer- 
ence to a program for voluntary drug price restraint. And the sugges- 
tion that the problem of drug costs is not high prices, but low incomes, 
should be vigorously repudiated. These are two problems, not one. 

Drug prices are high to the affluent as well as to the indigent because 
they are well in excess of production cost. The problem of high drug 
prices should be attacked as such, just as the problem of low incomes 
should be approached as an entirely separate. problem, whether or not 
critically low incomes happen to be received by the healthy or the 
afflicted. PMAC recommends a wider availability of programs for drug 
insurance prepayment, which would "provide an effective vehicle through 
which government can help those who need assistance." (6g). This 
sounds plausible, but unless there is some control over drug prices, 
private insurance programs and expanded government aid will simply 
increase the effective demand for drugs without in any way exerting a 
disciplining influence over prices. The result will be increased 

drug prices, sales and profits. 

In fact, private and public drug insurance plans and public 
welfare and assistance programs may prove to be impediments rather than 
useful expedients in the solution of the problem of high drug prices-- 
unless the insuring agencies and the public organizations providing 
assistance can secure and exert bargaining power in order to discipline 
drug prices and charges. A common feature in most legislation of the 
"medicare'! variety is the provision of funds which will increase 
effective money demand for health services without at the same time 
providing adequately for an increase in the supply of these services, 
or even for securing a more efficiently produced and reasonably priced 
provision of the existing supply. It is certain that if demand 


increases while supply remains substantially constant, prices will 
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increase. This is all the more true if Suppliers are not competitive 
and look upon the provision of more funds for health care as providing 
them with a guaranteed increase in their market. Hence public policy 
should take steps to stimulate new competition in the drug market at 
the same time that it undertakes measures for increasing the 


availability of public funds for drug care for the indigent. 
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APPENDIX C 


COMMENTS ON THE SUBMISSION OF THE PATENT 
AND TRADEMARK INSTITUTE OF CANADA 


In this Submission, the Patent and Trademark Institute of 
Canada recommends that the legal privileges afforded drug patent holders 
be greatly strengthened by the repeal of Section 41 of the Patent Act, 
and by drafting new patent legislation "defining objectively the obli- 
gations to the public of the holder of a drug patent, and the basis upon 
which such drug patent holder is to be remunerated for the use of his 
invention upon grant of a compulsory license." (7u). This would make 
it possible for the obligations to be narrowly defined, and even for the 
statutory requirement of royalties high enough to deprive the Canadian 
public of the benefit of genuine price competition between patent holder 
and compulsory licensee. In contrast, present legislation serves the 
interest of Canadian consumers by specifying that compulsory licenses 
on drug patents shall be granted unless the Commissioner sees good 
reason to the contrary, and by awarding royalties at rates permitting 
the supplying of the public at the lowest possible price consistent 
with rewarding the inventor. Furthermore, in this submission EUS 
recommended that no changes be made in the Trade Marks Act which would 
put drug trademarks on a different footing than other trademarks. 

Since no recommendations are made as to the proper method of reforming 
drug trademarks without introducing some distinction in treatment between 
drugs and other trademarked goods, it is to be inferred that no change 

in the Trade Marks Act is to be desired. 

One is reminded of the Submission of the American Bar 
Association before the Kefauver Subcommittee in the United States, in 
which every patent reform provision contemplated in the proposed Drug 
Industry Antitrust Act was rejected as undesirable--not from the point 
of view of public policy, but from an over-riding concern with the 
preservation of the body of patent law in the United States. It would 


be unfair, and an over simplification, to characterize the attitude of 
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patent attorneys toward patent reform as an instinctively conservative 
reaction in the direction of protecting obvious vested interests in the 
subject matter of their profession. The roots of their opposition are 
more ramified and more complex. Still, it is doubtful if the Patent 
and Trademark Institute is qualified to deal with problems of patent 
reform from a purely objective and disinterested perspective. 

Nor is the Institute qualified to deal with the economics of 
the patent system as it affects competition in the drug market. Mr. 
Smart, in speaking for the Institute before this Committee, was explicit 
on this point: "We, as members of the Institute to which we belong, are 
not concerned with and are not knowledgeable on the economic aspects of 
the subject."' (7w). The Submission itself, furthermore, is more than 
modest in claiming that it comes to grips with the major problems of 
drug costs and prices with which this Committee is concerned. In the 
introduction to the Institute's brief it is stated that "While we do not 
deal directly with drug costs and prices we feel that in relation to our 
object of promoting clear legislation which is easy to understand and 
administer we are, in relation to patented and trade marked drugs at 
least, dealing with a factor of cost...Thus, while our submission is 
mainly directed to the state of the law, it is not wholly without 
relevance to the subject of costs and prices."' (7x). The more impor- 
tant object would seem to be to promote legislation which is in the 
public interest; clarity, although desirable, should be a secondary 
consideration. (For that matter, if the minimization of patent 
litigation costs and uncertainties is of paramount importance, it 
would seem that this could be done most effectively by abolishing 
drug patents.) 

As was pointed out at some length in the report of the 
Ilsley Commission, the system of patent law as a whole has many critics 
and is subjected to many criticisms. Most of these criticisms become 


more pointed when directed to drug patents. Some of these criticisms 
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seem particularly compelling to economists, who are professionally 
concerned with promoting competition and controlling monopolistic 


forces. While most of the countries in the world grant process 


1 
patents on drugs, the great majority of them regard the granting of 


product patents on drugs as contrary to humane public policy and hence 
insupportable. Of those countries granting both product and process 
patents, only Panama, Belgium, and the United States have been 
sufficiently indifferent to the interests of the consumers as to make 
no provision for compulsory licensing of food and drug patents under 
appropriate circumstances. The basis in public policy for denying 
product patents is the principle that no one should be entrusted with 
absolute monopoly power over products essential for human health and 


life. In chemical industries, however, owing to the ease with which 


Even an economist who has been retained by counsel for a 
trade association of drug makers may not be able to resist expressing 
his reservations concerning the suitability or expediency of existing 
patent law. Prof. E.V. Rostow, Dean of Yale University Law School, 
when appearing before the Kefauver Subcommittee on behalf of the 
Pharmaceutical Manufacturers Association of the United States, stated: 
"I recall a meeting of a committee of the American Law Institute where 
Judge Learned Hand remarked that one of the strongest impressions he 
had of his many years on the federal bench was that the patent law had 
some fundamental defects. His view is supported by a good deal of 
evidence, including the studies of scholars, and some useful papers 
prepared for this and other congressional committees. We need much 
more information, and much more research and study about the conditions 
of creativity of American science, before we can be sure that our 
patent law, and other arrangements for encouraging and rewarding 
creativity in science, are in fact adequate and effective. (91). 
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process patents could be by-passed through the devising of new (and 


hopefully improved) processes, it was felt to be in the public interest 
to allow drug process patents and hence to improve the prospects for 
rapid technical progress. As L.J. Robbins has observed, '"'The limitation 
of protection for chemical products in general as well as pharmaceutical 
products in particular, to process claims, is essentially a continental 
European conception, and is tied up with social thinking in the 19th 
century during the industrial revolution. It became a matter of 
practically unassailable dogma that if the public is to receive the 
benefit of new chemical or pharmaceutical products at a reasonable price 
and in amounts sufficient to meet the demand, that this could only 

be accomplished by restricting the inventor to his process, so that 


others will be encouraged to invent new and improved processes which 


will make the product cheaper and available in greater quantities." (24). 


With these considerations in mind one can better evaluate the positions 
taken by the Institute regarding drug patents and the Patent Act. 

It is contended that abolition of drug patents would 
occasion at least three difficulties. One of these consists in the 
difficulty of identifying a drug patent. This is apparently a very 
good point, and if it is decided to abolish drug patents, great care 
should be taken in drafting the law to insure that drug patents are 
very inclusively defined. It is in such an area as this, rather than 
in the field of establishing public policy goals, that the assistance 
of the Institute in drafting reform legislation would be invaluable. 

A second difficulty is said to reside in the necessity of making patent 
abolition apply to drugs patents already granted but not yet expired. 

In itself, this should occasion no real difficulty; the Institute seems 
to be concerned, rather, with possible inequities rather than technical: 
legal difficulties. The sentence, ''The alternative, that of making the 
legislation retroactive, would give rise to difficulty of compensation 


to the patent holders and applicants whose rights were legislated out 
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of existence posing almost insurmountable problems of assessment and 
valuation or the imposition of what would effectively be legislative 
confiscation without compensation." (7y) seems to raise some problems 
which are more apparent than real. In an economic sense, patents 
confer privileges, not rights. If the social value of the process 
patent device in drugs is to stimulate more rapid invention, then 
the virtue of the patent privilege resides not in the reward which it 
gives to the possessor of an existing patent, but in the incentive 
which it gives others to by-pass the patent. In other words, the 
patent system should be regarded as designed to improve technology not 
so much because of existing patent protection, as in spite of it. The 
abolition of drug patents would presuppose a conviction upon the part 
of the public that drug process patents were not an expedient means 
of promoting such technical progress; hence the privilege which the 
patent conferred upon past possessors was undeserved. Under these 
circumstances it is an open question whether abstract equity would not 
be better served by seeking to recover damages from previous patent 
holders than by awarding compensation to those whose monopoly privileges 
have been terminated earlier than expected. In the United States it is 
an established principle of antitrust law that in the exercise of the 
regulation of prices charged by monopolists such prices may be lowered 
without entitling the monopolist to compensation because the reduction 
in price lowered the discounted future value of prospective monopoly p 
profits and hence reduced the market value of the monopolistic firm 
as an entity. It has been held that the expectation of the undisturbed 
exercise of monopoly pricing powers and the capitalization of anticipated 
future monopoly profits therefrom does not create a property right to 
compensation when such market values are destroyed by price regulation. 
The same principle should in all fairness be applied to patent 
monopolists, particularly if and when the time arrives when it is decided 
that drug patents are contrary to the public interest. 

A third objection is more serious, namely, the threat of 


international retaliation. This is the most important reason why 
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licenses to import may be preferable to the complete abolition of drug 
patents. The Institute asks this question: ''Since the proposal does 
have international implications it is fair to ask how such measure would 
affect Canada's image abroad." (7z). It is likely that Canada's 
"image'' will be enhanced in the minds of those throughout the world who 
feel that it is only just to protect the drug consumer against economic 
exploitation. 

In recommending the abolition of section 41 of the Patent 
Act, the Institute advances a number of reasons for its position. First, 
it is alleged that since 1923 the science of chemistry has advanced so 
greatly that the "philosophy" behind section 41 is no longer valid. 
Second, it is submitted that the advance of science has rendered the 
words of the statute no longer clear and precise, but instead'subject 
to a variety of plausible interpretations. The point of the illustra- 
tions given in support of the second contention is that the current 
interpretation of section 41 (1) by the courts makes it "booby-trapped 
with special requirements for validity which are frequently impossible 
to meet."' (7aa). In support of the first contention some rather more 
substantive issues are raised. It is alleged that at the time section 
41 was passed, the promise of chemistry was envisaged in terms of process 
improvements rather than the devising of wholly new products. Since 
that time, it is argued, synthetic chemistry has become more important, 
and compounds not occurring in nature can be routinely synthesized, 
while diminishing returns have set in for process innovations, such that 
a fundamentally new chemical method is said to be extremely rare. 
Reference is made to a decision of the Supreme Court of Canada in which 
it was held that the inventive virtue for a given drug resided in the 
discovery of the useful properties of the product rather than in the 
method of producing it. The conclusion is that what was in 1923 
"regarded as the inventive merit, namely the process, is out of place 
in a later day and age which regards the discovered intrinsic properties 


of the product as the seat of inventive merit."' (7aa). This discussion 
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raises the question that under these circumstances neither the product 
per se not the process is regarded as constituting invention. This 
suggests the possibility that drug developments may become fundamentally 
unpatentable under conventional patent laws. This brings to mind one 
of the major criticisms of patent law--that it rewards certain types 
of "inventions" quite lavishing and cannot be adapted to rewarding 
other types of productive creativeness. Judged from this perspective, 
some of the complaints against the obsolescence of the "wording" of 
section 41 (1) of the Patent Act may be interpreted more broadly as 
implying that increasing emphasis on proof of the useful properties of 
a newly discovered compound may make drug patent protection of the 
conventional type practically unobtainable regardless of ingenuity in 
wording a statute. 

In response to these observations, it may be argued that 
the purpose of section 41 is to protect the consumer against exploitation 
by drug patent holders. If the science of chemistry has advanced so 
greatly since 1923, the "philosophy" behind section 41 referred to by 
the Institute may be more valid than ever, particularly if the collective 
economic power of the major drug firms in the world drug industry (but 
not necessarily of individual firms taken singly) has greatly increased 
as a result. Secondly, it may then be desirable that judicial interpre- 
tation of section 41 (1) has made it increasingly difficult to secure 
a drug patent, since the inventive merit in what it has been considered 
is in the public interest to make patentable--the process innovation-- 
has allegedly decreased. And it is by no means certain that it is in 
the public interest to make what is currently increasingly regarded as 
the inventive merit--the discovery of the useful properties of a 
compound--routinely patentable. 

Some very useful observations are made by the Institute in 
regard to improving the patent law to make more adequate provision for 
the public interest in respect to food and drugs. Since section 41 (1) 
prohibits the patenting of new compounds only when produced by chemical 


processes and intended for food or medicine, it prevents the possibility 
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of compulsory licensing of foods or drugs not made by chemical processes. 
Further, it does not allow for the compulsory licensing of patents on 
products or processes not originally intended for food or durg 
applications but subsequently discovered to have such applications before 
the period of patent protection has expired. The aid of the Institute 
would be invaluable in this context as well, in drafting legislation 
which would provide for compulsory licenses in each of these instances. 

The Institute expresses the opinion that the repeal of 
section 41 (1) would serve a useful purpose in encouraging technological 
advance in drugs; beyond that, it is asserted that the importance of the 
patent incentive 'is, if anything, greater in relation to the medical 
arts than it is in relation to the other useful scientific arts." (7bb). 
Any number of physicians and medical technicians who have devised diag- 
nostic aids or surgical inventions and innovations and have been above 
patenting them might well take exception to this statement. 

The language in which the Institute denounces er 41 (3) 
constitutes a recognizable rhetorical landmark in these proceedings: 
"In short, the intent of this section as interpreted by the courts is 
to take from the patentee and give to anyone who make application the 
right to, for practical purposes, a virtual free ride on the patentee's 
coat-tails unless the Commissioner of Patents sees some as yet undefined 
"reason to the contrary.''' (7cc). If patent holders actually do feel 
thus thwarted it is perhaps an indication that section 41 (3) is being 
interpreted in accordance with the intent of protecting drug consumers 
by promoting competition. The best expression of the contrary attitude-- 


that the world owes the drug patent holder a living--is to be found in 


The best recent example of this is the invention of the 
"mechanical heart'', devised by a team of researchers from Baylor 
Medical College in Houston, Texas and a local engineering school. Dr. 
Michael DeBakey spoke for the entire group when he characterized as 
unthinkable the notion of btaining a patent on this life-saving device. 
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Cyanamid's unusually colorful Submission to this Committee. A parable 
is developed at some length in which the virtues of the 'Innovator" 
are proclaimed in bold contrast to the parasitic character of the 
"Copier." Space is lacking in which to supply an economic interpre- 
tation of this ethical parable. To an economist it is obvious that the 
word "innovator'’ should be replaced by "monopolist" and the word 
"copier" should be replaced by "competitor." This may be the most 
concise way in which to deflate the atmosphere of moral indignation 
created, and place things in a true economic perspective. (For 
example, the Copier is castigated since he "obtains his ik active 
ingredient on the world market at the lowest possible price" as if 
there were some more logical way of doing business efficiently.) (7dd). 
The Hoffman--La Roche Brief engages in the same sort of earnest dis- 
cussion of "originators" and "copiers" and contains many revealing 
remarks (such as "competition, which is meaningless if it is not equal" 
(7££) which suggest that monopoly privilege has become such a way of 
life that the firm is really disoriented to the realities of a 
competitive market. 

The Institute rejects the recommendation of the Hall 
Commission that section 20 of the Trade Marks Act be amended to 
eliminate the possibility of infringement proceedings when goods bearing 
the same trademark but produced by domestic and foreign related companies, 
are sold in competition in the domestic market. The grounds for rejecting 
this recommendation are not entirely clear. On the one hand it is urged 


that the public interest in the integrity of trade marks is great, and 


During the Proceedings before this Committee, Mr. Bertrand 
of Cyanamid was asked by Mr. O'Keefe: "Is your firm always an innovator 
and never a copier?" The reply was in the affirmative. (7ee). But 
outside observers might not be so charitable. C. E. Silberman has 
observed that Cyanamid's Lederle division is so versatile that it is 
not limited to innovating wholly new departures in drugs, but can also 
mount a molecular-manipulation effort to keep abreast of the developments 
of others. This is perhaps not "'copying'' in the narrow sense of the 
Cyanamid parable, but it is not fundamental innovation either. (13) 
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probably greatest in the area of drugs. On the other hand, the 
nature of this public interest is not satisfactorily specified. 
It is emphasized that a trademark is a badge of origin for a particular 
good, certifying its quality and the conditions of its manufacturer. 
This can only be true in a very general sense; otherwise different 
trademarks would have to be applied to goods produced in different 
plants, in different grades or qualities, and by different methods, 
even if the same firm were the producer. Mr. Smart came closer to 
identifying the commercial value of the trademark (as possibly 
distinct from the differential use value of the trademarked product 
to the consumer relative to that of another product bearing another 
trademark) when he stated: "A trade mark is something that has validity 
because of something that is in the minds of the public in relation to 


it." (7gg). Hence the value of a trademark to a firm is created by 


- 
4 


successful advertising and sales promotion strategies which differentiate 
the trademarked product from the products of other sellers. The 

precise value of the trademark to the buyer, however, is difficult to 
determine. 

As the law now stands, it appears that trademarks do not 
necessarily function as a badge of origin--not only with regard to plant 
of manufacture, but even with regard to country of manufacture. It 
appears that if a Canadian firm does not own the trademark registration 
but merely uses the mark as a registered user, the sale of goods bearing 
the same trademark, but produced abroad rather than in Canada, would 
not consitutue trademark infringement. Furthermore, the Institute 
observes that any company which found its Canadian subsidiary was being 
injured by importation of identically trademarked wares from related 
companies abroad would thereupon change the trademark used by the 
Canadian firm. This is surely a possibility, but it may occasion some 
cost, particularly in the case of a Canadian subsidiary of a United 
States firm where the trademarked name of the firm's product is well- 
known in Canada through intensive advertising in North American media 


read and heard in both countries. In such a case, changing the name 
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and trademark of the Canadian product would cost the subsidiary the 
accumulated "good will'' associated with the widely known and persis- 
tently advertised brand name. However, it is surely logical that such 
a step be taken, if the virtue of the trademark resides in its being 
a unique badge of origin. 

The Institue is also of the opinion that reform is 
unnecessary since there is nothing in the Trade Marks Act to prevent 
a Canadian importer from purchasing abroad finished drugs from a 
related company of a Canadian firm and then selling them in Canada 
under the importer's own label. However, there is nothing in the 


Trade Marks Act which compels the related company to sell to the 


Canadian importer for repackaging purposes--this might not be consistent 


with the foreign affiliate's view of the fitness of things. More 


importantly, even if the importer obtained the very highest quality 


finished drugs from the foreign trade mark holder, if he sold them under 


his own (presumably less well known) brand name, he would be likely to 
sell less and to be forced to charge a lower price because he would not 
be selling them under the foreign firm's widely advertised brand name. 
Finally, the Institute suggests that there is no need for 
reform in the Trade Marks Act because section 30 of the Combines 
Investigation Act may be invoked in cases of the abuse of trademarks. 
It is hard to take this recommendation seriously since the expense, 
delays, and general cumbersomeness and uncertainty of such proceedings 


would make this remedy in every sense of the phrase a last resort. 
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APPENDIX E 
1962 
CHAPTER 61 


An Act to amend The Alberta Pharmaceutical 
Association Act 


(Assented to April 5, 1962) 


HER MAJESTY, by and with the advice and consent of 
the Legislative Assembly of the Province of Alberta, 
enacts as follows: 


1. The Alberta Pharmaceutical Association Act, being 
chapter 232 of the Revised Statutes, is hereby amended. 


2. Section 2, clause (c) is amended Section 2 
(a) by striking out the word "or" at the end of amended 
subclause (i) and by adding the word "or" at 
the end of subclause (ii), 
(b) by adding immediately after subclause (ii) 
the following new subclause: 
(iii) in the Food and Drug Act (Canada) or 
the regulations thereunder; 


New 
3. The following new section is added immediately section 45 
after section 44: 
Prescription 
45. Where a prescription refers to a drug or drug by generic 
combination by a brand name or a name other than its name 


generic name, a pharmaceutical chemist, in dispensing 
the prescription, may use a drug or drug combination 
that is the generic or brand name equivalent of that 
named in the prescription unless the prescriber indi- 
cates otherwise 

(a) by designating the name of the manufacturer, or 

(b) by specifying that no equivalent is to be dis- 

pensed. 
Coming 
4. This Act comes into force on the day upon which into force 

it is assented to. 


Printed by L.S. WALL, Printer to the Queen's Most 


Excellent Majesty, 
Edmonton, Alberta, 1962 
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OFFICIAL REPORT OF MINUTES 
OF 
PROCEEDINGS AND EVIDENCE 


This edition contains the English deliberations 
and/or a translation into English of the French. 


Copies and complete sets are available to the 
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Mownpay, April 3, 1967 


THE SPECIAL COMMITTEE ON DRUG COSTS AND PRICES 
has the honour to present its 
SECOND AND FINAL REPORT 


CHAPTER I—TERMS OF REFERENCE 


On February 15th, 1966 your Committee was constituted with the following 
Order of Reference: 

“RESOLVED,—That a Special Committee be appointed to continue the inquiry 
into and to report upon costs of drugs, begun by Special Committee during the 
Twenty-Sixth Parliament; 


That the Committee consist of 24 Members to be designated later by the 
House; and be empowered to sit while the House is sitting; 


That the Committee be empowered to consider and recommend, as it may 
deem expedient, respecting a comprehensive and effective program to reduce the 
price of drugs; ' 

That the Committee be empowered to send for persons, papers, and records, 
and to report from time to time, to print such papers and evidence from day to 
day as may be deemed advisable, and to engage the services of counsel, account- 
ants, and such other technical and clerical personnel as may be deemed neces- 
sary; 

That the Minutes of Proceedings and Evidence given before the Special 
Committees at the 26th Parliament be referred to the said Committee and be 
made part of the records thereof; 


That the provisions of Standing Orders 66 and 67 (1) be suspended in 
relation to such Committee.” 


On February 24, the following Members were appointed to the Committee: 
Messrs. Brand, Chatterton, Cété (Dorchester), Enns, Haidasz, Harley, Howe 
(Hamilton South), Howe (Wellington-Huron), Hymmen, Isabelle, Langlois 
(Chicoutimi), MacDonald (Prince), Mackasey, Macquarrie, Mitchell, O’Keefe, 
Orlikow, Pascoe, Patterson, Prud’homme, Roxburgh, Rynard, Tardif and 
Yanakis. 

Messrs. Asselin (Richmond-Wolfe), Clancy, Whelan, Mrs. Rideout, Messrs. 
Scott (Danforth), Olson, MacLean (Queens), Johnston, Goyer, Noble, and 
Forrestall have also served on the Committee replacing some of the above 
members. 

Dr. Harry C. Harley, M.D., Member for Halton, (Ont.) and Mr. Patrick 
Asselin, Member for Richmond-Wolfe, were respectively elected Chairman and 
Vice-Chairman on April 26. 

In accordance with a resolution passed on the same date, the following 
Members were appointed by the Chairman to act with him on the steering 
Subcommittee on agenda and procedure: The Vice-Chairman, Mr. Asselin, Dr. 
Rynard, M.D., Dr. Howe, M.D., (Hamilton South), and Mr. Patterson who was 
later replaced by Mr. Johnston; Dr. Isabelle, M.D., also served on this steering 
committee. 
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On May 12, 1966, in accordance with the Committee’s authority, Mr. A. M. 
Laidlaw, Q.C. of Ottawa was-appointed legal Counsel to the Committee and Mr. 
W. J. Blakely, C.A. of Kingston, Ontario, was appointed Accountant to the 
Committee. 


Your Committee held 63 meetings during this Session and examined many 
firms, associations and private individuals who your Committee felt would be 
useful in assisting it in determining whether or not drug prices in Canada were 
in fact too high; and, if so considered, in making concrete proposals designed 
to lower drug prices to the Canadian consumer. 


The witnesses appearing before the Committee are set out in Appendix “A” 
attached hereto; and the evidence at the hearings including the briefs will be 
tabled later. 


CHAPTER II—BACKGROUND TO THE REPORT 


1. The Basic Principles 


Early in the hearings (Page 195 of the Minutes of Proceedings and Evi- 
dence) it was pointed out that perhaps the onus lay upon the drug industry to 
show cause why the various recommendations by previous investigators should 
not be implemented. This theme kept recurring throughout the hearings, al- 
though your Committee remained fully conscious that its responsibilities in fact 
exceed those of the Commissions in that the Committee’s conclusions must be 
such that any of its recommendations, if adopted, should continue to maintain a 
proper balance between industry and consumer and take into consideration the 
importance of continued and increased scientific research in Canada. No recom- 
mendations could be considered, which, although designed to lower drug prices 
in Canada, might produce drugs of questionable safety or have a detrimental 
effect upon other aspects of the Canadian economy. How such a balance between 
consumer interest in price and continued pharmaceutical research (one of the 
professed causes of high drug prices) may be maintained, and the resulting effect 
on the drug industry will be discussed as this Report proceeds. 


2. Material Available 


Your Committee, prior to receiving evidence, had before it the research 
studies and findings of three Canadian Commissions—The Royal Commission on 
Health Services (hereinafter referred to as the Hall Commission) which reported 
in 1964; the Report of the Restrictive Trade Practices Commission concerning the 
Manufacture, Distribution and Sale of Drugs, which was presented in 1963 and. 
which was based on an enquiry undertaken by the Director of Investigation and 
Research under the Combines Investigation Act, (the basic material for the 
enquiry being summarized in a document described as the “Green Book” which 


was submitted to the Commission on February 28th, 1961); and the Royal 


Commission on Patents, Copyright and Industrial Designs, (hereinafter referred 
to as the Isley Commission) which reported in 1960 and in which Section 41 of 
the Patent Act, 1935, as amended, dealing with patents on foods and medicines 
was considered and recommendations made thereon. 


For purpose of convenience your Committee has set the summaries of the 
recommendations of each of these Commissions in the form of Appendices to this 
Report as follows: 


Recommendations of the Hall Commission as Appendix “B”’; 


Recommendations of the Restrictive Trade Practices Commission as 
Appendix ‘‘C’”’; and 


‘ 
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Recommendations of the Ilsley Commission dealing with Section 41 of the 
Patent Act as Appendix “D”. 


It should also be mentioned that your Committee has had access to other 
reports and texts dealing with drug costs and prices; and in the case of foreign 
reports and texts it has attempted, in the preparation of the recommendations 
that follow, to draw conclusions from these that would take into full considera- 
tion any discrepancies not peculiar to the Canadian situation. Perhaps the most 
important of these reports, apart from the reports from the three Commissions 
above-noted, is that of the United States Senate Subcommittee on Anti-Trust 
and Monopoly of the Committee on the Judiciary (referred to as the Kefauver 
Report) which in considerable detail investigated drug costs and pricing in the 
United States up to about 1960. There does not seem to be any reason to believe 
that facts and figures used in that Report have changed to any considerable 
extent since its publication. Nevertheless your Committee has been extremely 
cautious in accepting the figures of this Report which, of course, only apply fully 
to the situation in the United States. The international features of the drug 
industry, however, indicate that foreign studies and comments are not to be 
entirely ignored when Canadian aspects are in fact only those being investigated. 


Other reports and material made available to the Committee include the 
final Report on the Cost of Prescribing (referred to as the Hinchliffe Report) 
published in the United Kingdom in 1959; a Report on the Retail Structure of 
Drug Prices in Manitoba issued in 1961 by a Joint Committee of the Manitoba 
Pharmaceutical Association and the Government of Manitoba; a Report on Survey 
of Dispensing Costs prepared in October 1965, on behalf of the Canadian Phar- 
maceutical Association of British Columbia; the Alberta Act of April 5th, 1962 
which permitted druggists to substitute an equivalent generic drug for a brand 
name drug in any prescription unless substitution was specifically forbidden by 
the physician; the Report of the Select Committee of the Ontario Legislature on 
the Cost of Drugs which issued in 1963; and the Report prepared for the Hall 
Commission by the Research and Statistics Division of the Department of Na- 
tional Health and Welfare dealing with the Provision, Distribution, and Cost of 
Drugs in Canada which was published in 1964. The Committee considered the 
recommendations of the Boyd Committee and the Hilliard Committee who were 
appointed by the Department of National Health and Welfare to study some 
aspects of the drug industry. 


It is apparent, therefore, that the wealth of material available, arising as it 
has from exhaustive studies based on evidence rendered by many parties under 
cross-examination, forms the background of this Report. Evidence given directly 
before the Committee in response to questions asked by members of the Com- 
mittee and Counsel has been correlated with the prior background material to 
bring about your Committee’s final conclusions and recommendations. 


8. Introduction of Medicare and/or Other Health Services 


Your Committee has been fully conscious throughout the proceedings of the 
importance of its task, not only because its recommendations, if carried out, 
might benefit the consumer of drugs, but eventually benefit the Canadian tax- 
Payer. If any tax supported scheme be introduced to help ease the burden on the 
individual drug consumer, it is of paramount importance that the causes of high 
drug costs be identified and remedied now. This will ease the eventual charge on 
taxpayers generally. 
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CHAPTER III—THE DRUG INDUSTRY IN CANADA 


1. Types of Industry 


The drug industry in Canada comprises what is generally known as the 
medicinal and pharmaceutical preparation industry which, in turn, may be 
divided into four different groups: Chemical, Pharmaceutical, Biological and 
Proprietary, although these groups are not necessarily mutually exclusive. The 
manufacture of medicinal chemicals as such, i.e. chemicals which form the active 
ingredients as the basis of pharmaceutical preparations is not a large industry in 
Canada for the reason that Canada, economically, is not sufficiently populated to 
be able to support particular raw material plants of this type; and, in conse- 
quence, a large percentage of the active ingredients used in pharmaceutical 
preparations which appear in eventual solid or liquid dosage forms require 
importation from the United States, the United Kingdom and other countries. 
(Refer to page 208, Minutes of Proceedings and Evidence where it was stated 
that only 20 per cent of therapeutically active substances used in Canada are 
manufactured in this country). 


It is the pharmaceutical industry in Canada which is the industry under 
investigation by your Committee. It is this industry which prepares and com- 
pounds the active ingredients obtained from fine chemical producers and which, 
through formulating, tabletting, capsuling, etc., provide therapeutic substances 
for the eventual Canadian consumer, The term “manufacturing” as used by the 
Pharmaceutical Manufacturers’ Association of Canada means the production of a 
pharmaceutical from its therapeutically active substance or substances. It is 
noteworthy that Canadian drug manufacturers by and large import the basic 
raw ingredients that form the basis of Canadian pharmaceuticals. However, the 
Committee is informed that there is a slight increase in the production of basic 
ingredients in Canada. 


To a lesser extent the biological group comprises a segment of the pharma- 
ceutical industry wherein these companies produce in dosage form drugs which 
finally appear as vaccines and the like. The final group, namely, the manufac- 
turers of proprietary medicines are in a separate category, as patent medicines or 
well advertised household remedies which are manufactured by these companies 
are available to the public directly (without prescriptions required) through 
over-the-counter sales in drug stores or in other retail outlets. This report is not 
unduly concerned with the cost of such proprietary medicines as their sale, as in 
the sale of other goods, is subject to open competition. Home remedies are rarely 
prescribed by the physician and the buyer may “shop around” for this type of 
medicine or remedy. 


It is reported that in 1963 there were some 173 establishments engaged 
chiefly in the manufacturing of pharmaceuticals and medicines almost all of 
whom are concentrated in Ontario and Quebec. Without actual statistics provid- 
ed for later years it can be assumed that this number approximates those in 
existence in Canada today, although were there any change in these statistics our 
findings would not be influenced. The study also states that more than two-thirds 
of these plants are what might be considered multi-line pharmaceutical manu- 
facturers and approximately three-quarters are multi-line proprietary manu- 
facturers, i.e. which companies manufacture both pharmaceuticals and proprie- 
tary medicines. The balance of the number comprise small regional concerns 
which manufacture a few medicinals only and whose activities may be engaged 
more with wholesaling and retailing, packaging and the like. 
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2. Control of the Industry 


excess of $4 million each and were the only drug firms in Canada having sales of 
that magnitude. Since that report was written the last large Canadian firm was 
purchased by an American corporation. 


This Overwhelming control of the drug industry in Canada by foreign firms 
leads to a number of consequences which have been studied by your Committee. 


_ gredients from their parent corporations. The scientific research involved is lost 
_ to this country. All these factors tend to obscure the workings of the industry and 
_ the resulting effect on the Canadian consumer; and your Committee has taken 

these factors into account in the preparation of its Report and the conclusions it 
_ has drawn. 


3. Drug Manufacturers 


Viewing the drug industry in Canada in another way (and not considering 
| those manufacturers solely engaged in the preparation of proprietary medicines) 

the industry may be considered to be divided into three distinct groups: (a) the 
| large manufacturing drug houses which include the well-established Canadian 
_ Subsidiaries of foreign parent corporations, and which are largely represented by 
| the Pharmaceutical Manufacturers’ Association of Canada (referred to as 

PMAC). This Association has at present some 57 members who produce about 85 
percent of the dollar volume of prescription drugs sold in Canada, under both 
brand and/or generic name. 


. The second largest group (b) in the drug manufacturing industry in Canada 
. is a recently-formed association called “The Association of Canadian Drug 
Manufacturers” representing about 10 percent of the entire Canadian pharma- 
ceutical industry. There are some fifteen members of this group. They consider 
themselves to be Canadian owned and operated as opposed to the large manufac- 
turers which are, of course, Canadian also but whose parent corporations are 
‘Situated in foreign countries. They are the so called “generic manufacturers” as 
‘Opposed to “brand name manufacturers”, but it should be pointed out immedi- 
ately that some members of this group also market their products under “brand 
ames” as well. They do little, if any, research in respect to the development of 
ew drugs, as opposed to many but not all members of the PMAC group who 
tarry out certain research activities in Canada. The PMAC group and the 
‘Canadian Drug Manufacturers” are violently opposed in their views on certain 
‘Spects of drug manufacturing and pricing of drugs, and the expression of both 
lews was repeatedly given before the Committee. The opposition stems from 
‘he issue—discussed later—that one group considers itself the “innovators” in 
he drug industry, the other being mere “copiers”, 


The third group (c) in the drug industry in this country represents not more 
han 5 percent of the industry. These are those who might be named the 
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“Independents”. Included in this group are drug manufacturers who sell their 
products under brand name and/or generic name, and who by choice do not wish 
to be members of the first two groups or who might not be permitted to be. Also, 
small importers of drugs fall into this category. None of these latter small 
importers appeared before the Committee. It can be safely assumed that the 
third group does not entertain in any way the views of PMAC. 


In any event, all three groups are the suppliers for the Canadian drug 
market, whether the drugs are manufactured into dosage forms from largely 
imported bulk material or active ingredients, or whether manufacture consists of 
completing the procedure from imported semi-finished dosage forms or, indeed, 
whether the drugs are imported in finished marketable state. It is important to 
note that patent-protected drugs either in bulk material, semi-finished dosage or 
final dosage form cannot be imported except by the patentee, his assignee of 
licensee. 


Insofar as the export market is concerned, unless the patent owner is 
Canadian, the international patent system can prevent, and does discourage 
further development of the drug industry in Canada. With most foreign owned 
patents, subsidiary companies of the parent patentees control the market within 
their own jurisdictions; and export activity must therefore be confined to world 
areas where patents are not taken out—areas which commercially are not too 
significant. On a question, for example, addressed to one Canadian subsidiary of 
a U.S. parent corporation, the answer was succinctly put: “We have so many 
plants all over the world I just do not know where we would export to”. 


It should also be added that even if exports of drugs could be increased in 
certain areas, many domestic patent laws limit importing, requiring manufactur- 
ing to take place within their jurisdictions on pain of forfeiture of the patent. 


All this is pointed out to indicate that increased production of drugs in 
Canada—which conceivably could lower prices—is not likely to incur through 
foreign sales. 


As will be described later, one factor in influencing drug prices at the 
consumer level is the cost of producing drugs at the manufacturer’s level, i.e. to 
that point where the manufacturer sells to the wholesaler or, in other cases, sells 
directly to the retail druggist, hospital or government department. There is, as 
mentioned, serious disagreement between those companies represented by 
PMAC and those other companies represented by groups (b) and (c). The PMAC 
members consider that their manufacturing and selling costs and pricing gen- 
erally are ‘fair and reasonable” while their opposition claims that PMAC manu- 
facturers’ costs are excessive for reasons that will be dealt with later. As stated, 
PMAC alleges that its rival manufacturers are “copiers” as opposed to “in- 
novators” which the PMAC claims to represent. The “copiers” apparently ‘suffer’ 
from two arguments advanced by PMAC, first, through the implication that 
generic named drugs (in the case of the generic drug manufacturers) do not 
possess the corresponding high qualities possessed by brand name products; and, 
secondly, that through its members’ research program and high quality control 
in their drug production, better and safer drugs result—an argument violently 
opposed by the Association of Canadian Drug Manufacturers and the In- 
dependents. It might be well at this point to describe in more detail the 
distinction between generic and brand name products, as this distinction was of 
considerable importance in laying the basis for some of your Committee’s recom- 
mendations. 
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4. Nomenclature in the Industry 


As a prelude to the study of the drug industry it is necessary to be familiar 
with the nomenclature of drugs. Drugs constitute, of course, a group of fine 
chemicals (i.e. therapeutically active ingredients) which can be clearly defined 
by standard chemical] names following standard chemical nomenclature. These 


However, as the synthesis of chemicals grew in number, the chemical names 
attached to the new compounds became unwieldy; hence a consequent introduc- 
tion of a peculiar pharmaceutical nomenclature became necessary to overcome 


involved in expressing the true chemical name in a manner understandable by 
those less informed than organic chemists, a system of “recognized names” was 


such as the British Pharmacopoeia, the United States Pharmacopoeia, etc. In 
Canada, the new name becomes the “proper” name or, in other jurisdictions, the 
“approved name” or even, inded, the “international non-proprietary name’’. In 
any event and regardless of whether the newly-named drug is referred to by any 
of the above designations, or such name is generally quoted as a “generic name” 
(in fact, a misnomer) it becomes the abbreviated scientific name to be used 
prescribing or identifying those particular drugs which have unwieldy chemical 
names. 


It is the Committee’s understanding that in most Schools of Pharmacy and 
Medicine the generic name of a drug is taught to students as the “recognized” or 
“proper” name of the particular drug. Certainly drugs ordered by hospitals or 
through government purchasing agencies are ordered by their generic names. 


The Committee recommends 


That all medical and pharmacy students be instructed during their studies 
in the generic nomenclature for drugs. 


manufacturer designated a particular drug under “a brand name” or a “pro- 
prietary name” which was registered as a trade mark in that country or coun- 


usually were, ordered by their “brand name” as a particular product of an 
identifiable manufacturer. The “brand name” chosen was, of course, one which 
generally had an euphonious sound usually involving few syllables and a name 
more easily retained in the physician’s mind because of its simplicity. Each 
“brand name” continued to have, of course, its corresponding “generic name”: 
and it is still the “generic name” that is published in pharmacopoeia and 
formularies, Regardless of the wide use of the “brand name” by manufacturers, 
we find that the use of the generic name of a drug should by no means be 
lisparaged. 


We quote from the study relating to the Provision, Distribution, and Costs of 
Jrugs in Canada prepared by the Research and Statistics Division of the De- 
vartment of National Health and Welfare as follows: 

“In Canada every effort is made to follow the nomenclature of the 
Expert Committee of the International Pharmacopoeia of the World 
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Health Organization. Excellent co-operation exists between this organiza- 
tion and the official bodies in the United States and the United Kingdom 
to maintain uniformity throughout the world in pharmaceutical nomen- 
clature. For practical purposes the names “proper: name”, “approved 
name”, “adopted name”, “pharmacopoeial name’, “international non-pro- 
prietary name” and “generic name” are used as synonyms in the trade.” 


(page 8) 


The “brand name” manufacturer of pharmaceuticals takes every possible 
step to protect its position by brand name advertising and promotion. It will do 
this, firstly, because it is in its peculiar interest to identify drug products with its 
own manufacture, knowing that use of the generic name is more likely to be 
forgotten or ill-remembered in repeat orders of quantities of such drugs. The 
“brand name” manufacturer knows that the physician or pharmacist is more 
likely, after repetitious promotional activity, whether through advertising or 
through detail men, to become indoctrinated to prescribe and dispense brand 
name drug products. It appears that most physicians and pharmacists have more 
confidence in drugs manufactured under a brand name. One of the interesting 
side lights of this is that the generic manufacturer, as soon as monies become 
available, tends to create his own form of brand name nomenclature and enters 
the ranks of those who have preceded him and to whom he was formerly op- 
posed. 


Secondly, the feud between the brand name manufacturers and their gener- 
ic counterparts brings the subject into the realm of safety upon which the 
Report by your Committee to the previous Parliament was based. It is natural 
and good business that manufacturers of brand name drugs will, by any reputa- 
ble means at their disposal, seek to inculcate into the minds of those who order 
prescription drugs that their products are “safe” because the identity of the 
manufacturer is clearly revealed by the brand name product. Unfortunately the 
brand name manufacturer often gives the impression that generic products are 
not safe. It is the opinion of your Committee, however, that this viewpoint is not 
necessarily valid, it not only having been challenged by the generic drug 
manufacturers but also by purchasing agents of some hospitals and government 
departments who have ordered, and continue to order, (see Minutes of Pro- 
ceedings and Evidence, page 1497) drugs by their generic names. The Food and 
Drug Directorate made it clear that, in their opinion based on the testing they 
perform, generic named drugs and brand name drugs are equally “safe’’. 


5. Profits in the Industry 


This portion of the report is based on Appendix E: Profits of Drug Manu- 
facturing Firms in Canada, prepared for the Committee by the Accountant, Mr. 
W. J. Blakely. 


The Committee believes that the profits of pharmaceutical companies in 
Canada appear about twice as high as the level of profits of the manufacturing 
industry as a whole. Your Committee believes this to be true for pharmaceutical 
companies generally, whether they be so called “innovators” or “copiers”; oF 
brand name or generic producers. It should be pointed out in all fairness (as seen 
in Table 4 of the Appendix E), that the pharmaceutical industry showed (in 
1963) the seventh highest rates of return on resources employed, and are 
exceeded by distilleries, wineries, motor vehicles, petroleum and coal products, 
motor vehicle parts and accessories, wire and wire products, and office and store 
machinery. As may be expected in our free enterprise economy, pharmaceutical 
manufacturers must work for a profit. The Committee is not concerned primarily 
with reducing profit below a reasonable level but is concerned with reducing 
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costs of drugs to the consumer. The Committee is convinced that this can be done 
within the framework of the free enterprise system. 


The financial experience of Canadian pharmaceutical manufacturing firms is 
shown in the appendix and does not reveal, as some have claimed, that the 
business risks are greater than in the general manufacturing industry. 


6. Regulatory Control of the Industry 


The regulatory control of the drug industry is administered by the Food and 
Drug Directorate of the Department of National Health and Welfare. 


In keeping with other committees and commissions dealing with the Food 
and Drug Directorate, the Committee found it to be staffed with competent 


Special Committee of the House of Commons on Food and Drugs and, though the 
Situation has improved, more assistance is still required; and if the present 
recommendations of this Committee are carried out, then additional staff will be 


The Food and Drug Directorate has two main functions that are based on 
criminal law in Canada and administered under the Food and Drugs Act. These 


ood and Drug Directorate within thirty days that they have placed this drug on 
he market. Up to this time, as long as a drug is a “new drug”, if other companies 
‘vish to market it, they have to go through the same procedures for a “new drug” 
jrith the Food and Drug Directorate. Needless to say, companies other than the 
|\Tiginator never have manufactured a drug during its “new drug” status, but 
ait until it loses that status. To do otherwise is expensive in time and money, 
jad actually is a duplication of work done. This matter has been raised in the 


It is the duty therefore of the Food and Drug Directorate to protect the 
‘ablic against unsafe drugs. The Committee is Satisfied that the work done by 
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the Directorate is of a high standard, but is hampered by its lack of sufficient 
staff and adequate facilities. Some of the recommendations of this Committee 
will increase the work and-scope of the Directorate and will emphasize the 
necessity for more staff. You Committee therefore recommends 
That the personnel and facilities of the Food and Drug Directorate be 
expanded to make possible the implementations of the recommendations 
of the Boyd Committee, the Hilliard Committee and this Committee. 


7. The Hilliard Report and the Boyd Report 


This Committee commends and supports the recommendations of the Boyd 
Report and the Hilliard Report. In the Hilliard Report particularly the Com- 
mittee makes reference to the section on New Drugs and the Hilliard recommen- 
dation for amendment of the definition of “New Drug” to include old drugs in 
which new or serious or more frequent side effects develop. This was referred to 
in many committee meetings. The Justice Department has ruled that “the 
Governor-In-Council has no authority under the Food and Drugs Act to make a 
regulation to include in the definition of a new drug an old drug if previously 
unknown serious adverse reactions develop from its use.” 


It is understood that the Food and Drug Directorate can, under the present 
Act meet this problem of old drugs that produce unexpected reactions. The 
Directorate has authority to make regulations respecting the sale or condition of 
sale of drugs. At the present time the “new drug” regulations require a drug 
manufacturer to notify the Food and Drug Directorate of unexpected side effects, 
injury, toxicity or sensitivity reactions. This notification is to be made as soon as 
possible in every case—and no later than fifteen days—from the date the 
reaction is reported to the drug manufacturer. The problem of this type of 
reaction to a drug, not under “new drug” status, can be met by making the above 
regulation apply to all drugs. 


CHAPTER IV—COST OF DRUGS TO THE CANADIAN CONSUMER 


Representations to your Committee that drug prices are too high stems from 
a number of sources. First, the Canadian Pharmaceutical Association supplied 
the Committee with statistics indicating the number of prescriptions and the 
value of prescriptions made out in Canada over past years; and these figures 
indicate that the average price of a prescription in 1949 to the consumer was 
$1.38 and the average price of a prescription in 1965 was $3.32, an increase in the 
sixteen year period of some 140 percent. The comparable over-all cost of living 
index prepared by the Bureau of Statistics over the same period of time showed 
a general increase in consumer goods of only 40.8 percent. Although these 
percentages are not strictly comparable in view of the fact that many of the 
“new” drugs introduced during the fifties’ and the early sixties’ were much more 
expensive and widely prescribed, nevertheless the figures are at least suggestive 
that drug prices are now too high, particularly when during that time the 
number of prescriptions per year in Canada increased sizably. Normally it could | 
be expected that expanded sales would result in lower prices. Although the | 
precise figures for the years mentioned above have not been made available to 
the Committee, it is interesting to note that in 1955 some 32,908,185 prescriptions 
were filled and only nine years later in 1964 some 51,635,671 were filled. 


To be fair to the Canadian Pharmaceutical Association, however, it was | 
stated in their supplementary brief (page 1934) to the Committee that statistics | 
prepared by the Dominion Bureau of Statistics show “that prices in general 
increased some 36.8 percent between 1949 and 1964, while drugs increased by | 
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| 
only 20.7 percent”. The Bureau’s Statistics, it is understood, however, were 


more recent “wonder drug” variety. Two explanations for the discrepancy in the 
figures can therefore be made: prescriptions in recent years are being filled with 
more expensive drugs and the Bureau’s figures do not reflect the change in 
medical prescribing over the period of time quoted. 


Secondly, a thorough and comprehensive comparison between Canadian 
drug prices and those in other countries was undertaken by the Director of 
Investigation and Research under the Combines Investigation Act, which study 


Thirdly, more up-to-date figures on the comparison of prices of drugs in 
Canada with those in other countries having relatively advanced economies were 
presented to the Committee by the Consumers’ Association of Canada. (Minutes 
of Proceedings and Evidence, page 1182-3). These figures likewise substantiated 
the conclusions of the Green Book. 


argument on this point took the view that these statistics could be read in a 
Manner more favourable to its own presentation. This argument will be dealt 
with later. 


In any event, both the Restrictive Trade Practices Commission and the Hall 
Commission made findings as a result of their economic studies that dealt with 
ways and means of bringing drug prices down which fact in itself indicates both 
Commissions were of the view that drug prices in Canada were too high at the 
date of conclusion of their enquiries. 


Your Committee, in order to assure itself, in the interval between the time 
both Commissions reported and the date of this enquiry, that the situation 


Your Committee confirms the previous findings now on public record; and it 
‘ras come to the inescapable conclusion that Crug prices in Canada are in fact 
igh and that every fair and reasonable step should be taken to reduce these 
“ices. In conclusion, and in order to discount any claim that these statements 
ve exaggerated, it is well to bear in mind the comment made by the Director of 
Nvestigation and Research under the Combines Investigation Act that if drug 
‘ices were not too high “they were higher than they need be”. (Minutes of 
*roceedings and Evidence, page 2183). 


It is necessary, however, to deal with PMAC’s lengthy presentation leading 
') the conclusion that comparative prices of drugs in foreign countries and in 
“anada do not by themselves present the whole Picture and, in fact, are mislead- 
1g. The Association’s presentation related costs of drugs in various countries in 
rms of labour income. Wage rates were related to selected drugs resulting in 
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comparisons of drug prices in terms of labour hours. “Labour Indices” were 
prepared which indicated that Canadians were able to buy their drugs with less 
labour than people in most other countries; and in fact the ‘“Tabour Indices” 
showed, for example, (Minutes of Proceedings and Evidence, page 292) that the 
“real” cost of drugs in the United Kingdom was still appreciably higher than in 
Canada although on actual tables showing comparable drug prices in terms of 
Canadian dollars this did not so appear. 


Your Committee cannot accept this argument. If any Canadian price of any 
product was translated into labour income, one is undoubtedly going to find that 
it costs Canadians less to buy that product than it would cost most foreigners, the 
United States being possibly the only exception. In the ascertaining of the price 
of a product, whether at the manufacturers’ level or at the retailers’ level, it 
appears to the Committee that real cost should be looked at, namely, the cost of 
labour, raw materials, research and the capital required. This is the true com- 
parison, together with demand, when explaining price differentials between one 
country and another. It is a question of total efficiency of an industry which must 
be looked at and your Committee wi!l deal with this when regarding factors that 
affect drug costs and prices. The Consumers’ Association of Canada discounted 
PMAC’s submission in this respect, and the brief of the Province of Alberta also 
was critical of the economics of PMAC’s argument. 


CHAPTER V—THE ROLE OF THE PHYSICIAN, THE HOSPITAL AND 
THE GOVERNMENT IN DRUG USAGE 


1. The Physician 

The physician is the person who has most control over the purchase of drugs, 
in an indirect but absolute way. The doctor writes his prescription for the drug | 
and the pharmacist has no choice but to fill this prescription as written (except | 
in Alberta where substitution is allowed). In the hospital the doctor still has this . 
role and in addition may play a large part as a member of the Pharmacy 
Committee in the purchase of drugs for hospital use. In addition to this, the rural 
practitioner whose practice is in a remote area, often serves as the pharmacist 
and is involved in the direct purchase and re-sale of drugs to his patient. Dental 
practitioners (who prescribe certain medications, particularly analgesics (pain 
killers) and antibiotics) are not dealt with in this report as the volume of | 
medication is small and their attitudes are probably close to those of the medical | 
practitioner. 


The Committee feels that it is to the medical profession that a great portion | 
of this report will be useful. The Committee also realizes the fact that few of the | 
medical profession will actually read this report in full. The doctor’s time is © 
limited. While some of the material issued by drug companies is very useful, a | 
great portion of the doctor’s mail is never studied and the large volume of 
product advertisement is wasted as a shower of multi-coloured advertisements — 
hits the wastepaper basket, unread. The ‘“‘ads” in journals are often not read as 
the physician prefers more impartial reports in the body of the issue itself. The 
doctor sees the detail man, with one eye on his demonstrations and the other on 
his watch. As most detail men represent the large manufacturing firms he never _ 
hears actual presentations from the smaller firms. The doctor is concerned with 
the growing reports of diseases caused by the drugs he can prescribe and by the 
multiplicity of side effects they can produce. He prescribes those drugs he has 
heard of, has read of, and has some knowledge of—he is a cautious man and | 
prescribes the drug manufactured by a company known to him. He may or may - 
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not know what the drug costs and he May or may not realize there are cheaper 
“equivalents” on the market. Much of the physician’s information is obtained 
from commercial and biased sources. 


The Committee realizes that to ask the doctor to change his prescription 
habit is a serious responsibility. It should be done only if the doctor can be 


do this the doctors should and, indeed, must have free access to a non-biased 
current report on drugs which would include the following data: 


(i) Generic name of the drug 


(ii) Names of all manufacturers of the drug, and brand names of the 
above drug 


(iii) Comparative costs and clinical equivalency of the above drugs 
(iv) Therapeutic action of drug 
(v) Side effects of drug, contra-indications and toxicity 


(vi) Last assay for each company’s product, of content and availability of 
active ingredient, solubility and disintegration 


(vii) Any problems with any company’s product—toxicity, impurity, sei- 
zures, court actions, failure to meet standards, etc. 


accurate knowledge of the drug industry and to do this, the Food and Drug 
Directorate should report fully every aspect of the drug problem to the medical 
profession. 


A major recommendation of the Committee is 


That the Food and Drug Directorate publish not less than once a month 
an informative bulletin to the medical profession giving complete de- 
tails on drugs and their actions and reviewing major drug uses in Canada. 


This will require the Food and Drug Directorate to increase its staff and is a 
tremendous undertaking, but it will do a great deal to bring down the cost of 
drugs if it can assure the medical profession that a less expensive drug may be 


ased with safety. The Committee is confident that such a publication would be of 


) | 
|. The Hospital 


The hospital is also purchasing large quantities of drugs, which are not 
abject to the federal sales tax. A good many hospitals now buy their drugs on 
‘le tendering system, which reduces the costs even more significantly than the 
bsence of sales tax. In many hospitals this is directed by a Pharmacy Committee 
‘a which the medical staff plays a large part. Many hospitals use a type of drug 
~rmulary which allows bulk purchases, and which also lowers the cost. The 
’rmulary drugs are used by most of the medical staff but individual doctors who 
‘sist on certain brands of drugs are allowed to prescribe these as they wish. It 
emed apparent to the Committee that doctors were using, in the hospital care 
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of their patients, drugs manufactured by companies whose products they did 
not normally prescribe. This suggests that some medical practitioners may be 
willing to extend their use of a formulary to their office practice. 


3. The Governments 
(a) Federal 


The Federal government purchases most of its drugs (which in a recent year 
amounted to approximately $5 million) by the tender system. Most of the drugs 
purchased are from so-called “generic”? houses. Only those companies who can 
meet the requirements of the Canadian Government Specifications Board-— 
Standard for Manufacture Control and Distribution of Drugs (74 GP 1) are 
allowed to submit tenders. It is obvious that this competitive method of drug 
purchase lowers the price of drugs. The federal sales tax on drugs is not paid for 
drugs in hospital use, which lowers the price of drugs, but it was obvious from 
the evidence produced before the Committee that this difference did not account 
completely for the lower cost of drugs purchased by the government. 


(b) Provincial 
The provincial governments are also large purchasers of drugs. They also 
use the tendering system and some provinces have instituted their own inspec- 
tion services to ensure quality. This is repetitious and expensive to the govern- 
ment involved and could be carried out by the Food and Drug Directorate. 


CHAPTER VI 
FACTORS AFFECTING DRUG COSTS AND PRICES 


Your Committee realized from the outset of this investigation that there 
would be no simple nor single recommendation that would lead to the reduction 
of cost of drugs to the consumer. Lowering of drug prices, it was realized, could 
only be brought about through a variety of means; and for this reason the 
Committee has looked at factors affecting drug costs and prices at the manufac- 
turer’s level, the wholesale level, the retail level, and the effect of phar- 
maceutical patents or trade marks on drug prices generally. 


1. At the Manufacturer’s Level 
(a) Anti-Dumping Duties and Tariffs 


The Restrictive Trade Practices Commission in its Report expressed the 
view that “with respect to ethical drugs and more especially antibiotics and 
tranquillizers, the dumping duty rules may sometimes operate to increase the 
cost of some Canadian importers without giving any substantial protection to 
Canadian manufacturers”. Although, as we have indicated, most pharmaceutical 
drugs used in the manufacture of antibiotics and tranquillizers are not in fact 
produced in Canada, nevertheless most pharmaceutical preparations containing 
these drugs are ruled by the Department of National Revenue to be of a class or 
kind made in Canada for purposes of dumping duty. In short, any drug not made 
in Canada but which falls within the same class of drugs made in this country is 
subject to dumping duty if imported at a price less than the “fair market value” 
of the equivalent drug sold in the exporting country. The Restrictive Trade 
Practices Commission considered that, for this reason, imported finished dosage 
forms of drugs might well be priced higher than would normally be the case, 
especially in those instances where the importer was a subsidiary of the parent 
exporting company. 
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The Hall Commission recommended that in the administration of anti-dump- 
ing regulations in respect to drugs, the Minister of National Revenue be given 
discretion to establish “market value” at lower levels than that resulting from 


parent exporter of the basic ingredient of a drug in finished dosage forms would 
be inclined, in its transactions with its related subsidiary, to set its price to its 
subsidiary higher than perhaps necessary in order to avoid such duty. In any 
event, it is clear that because “class or kind” has been given such a broad 
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is that there is no reliable guide to determine the “fair market value” of the drug 
in the foreign exporter’s home market. To understand this it is necessary to 
appreciate the method used concerning custom valuation for imported drugs. 
The standard basis of valuation, used not only for drugs but used generally to 
determine whether or not dumping is taking place in Canada is, of course, the 


importer, and in the same or substantially the same quantities for consumption in 
the country of export in the ordinary course of trade. For finished phar- 
| Maceutical preparations in dosage form this is a relatively easy determination. 
For drugs exported to Canada which consist only of the basic active ingredient, 
however, or drugs exported in semi-finished form, this determination is not 
‘possible as the exporter is not selling in all likelihood that particular form of 
‘product in the foreign country in the precise condition as that exported to 
Canada. 


The present practice of the Department of National Revenue, therefore, is ta 
use ministerial discretion under the authority of Section 38 of the Customs Act to 
charge duty on basic drugs imported into Canada at manufacturing cost plus 50 
Percent when the drug requires further manufacture with other materials, and 
to charge manufacturing cost plus 75 percent for pharmaceutical preparations in 
dona fide bulk for packaging, etc. in Canada (less when the exporter’s gross profit 
on home market sales of the finished product is less than the percentage ad- 
vance). Undoubtedly, and in view of the extent to which the Canadian industry 
S made up of subsidiaires of foreign parent corporations, the “manufacturing 
sost” may indeed be fixed higher than necessary to avoid possible anti-dumping 
luties. Also, quite apart from the fact that transactions between parent firms and 
heir subsidiaries do not involve “arm’s length” transactions there is no compa- 
‘able customer in the foreign country to which reference can be made and a 
‘manufacturer’s cost” accurately determined. The only guide to a “fair market 
‘alue” may indeed be the price to a wholesaler in the foreign country. Conse- 
uently it may mean that the Canadian company may be charged that price, 
‘quivalent to the price paid by a wholesaler in the foreign country, if dumping 
ties are to be avoided. 


Your Committee is therefore concerned for the reasons advanced above that 
tendency exists for Canadian importers to pay more, or be required to pay 
‘tore, for the imported drugs regardless whether the drug is imported as a basic 

igredient, a semi-manufactured drug or a drug in final dosage form. 
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Your Committee therefore recommends: 


That present ministerial authority as provided in Section 38 of the Cus- 
toms Act be amended insofar as the importation of drugs into Canada is 
concerned, and that future value for duty be set in all cases at the cost of 
production of the imported drug plus an allowance for gross profit (i.e. an 
allowance to cover the actual manufacturer’s administrative overhead, 
selling costs and net profit, etc.). 


It would be desirable to fix some maximum allowance. It was suggested 
before this Committee in the presentation made by the Province of Alberta 
(refer to page 2533, Minutes of Proceedings and Evidence) that perhaps an 
appropriate study would indicate that a 10 percent allowance for gross profit 
might be adopted for drugs; and if this were done the motivation for foreign 
parents to charge high prices to Canadian subsidiaries to avoid anti-dumping 
duty would be removed. 


As already mentioned, pharmaceutical preparations are by and large held to 
be of a class or kind made in Canada for purposes of dumping duty. It is 
understood from a statement by the Minister of National Revenue (Minutes of 
Proceedings and Evidence, page 29) that “basic to the Department’s attitude is 
the assumption that, of necessity, most imported pharmaceutical drugs must be 
used in the manufacture of preparations in Canada’”’; and the Minister went on to 
express the Department’s view (page 30) “that it was thought necessary to 
classify all broadly competitive or substitutable preparations as of one “class or 
kind” if any protection is to be afforded the Canadian producers”. However, your 
Committee feels that if dumping duties were limited only to affect those drugs of 
a kind made in Canada, the undesirable effect of inflating prices of drugs not 
actually manufactured in Canada could be eliminated while at the same time | 
Canadian production, both existing and future, would be protected. Your 
Committee therefore makes this recommendation: 


That the Customs Act be amended to make clear that dumping duties with | 
respect to drugs be limited only to affect those drugs of a kind made in | 
Canada. 


In making this recommendation your Committee is aware of the difficulties 
expressed by the Minister of National Revenue in his presentation in applying 
the “kind” concept to pharmaceutical preparations and the fact that competitors 
might import substitutes for a Canadian drug product which, although used for 
the same purpose, would technically be of a kind not made in Canada and | 
consequently free of dumping duty. On balance, however, your Committee | 
considers the consumer’s interest to be paramount. 


The Hall Commission also proposed that the Tariff Board be requested to 
review tariffs on drugs with a view to establishing which tariff should be reduced 
or abolished covering imported drugs included in its proposed National For- | 
mulary. Your Committee recommends: | 


| 


That the federal government instruct the Tariff Board to review the drug | 
tariff structure. 


(b) Marketing and Promotional Expenses 


PMAC provided the Committee with its annual statistical survey for 1964 | 
which set out in considerable detail, among other things, marketing expenses of © 
41 of its member companies (Minutes of Proceedings and Evidence, page 350). 
Marketing expenses include field selling, general advertising and promotional © 
expenses, and administrative costs of departments charged with promotion. 
Advertising and: promotional expenses incurred by the industry include costs for | 
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medical exhibits, advertising in medical and pharmaceutical journals, direct 
mail advertising, the supply of promotional samples to physicians and additional 
miscellaneous expenses. For easy reference and to study the break-down of the 
total of $32,977,561 that was spent by the above-named 41 companies in 1964 
alone (and these companies do not represent the entire drug industry), Ap- 
pendix “G” is attached hereto. 


Approximately 23 percent of the manufacturer’s sales dollar goes for the 
provision of physicians’ information through detail men, literature and samples, 
while other marketing expenses primarily directed to the pharmacists account 
for 6.6 percent of the manufacturer’s sales dollar. The net result is that these 
manufacturers’ marketing expenses amount to approximately 11 percent of the 
prescription dollar; or, to put it another Way, it represents 30 percent of the 
manufacturer’s dollar (Minutes of Proceedings and Evidence, pages 286 and 
302). 


It is interesting to note that the Chairman of the Canadian Drug Manufac-~ 
turers considered that promotional expense averaged out by members of his 
Association was about 20 percent, about one-third lower than the expense in- 
curred by the PMAC membership. This would indicate that once a drug compa- 
ny leaves the manufacture of generic named drugs to enter the brand name drug 
field it becomes entrapped by its chosen method of expansion and incurs 
automatically increased promotional costs (Minutes of Proceedings and Evi- 
dence, page 475). One of the “independent” Canadian drug manufacturers 
(promoting brand name drugs only) on questioning by the Committee indicated 
that 20 percent or more of its manufacturing dollar was also devoted to market- 
ing expense. 


Your Committee is completely in agreement that the funds expended on 
promotional activity by the industry is excessive, particularly when it is noted 
that only an equal amount of the manufacturer’s dollar is expended in materials, 
labour and plant costs; and only 7 percent of the manufacturer’s dollar is spent 
on research and development (Your Committee later received figures indicating 
that the percentage spent on research and development in 1965 by 37 of 58 
members of PMAC amounted to 7.6 percent of sales. The 1965 break-down of the 
manufacturer’s dollar is not provided as these figures were not available). 


No one disputes the fact that money spent on marketing by the drug 
industry far exceeds money spent for similar purposes by other industries. 
However, it is clear that the drug industry differs uniquely from other industries 
and that merely a comparison of these costs, without understanding the reason 
therefor, would be quite unfair. The consumer of drugs has no choice of pur- 
chase. It is the physician who chooses the drug, makes out the prescription and it 
‘is the pharmacist who fills out the prescription as ordered. Generally speaking, 
the consumer does not know the name of the drug he is taking, and the labels on 
the bottles containing his prescription do not inform him. Promotional activities 
by the drug industry are not directed to the final consumer, as is the case with 
all other industries, but are directed in the main to the physician and, also to a 
certain extent, to the pharmacist. The third category, which receives the atten- 
tion of the drug industry includes the purchasing agents of hospitals and govern- 
“ment departments. The Committee was told, and it believes, that under the 
resent system—assuming it will be continued—marketing expenses of the drug 
‘ndustry will not decrease. The intense competition between the drug companies 
/M pushing their own brand name products apparently requires this high market- 
‘hg expense. The Chairman of PMAC was asked whether it would be possible for 
‘members of the Association to exercise voluntary restraint, for example, cut 
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marketing costs in half with the result that if all members abided by the rules 
the competition between members could remain the same and the consumer 
would be the beneficiary (Minutes of Proceedings and Evidence, page 246). 
PMAC took the view that such a voluntary undertaking by the members might 
be an offence under the Combines Investigation Act although the Committee’s 
Counsel and the Director of Investigation and Research under the Combines 
Investigation Act were not of this opinion (Minutes of Proceedings and Evi- 
dence page 2230). Your Committee, taking the above into consideration and the 
evidence that a great deal of drug promotion to the physician is wasted, recom- 
mends: 


That drug manufacturers revise their promotional practices on a volun- 
tary basis, as considerable savings could be made and passed on to the 
consumer. 


However, if voluntary restraint of promotional advertising is not successful in 
lowering costs, other more definitive action may have to be undertaken. 


Your Committee feels that the detail man has a definite role to perform in 
the exchange of information between doctor and manufacturer. The Committee 
is only concerned with that portion of his role relative to his promotional 
activities for a particular company and a particular drug. As previously outlined, 
the Committee has recommended the publication of a drug bulletin by the Food 
and Drug Directorate; your Committee expects that the publication of the above 
bulletin will significantly alter the function of the detail man. 


Certain drug company representatives are paid salaries and commissions, 
some receiving commissions on sales alone. The Committee feels that payment 
by commission leads to unnecessary and repetitive activity on the part of detail 
men, especially in the marketing of similar drugs under different brand names. 
Under the commission system, the detail man is more likely to be interested in 
the sale, rather than in providing information to the physician. On the other 
hand, a salaried representative, having no personal interest in the volume of 
sales, would be more likely to act in a more professional capacity. With full 
realization of the difficulties involved, your Committee feels it worthwhile to 
recommend to the pharmaceutical industry: 


That the pharmaceutical industry take steps to ensure that all representa- 
tives of the drug industry engaged in field selling be paid by salary and 
not by commission. 


Your Committee realizes that the Federal Government has no power to 
implement this recommendation. 


The Hall Commission likewise came to the conclusion that marketing ex- 
penses in the drug industry were too high, and recommended a compulsory 
method whereby this expense might be lowered, namely, “that in the application 
of the provisions of the Corporation Income Tax Act to the manufacturers, 
importers and distributors of drugs, consideration should be given to establishing 
a maximum of 15 percent of total sales as the allowable deductible expense for 
advertising, sales promotion, ‘detail men’, and other similar items”. 


Your Committee repeatedly asked witnesses for their views with respect to 
this recommendation of the Hall Commission; but most witnesses, whether 
members of the PMAC, the Canadian Drug Manufacturers Association or others, 
considered that promotional expenses, although high, could not easily be reduced 
and, even if attempts were made to reduce these by income tax amendments, 
promotional expenses would continue to be incurred in the same amounts with 
such expenses eventually passed on to the consumer. Further, it was considered 
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that such an approach would amount to direct interference with business prac- 
tice which should not be entertained in a free enterprise system. And thirdly, 
such a proposal would react against smaller manufacturers rather than against 
those who perhaps could afford to reduce their promotional activities. 


There are other reasons against the Hall Commission’s Proposal. Drug costs, 
i.e. the manufacturer’s sale price to the wholesaler or, indeed, to the retailer are 
one thing; price to the consumer is quite another. The latter can be reduced by 


might easily result in higher costs at the manufacturers’ level, and then higher 
drug costs to the consumer. 


The answer appears to lie in increased competition (See Chapter 6, item 6). 
The greater the competition, the greater the pressure against high prices. As 
prices drop, inefficiency is bound to decline, and a cut-back in promotion and 
marketing costs is almost bound to ensue. Your Committee, is not prepared to 
recommend this proposal of the Hall Commission relating to maximum tax 
allowable promotional expenditures. 


(c) Brand Names 


There is not doubt that the use of brand or proprietary names in the drug 
industry is a factor contributing to the high price of drugs. As we have seen, the 
use of brand names invokes extreme and expensive competition within the 
industry through massive promotion of drugs which actually may be identical or 
very similar to others already on the pharmaceutical market. Incidentally, it is 
worthy of note that the supporters of brand names for drug products press the 
fact that there are no two “identical” drugs, and that even drugs containing the 
Same active ingredient do not necessarily yield the same therapeutic results. 


The well-established brand-name firms contend that, quite apart from the 
active ingredient present in the product, there exist many variables such as 
Stability, disintegration time, solubility, sterility, etc., and because of these 
factors the generic products are not identical to the brand name products. Your 
Committee recognizes the truth contained in this statement. The marketing of 
products sold under generic labels that set out potency values, etc., would have 
prevented high cost promotional competition without undue risk to the consum- 
er; and indeed, might have once been the proper basis on which to build when 
the drug industry was in its infancy and when regulations forbidding the sale of 
drugs under brand names could have been made mandatory without business 
disruption. However, it seems clear that any regulations that could now be 
imposed that would prevent the use of brand names in the marketing and sale of 
drugs would be out of character with present day commercial practice. The 
Problem, indeed, seems to be one of education rather than prohibition. 


Having come to this conclusion, however, your Committee further consid- 
ered the advisability, as recommended by the Hall Commission, “that provincial 
governments consider legislation enabling pharmacists in the dispensing of pre- 
Scriptions to use a drug or a drug combination that is a non-proprietary name 
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equivalent of that named in the prescription unless the physician specifically 
indicates otherwise’. At the moment, legislation to this effect is in existence in 
Alberta (Statutes of Alberta, 1962, Ch. 61). Your Committee does not consider 
that such legislation, even if adopted by all the provinces, would bring down 
prices to the consumer to any measurable extent. If, for example, the pharmacist 
had a choice of using a brand name product prescribed by the physician, or a 
generic name product of the same drug of equal potency and pharmacological 
activity, he would still be more likely to fill out the prescription with the brand 
name product; and the well-intended purpose of the legislation would be of little 
avail to the consumer. The Committee’s opinion is strengthened in this by 
surveys reported by the Hall Commission that physicians prescribe brand names 
over generic names in the proportion of 15 to 1. Also, evidence presented to the 
Committee by the Province of Alberta indicated disappointment with the results 
obtained under the above Statute. 


(d) Research and Development 


In the evidence presented to this Committee, much was made of the fact by 
leading Canadian drug manufacturers that research and development led to 
higher costs; and because of the necessity for continuing research in a “research 
oriented” industry, this was a factor that did affect the end price to the consum- 
er. Your Committee is fully cognizant of the necessity for continued and in- 
creased research in Canada, not only generally but also in the drug field; and it is 
hoped and expected that none of the recommendations of this Committee will in 
any way impair the quality or volume of future scientific research in medical or 
related spheres. The Committee, therefore, found it necessary to examine in close 
detail the claims of the Canadian drug companies with respect to research 
carried on by them in Canada to ascertain the effect of this research, and to 
determine the effect research has with respect to drug prices to the consumers; 
and, in general, to ascertain whether or not these claims to research and its 
resulting benefit to Canadians are valid and worthy of approbation. 


As mentioned, your Committee has had before it from the outset the Report 
of the Hall Commission published in 1964 which, in respect of drugs, was based 
largely on the earlier report of the Restrictive Trade Practices Commission. The 
evidence presented before this Committee has merely brought these findings up 
to date. The Hall Commission found that “‘in the light of what has already been 
said, we do not think that there can be any real dispute about the fact that the 
research conducted in Canada attributable to the commercial drug firms has 
been modest” (Hall Report, p. 668-669). Your Committee, in the questioning of 
witnesses appearing before it, was well aware of this earlier situation; and it is 
glad to confirm that since the Hall Commission Report was published there 
appears to be increased activity by Canadian drug manufacturers relating to 
research generally. As explained later, part of this activity has been generated 
by governmental assistance through tax concessions. 


Before pursuing this subject further, however, it is important to know just 
what the meaning of the words “research and development” is, as it seemed te 
your Committee that the use of these words may give rise to different interpre- 
tations. Although in some instances it is difficult to be precise and nomenclature 
may vary, your committee considers that, firstly, there is “basic” or “pure” 
research, which is that research carried out solely in the hope of attaining 
“breakthroughs” in scientific knowledge. The solving of a particular problem, for 
example, is not the main consideration. Such research is expensive and generally 
carried out by governments, universities and the like. This type of research is also 
carried out to a much lesser extent by the drug industry, but only in specific 
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centres situated, except in one or two Canadian instances, in foreign countries, 
Secondly, there is applied research which entails that research necessary to bring 
into production those products desired by, and of benefit to, the ultimate con- 
sumer. It is this form of research that forms the basis of much of secondary 
industry and is protected by the patent system. And thirdly, there is product 
development that involves, among other things, clinical research requiring con- 
tinual testing of a product to ensure high quality and safety both before and 
after marketing. 


It has been difficult to obtain an accurate breakdown of what the Canadian 
drug companies contribute in respect to basic research that might eventually 
lead to entirely new drugs likely to score successes by providing remedies for 
illnesses not combatted by drugs presently known. In making this statement the 
Committee has in mind, for example, earlier departures made through the discov- 
eries of insulin and the broad range of antibiotics. In any event, basic research 
of this type is negligible in the Canadian drug industry; and, as mentioned, is 
extremely costly. 


The Committee believes it was to both basic and applied research to which 
the Hall Commission was referring when dealing with the question of whether 
the patent system could be defended on the usual grounds that it is necessary 
to provide incentive for research, they stated: “It appears that Canada, a small 
country where most of the significant pharmaceutical research is done by other 
than the drug companies, has copied an institutional arrangement which can only 
be appropriate to a country like the United States where the higher prices which 
the patent system permits in fact supports research by the industry on a 
substantial scale” (Hall Report p. 670). 


Much of the research that is in fact carried out by the Canadian drug 
companies has been generated for two reasons: (a) to satisfy the Food and Drug 
Directorate of the Department of National Health and Welfare in respect to the 
introduction of new drugs and substantial clinical testing, with respect to these 
and other matters pertaining to product development ; and (b) to take advantage 
of Tax concessions granted to Canadian corporations generally for promotion of 
research, A third reason for heavy expenditures being made for research in- 
volves the “working around” of patents issued to others (referred to in the 
industry as “molecular manipulations”) i.e. by replacing specific atoms or mole- 
cules in chain or cyclical organic chemical compounds to produce new drugs with 
Perhaps sufficient or even partial pharmaceutical differences to justify active 
market promotion. This latter type of research activity is apparently not carried 
out in Canada to any great degree. 


Your Committee has been conscious throughout, as already mentioned, that 
continuing research in the drug industry in Canada should not be inhibited by 
any recommendations made in this Report; and, for this reason, it is necessary 
initially to appreciate the fact that basic and applied research as performed in 
Canada, apart from very few Canadian companies, is relatively modest because 
of the unique character of the drug industry which has developed on an interna- 
tional basis, not only for historical reasons but for economical reasons as well. 
It was natural that the important research in the drug industry was begun and 
Carried out in those countries which initially had the most substantial resources; 
this refers in particular to the United States. With resources available to almost 
an unlimited extent, with a large consumer population and aided by a strong 
patent system, American research in the drug industry has clearly dominated the 
international scene—at least from the Canadian viewpoint. The same Situation 
exists, of course, in other more industrially developed countries such as the 
- United Kingdom, France, Germany, Japan, Switzerland, etc. It seems clear that 
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Canada was a “late starter’; and, because of this, the true international aspects 
of the drug industry must be studied with full realization that any approach to 
the promotion of further research in the Canadian aspect of that industry should 
be thoroughly examined before any hasty recommendations are made. For 
example, any further tax concessions that might be conferred on the Canadian 
drug industry should be considered in the light of what benefits are likely 
attainable from the total package of research and development undertaken, or 
benefits derived solely from basic and applied research. Indeed, if this distinction 
is not made, it is conceivable that the taxpayer will be asked to pay for clinical 
research and testing (which are normal expenditures in any industry) and the 
manufacturer will reap the benefit at the expense of the taxpayer. 


The drug industry naturally does not approach the problem of research on 
the above “dissection” approach. Research of all kinds is considered to ‘‘flow 
together” regardless of its form or type. For example, one of the key witnesses 
for PMAC stated early in the proceedings (Minutes of Proceedings and Evi- 
dence, page 198) that he considered the Committee’s Counsel was grading re- 
search into first class, second class and third class types. Then he went on to 
say: “Let me state right from the beginning that each of them are essential 
before a drug can be introduced, and clinical testing is as essential a form of 
research as synthesizing a new compound”. However, your Committee is more 
concerned with prices to the consumer without harming basic and applied re- 
search in Canada. 


Turning now to specific figures that have been brought before this Com- 
mittee, evidence has been given by PMAC (Minutes of Proceedings and Evi- 
dence, page 295) that international expenditures on pharmaceutical research 
now exceed $400 million a year; that specific projects on which such research is 
carried out are by no means all successful, it being estimated that only 1 in every 
3,000 compounds tested yields a drug of sufficient value to justify its introduc- 
tion. With this in mind the Canadian situation was examined. 


PMAC in its survey of 37 of its member companies received information to 
the effect that the total research and development spent in Canada (i.e. meaning 
all forms of research) amounted in 1964 to $5,504,323 ($8,144,870). In addi- 
tion, there was charged to the Canadian companies by related companies outside 
of Canada the sum of $1,579,140 ($1,380,622); and there was paid to non-related 
organizations located outside of Canada by these Canadian companies $8,703 
($28,987), making a total in all of $7,920,166 ($9,544,479). The “reasonable 
estimate” of the cost of research and development performed on behalf of these 
37 companies by related companies but for which no charge was made was 
$5,439,303 ($6,389,086) making a total claimed expenditure, either paid by the 
companies or considered a possible charge against them by related companies 
(although no such financial payments were made), of $12,531,469 ($15,933,565) 
(Minutes of Proceedings and Evidence, page 351 and page 2200). Under ques- 
tioning by members of the Committee it was indicated by PMAC (Minutes of 
Proceedings and Evidence, page 200) that Canada “benefited” in 1964 to the 
extent of almost $5,500,000 from international research whereas its contribution 
to international research by payment to related companies or others was only 
approximately $1,500,000. In 1965, the “benefit” to Canada from international 
drug research was almost $6,400,000 while that same year the Canadian firms 
contributed to the international picture approximately $1,400,000. Canada, it was 
claimed, received tremendous advantages from work performed in foreign coun- 
tries. The differential “favouring” Canada was $4 million in 1964 and $5 million 


l1Later the Committee received PMAC’s annual statistical survey for 1965 pertaining to 
research and development and these figures are given in brackets. 
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in 1965. This, of course, lends credence to the theory that all countries, whether 
research oriented or not, benefit equally from research activity regardless of 
where it is performed, although this is not altogether true as countries carrying 
out basic and applied research to a great extent benefit from the peripheral 
blessings created by research, especially the attracting of scientists to those 
countries and the impetus thereby created to primary and secondary industry. 


It is interesting to note that total research and development expenses, either 
spent in Canada or charged to Canadian companies, (represented by 41 compa- 


clinical investigation (including medical departments) cost $1,917,169 ($2,204,- 
825) the balance representing research and development grants and unreported 
break-down. Clinical investigation costs, then, accounted for some 27 percent 
of the dollar spent on “research” in 1964 and some 23.2 percent in 1965. The 
statistics clearly indicate that expenditures made by the reporting companies 
on applied research and product development are increasing; but it should per- 
haps also be remembered that, at the same time, total sales of packaged human 
pharmaceuticals by the reporting companies also increased from $110,465,396 in 
1964 to $125,054,386 in 1965. 


These figures, encouraging as they may seem, must, however, be looked at in 
a different way to comprehend fully the actual cost of human pharmaceuticals to 
the consumer who in the long run must bear the cost of research and develop- 
ment. In terms of the manufacturer’s dollar, 7 per cent was spent for research 


It should also be borne in mind when considering these research figures that 
most companies outside the PMAC group do not attempt research of any kind, 
although one or two small but growing independent companies apparently are 
considering expending money on research. 


Your Committee has come to the conclusion that the drug industry in 
Canada will continue in the foreseeable future to remain largely within the 
international framework; that the larger Canadian companies will remain sub- 
Sidiaries of foreign corporations; and that any further noticeable increase in 
research in Canada by these subsidiaries will in all likelohood not take place, 
unless stimulated by government policy. 


Your Committee has three recommendations to make regarding research 
and development in the Canadian drug industry. Your Committee recommends: 


That the federal government should make a substantial increase in grants 
to the Medical Research Council, for the promotion of basic phar- 
maceutical research. 


The results of this basic research whether patentable or not, would belong 
to the public. Your Committee further recommends: 


That the pharmaceutical manufacturing industry take full advantage of 
the federal incentive program for research. 


Another concern of your Committee is that insufficient research is presently 
being carried out with respect to the manufacture of the active ingredients of 


27 


2626 DRUG COSTS AND PRICES April 3, 1967 


drugs which, to a large extent, are now being imported. Further and proper 
development of the drug industry in Canada cannot be expected if research is 
confined to experimental clinical testing or mere product development that does 
not involve making Canada more self-sufficient in this secondary industry. The 
Committee realizes that a balance must be struck between the cost of importa- 
tion and the cost of manufacture and that normal economic considerations must 
apply; however, it is conceivable that the drug industry up to now has failed in 
Canada to direct maximum attention to basic product manufacture. 


An interesting suggestion was raised in Committee concerning possible 
stimulation of research by increasing royalty payments to patentees subject to 
compulsory licensing (see item 4 of this chapter), provided the patentees affected 
could prove that research carried out in Canada by them exceeded a basic 
minimum. Such a recommendation would appear to have considerable merit, 
particularly if the end result would be to stimulate research in Canada. How- 
ever, any percentage increase in royalty should, in the opinion of the Commit- 
tee, be related to research of drugs discovered and initially developed in Canada. 
The increased royalty would not add significantly to the cost of the drug to the 
consumer. 


Your Committee therefore recommends: 


That the Patent Commissioner, on assessing royalties on the granting of a 
compulsory licence, shall consider that the patentee who discovers and 
initially develops the drug in Canada should have higher royalties than 
the drug manufacturer who discovers new drugs outside of Canada. 


(e) Maintenance of Special Drugs for Special Purposes 


In the PMAC brief (Minutes of Proceedings and Evidence, page 301) it was 
called to the Committee’s attention that the research laboratories of the interna- 
tional pharmaceutical companies have developed many products, often lifesav- 
ing, that are available for rare illnesses and conditions. A survey of PMAC 
membership showed that 18 companies listed 84 products of this type and that 
such products are made available frequently to physicians either free of charge 
or at factory cost. Few, if any, of these products are in fact manufactured in 
Canada; most of these are made available to Canadian subsidiaries by parent 
corporations. They constitute drugs for which there is no great demand. 


It was suggested that the cost of these products cannot easily be determined 
but their value was inestimable. Your Committee considers that their continued 
availability for Canadian use is a matter of importance and, in this respect, the 
large drug companies deserve commendation. However, insofar as drug costs and 
prices are concerned your Committee considers that retention of these items and 
their availability to physicians is not a factor that significantly affects prices to 
the consumer. 


(f) Drug Safety and Quality Control 


In the manufacture of drugs, the safety factor is usually referred to as 
quality control. Until recent years the provision of quality control measures was 
not obligatory under the Food and Drug regulations. Due to fairly recent 
changes in the regulations, quality control is now a necessary part of the 
manufacturing process. 


The Committee feels that all the cost of quality control cannot be easily 
segregated from usual manufacturing costs, as it is often an integral part of the 
usual manufacturing process in any industry, whether pharmaceutical or other. 
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In any event the Committee feels that safety must be assured and that any cost 
of quality control is a necessary part of the cost of manufacture. No recommend- 
ation of this Committee will be made in any way that would tend to reduce 
monies spent on quality control. Safety must be placed above cost. It is realized 
actually that the cost of quality control although small is essential. 


The Special Committee on Food and Drugs’ Report to the House of Com- 
mons of December 1964 found the dangers from the use of drugs small in 
proportion to their value. The present Committee in its thorough study of cost 
has again been deeply interested in the related matter of safety. The Committee 
notes that the incidence of significant hazards to health is relatively rare in 
Canada. This does not mean that side reactions to drugs are unimportant, and 
indeed this aspect of the problem is a worrisome and growing problem to all 
those concerned with drugs—manufacturer, doctor, druggist and patient and, of 
course, the Food and Drug Directorate. 


Many of the recommendations of the Committee on the safety of drugs have 
been implemented. The Committee is pleased that the Notification Program for 
all drug manufacturers, recommended by the Special Committee on Food and 
Drugs dealing with the safety of drugs, has been implemented by the Food and 


Drug Directorate. 


The Committee feels that the medical profession does not appear to have full 

awareness of the Adverse Drug Reaction program and therefore recommends: 

That the Food and Drug Directorate publicize the Adverse Drug Reaction 
program in co-operation with the Canadian Medical Association. 


(g) The Federal Sales Tax 


Federal sales tax applies at the regular rate of 12 per cent on all drug 
preparations, whether the drug is manufactured in Canada or whether it is 
imported, except Adrenocorticotrophin (ACTH), Cortisone, Insulin, Radium, 
liver extract for use exclusively in the treatment of anaemia, vaccine for use in 
the prevention of poliomyelitis, and material used exclusively in its manufac- 
ture. In addition, exemptions are afforded bona fide charitable institutions and 


hospitals. 


Thus, the consumer who receives his drugs as a patient in a public hospital 
receives them sales tax exempt. But following discharge, he is compelled to pay 
for his drugs at prices that include sales tax. Thus an anomaly exists in the 
present situation. When the Committee commended its deliberations the rate was 
11 per cent. This was subsequently raised to 12 per cent. All submissions to the 
Committee with respect to federal sales taxes have been on the basis of the 11 
per cent rate. 


Considerable discussion of the effect of the sales tax took place before the 
Committee, the following being perhaps one of the most cogent statements: 


“Because of the nature of demand for prescription drugs, a tax at the 
manufacturer’s level can be pyramided through the various stages of 
distribution and passed on to the consumer in magnified form.” (Province 
of Alberta). In the same brief we read, ‘In industries where price compe- 
tition is largely inactive, and distributors’ markups chiefly a matter of 
tradition or convention, the tax will be dependably and automatically 

Pyramided as the sellers attempt to shift the tax forward to the final 
consumer by adding their traditional markups to the tax-included prices 
which they pay”. 
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Accordingly, the price of drugs to the consumer is increased not only by the 
sales tax paid but also by the margins added on the tax by the wholesaler and 
the retailer. 


The impact of sales tax upon the price to the consumer will vary depending 
upon the particular pricing method used at the retail level. The evidence before 
the committee suggests that there are three basic methods in use: (1) list price, 
(2) list price plus a dispensing fee and (3) cost plus a professional fee. The 
Committee understands that the second method is the one most commonly used 
although the third method is gaining in popularity. 


In the “list price” method, the traditional markups above cost are 20 per cent 
by the wholesaler and 663 per cent by the retailer. In this case the impact of 
the tax is to increase the final consumer’s price by eleven percent over that 
which it would otherwise be if sales tax did not apply. This increase represents 
9.87 per cent of the final consumer price. 


The Committee received many and varied calculations of the effect of sales 
tax upon the price of drugs to the consumer. The basic reasons for these 
differences in calculations are: 


1. Interpretation—Some were dealing with the amount of tax paid 
only; others were dealing not only with the amount of sales tax paid but 
also with the result of the application of pricing policies at the wholesale 
and retail levels. 


2. Variable factors—There are variations in the pricing methods in 
use at the retail level as well as in the amount of the “fee” that is often 
charged by the pharmacist. 


The Committee’s accountant has calculated the impact of sales tax upon the 
average price to the consumer under each of the three basic pricing methods. In 
these calculations, he used the average prescription prices of $3.43 and $3.67 for 
the “list plus dispensing fee” and “‘cost plus professional fee”? methods respec- 
tively as reported on behalf of the Canadian Pharmaceutical Association and 
included in the association’s brief to this Committee (Appendix to brief: “Pre- 
scription Pricing Patterns in Canadian Pharmacies in 1964”, page V). The 
traditional markups above cost were used for the “List price”’ method. The 
following results were obtained: 


SEE ee eee 


Per Cent of Price to Consumer 


List List price plus Cost plus 
Price dispensing fee professional fee 
Salesdax! + eit. 54. (eae e aie ae aeehe 4.96% 4.1% 4.4% 
Wholesaler’s margin added to sales tax... 0.99% 0.9% 0.8% 
Retailer’s margin added to sales tax..... 3.92% 3.4% — 
Total 9. 87% 8.4% 5.2% 


OY 235e02 SMe 8f) eos es) ee ee eee 


Nore: These calculations are based on a rate of tax of 11%, not the present rate of 12%. 


From these figures one might be inclined to conclude that elimination of 
sales tax could result in an average reduction of 5 to 10 per cent in the price of 
drugs to the consumer, depending upon the particular pricing method in use. 
However, reduction in prices is not ensured simply by the elimination of the 
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sales tax. This point was emphasized by many who made representations to the 
Committee. It was pointed out that the elimination of the federal sales tax 
should be taken as part of a program to reduce drug prices and that this can 
be better assured by introducing competition into the drug market. Evidence, 
for example, has been shown that tariff reductions have not always been 
accompanied by a corresponding decrease in the price of drugs although the 
cost to the manufacturer was lower. 


Both the drug manufacturers and retail pharmacists offered the opinion 
before the Committee that the benefits of a reduction in sales tax would be 
passed along to the consumer. However, the Committee concludes that, without 
more effective operation of competitive forces than presently exists in the drug 
industry in Canada, the only certain result from removal of the tax would be a 
reduction in costs to the manufacturers. The consumer must also understand that 
the removal of the 12 percent federal sales tax on drugs will not, (however 
much drug manufacturers and retail pharmacists honestly co-operate), lower 
the price of drugs 12 percent for the reasons already discussed in this section. 


One other suggestion concerning the federal sales tax on drugs should be 
mentioned. It was suggested by the Canadian Drug Manufacturers that the tax 
should continue to be collected and that the revenue obtained should be kept 
aside and used by the federal government to create a new agency (non-profit) 
“The Drug Research Institute”. This was originally proposed to the committee by 
Empire Laboratories and endorsed by the Canadian Drug Manufacturers; for 
details of this proposal see Chapter VII, Item 6 of this report. 


Many people have claimed it is unjust to tax the sick, who are often those 
least able to meet added expenses. In proportion to the total revenue of the 
government the amount of tax collected on prescription drugs is small, amount- 
ing to approximately $20 million last year. It is felt by the Committee that the 
loss of revenue that would be suffered by the government if the tax were 
removed, is more than justified if its removal reduces the cost of drugs to the 
sick who are, in many cases, the needy. 


Your Committee is also conscious of the fact that large stockpiles of drugs 
already exist on which federal sales tax has already been paid. Some time will be 
required to elapse before warehouses, manufacturers’ depots and drug outlets 
have emptied their shelves of these tax-paid drugs. The public must be aware, 
therefore, that the removal of the Federal Sales Tax may not mean an in- 
stantaneous drop in the price of drugs. 


Taking all these aspects of this matter into consideration your Committee 
recommends: 


That the federal sales tax be removed from the sale of prescription drugs. 


2. At the Wholesale Level 


After consideration of the submission of the Canadian Wholesale Drug 
Association which, it is understood, represents virtually every major full service 
lrug wholesaler in Canada, the Committee has come to the conclusion that net 
jperating profits of the drug wholesalers are not high. According to this Asso- 
‘iation’s 1965 operating survey, net profit after taxes of 10 wholesale drug firms, 
‘epresenting 28 members, was 0.59 percent of net sales while for 1964 net profit 
ifter taxes for 15 members was 0.60 percent. Net sales aggregated over $127 
aillion for 1965 as opposed to over $113 million in 1964. The Association was 
rank to admit that there exists a paucity of information with respect to Canada’s 
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wholesale drug industry, and that the surveys provided insufficient statistical 
data. Nevertheless, present evidence indicates profits in the wholesale drug 
industry are not high. 


It is interesting to note that a number of pharmaceutical manufacturers 
carry out their own distribution, acting as direct sellers, and do not channel their 
products through wholesale houses. These manufacturers generally sell at 40 
percent off suggested retail price directly to the pharmacist who is supplied from 
the manufacturers’ depots. Most pharmaceutical manufacturers who make ex- 
tensive use of drug wholesalers allow a discount of 162 percent with perhaps an 
extra allowance of 1 or 2 percent for cash (Minutes of Proceedings and Evidence, 
page 1620). 


In any event, it would appear that of all businesses engaged in the chain, 
making up the pharmaceutical industry, the wholesaler operates in the most 
competitive area. The submission of the Province of Alberta (Page 74) puts this 
succinctly: ‘Drug manufacturers have their markets protected by patents, trade 
marks, tariffs and dumping duties, sales promotion practices; fewness of num- 
bers and large average size. Druggists have a protective market because of the 
institution of brand name prescribing and other prescription regulations which 
put the consumer at a unique disadvantage, plus the advantages associated with 
being a closed profession regulated by semi-autonomous professional associa- 
tions which may be able to limit entry. But the wholesaler has no comparably 
strong bargaining position. If unsatisfied with the performance of wholesalers, 
drug manufacturers can integrate forward and sell directly to retailers. Simi- 
larly, groups of retailers, or even larger retailers, can integrate backward, as it 
were, and buy directly from the manufacturers. Hence the wholesaler must 
provide suitable services, reasonably priced, or find himself out of business.” 
Your Committee agrees with this conclusion and makes no recommendation 
along the lines of the representation of the Canadian Wholesale Drug Association | 
that manufacturers should distribute through wholesale druggists on the ground 
that there would be a decrease in manpower and related costs (i.e. wholesale. 
houses would replace manufacturers’ depots) without diminution of services. | 
Your Committee does not agree with this latter conclusion. | 


The Committee feels as outlined above, that the wholesaler provides a 
service for the drug retailer and in doing so does not contribute to the cost of | 
drugs significantly. Your Committee considered the possibilities of the whole- 
saler purchasing his total drug needs for a certain period of time in bulk form 
and re-packaging the drugs in quantities as required by the retail pharmacist, in 
appropriately sized containers. This of course would require the services of a | 
pharmacist. Your Committee wondered whether considerable savings might be > 
made in this maner and passed on to the consumer. This re-packaging was done 
in some volume in the past but is done to a small extent now. 


Control drugs or narcotics are potentially dangerous drugs and are under 
rigid federal regulation. Manufacturers are required to have a federal licence for 
the manufacture and distribution of control and narcotic drugs. Distributors are 
required to have a federal licence which permits the distribution only of control 
and narcotic drugs and this licence forbids them to re-package and does not 
allow them to change in any way the form in which it is received from the. 
manufacturer. Approximately 160 narcotic dealers are licensed (including 
manufacturers) and approximately 300 control drug dealers (including manu-. 
facturers) are licensed. Each depot of a manufacturer is licensed separately. 


No licence for distribution is required for drugs that are not narcctics and | 
are not control drugs. Any individual or firm may distribute these drugs without | 
a federal licence. If this same individual! or firm decides to re-package them (and | 
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therefore re-label them) and distribute them, then by definition under the Food 
and Drugs Act this individual or firm becomes subject to all the regulations laid 
down under the said Act. This practice, if it were done to any extent, would 
greatly increase the work of the Food and Drug Directorate, and the savings 
would have to be considerable to justify this added work and expense. If many 
sma'l distributors were to begin business as above, the problems of policing them 
could be tremendous. With the manufacturer (who is already under Food and 
Drug Directorate inspection) doing a good portion of the distribution and some 
of the remaining distribution (dealing with control and narcotic drugs) under 
federal licence, there seems to be little justification for changing the system 
when the savings are unknown and questionable. 


Another problem in any re-packaging process is that the lot number may be 
lost and the possibilities of drug recall are gone. To re-package and retain 
records of lots etc. will add to the cost in the form of more and more documenta- 
tion. 


Most distributors do not have the trained staff or the facilities or equipment 
to re-package the many varieties of drugs on the Canadian market and to do this 
in fact might add appreciably to the cost of the wholesaler, and therefore to the 
cost of the drug. 


Your Committee is aware that some retailers group together to get large 
volume purchase discounts and may to some minor extent do re-packaging, but 
this is uncommon. It is understood that the pharmaceutical associations discour- 
age for safety reasons this re-packaging at the group retailer level. 


Taking all these factors into consideration your Committee is satisfied that 
changing the present system of drug distribution in Canada would not reduce the 
cost of drugs to the consumer. 


3. At the Retail Level 


It became clearly evident during the course of the hearings that one of the 
major factors affecting drug prices was at the retail level; and it was at this level 
that probably most difficulties would be encountered in any endeavour to in- 
troduce competition which could result in lower prices of drugs to the consumer. 
This became evident from the evidence provided by the Canadian Phar- 


- Mmaceutical Association Incorporated which is representative of the provincial 


Statutory pharmacy organizations in Canada and their over 8,000 registered 
pharmacists, excepting those of the Collége des Pharmaciens de la Province de 
Québec, which withdrew from the Association at an earlier date. Membership in 
the Association comprises pharmacists in all fields of pharmaceutical endeavour 
in Canada without exception. (Minutes of Proceedings and Evidence, page 54). 


The provincial pharmaceutical associations appear to exercise great control 
over their pharmacist members through their regulations and “standards of 


: ethics’; and in considering what might be accomplished in reducing prices at the 


drugstore level your Committee kept well in mind the division of powers 
between the federal and provincial governments. Basic to the problem is the fact, 
as previously pointed out, that the physician is the purchasing agent for the 


_ buyer, only the agent knows the product to be purchased and the buyer pays the 


price. Generally speaking, the physician is motivated primarily to order from the 


_ Pharmacist for his patient that drug most suitable for him; regardless of price; 


J 
t 
| 
} 


and the pharmacist is required to fill out exactly that prescription (except in 
Alberta, as previously mentioned). The pharmacist may suggest to the doctor a 
less expensive alternative but this is not common practice, The retail drug buyer 
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is at a complete disadvantage. In all likelihood he does not know the name of the 
drug product he is purchasing, he is hesitant to “shop around”, and he feels 
heipless in the hands of the pharmacist. 


Your Committee recommends 


That the drug consumer be made aware that in fact drug prices do vary 
from pharmacy to pharmacy and it is his right to compare prescription 
prices before purchase, and that neither the pharmacist nor the physician 
should deny this right. 


In the submission of the Canadian Pharmaceutical Association Incorporated 
(Minutes of Proceedings and Evidence, page 57) it was stated that in 1964 there 
were on the average 3,854 customers per pharmacy, each of these procuring 2.68 
prescriptions at an average price of $3.31; and that preliminary figures for 1965 
indicated a utilization rate of 3.0 prescriptions per person averaging $3.32 each. 
Further, it was stated that in 1964 an “average” pharmacy dispensed some 30 
prescriptions in each day of the year, the sales from which represented only 27.4 
percent of the gross sales of the pharmacy. 


It was also stated (Minutes of Proceedings and Evidence, page 1936) that 
the ‘average’ pharmacy, open to the public for 67 hours per week, derived 28.7 
percent of its gross income from prescriptions. These statistics, and others which 
were represented to us, clearly indicate that the average pharmacist in an 
average community could not hope to survive unless he operated his pharmacy 
also as a small goods retail outlet. Less than a third of his income is derived from 
the sale of prescription drugs. Also, statistics indicate that serious inefficiency 
exists as a result of too many drug stores serving too few people, and inefficiency 
leads to higher prices. European practices exist whereby new pharmacies cannot 
be established unless there exists proof that a sufficient number of customers 
require services not provided by existing establishments. In Canada, however, 
there are many small communities requiring a pharmacist and a drug store, and 
any methods of governmental control over their number as related to population 
would not be practicable except possibly in large urban centres. 


Another factor enters the picture, and that relates to the profession of 
pharmacy itself. The pharmacist is a highly qualified professional who requires 
four years of university training before he is eligible to practice his profession. 
The knowledge of pharmacology is absolutely essential for many persons en- 
gaged in drug research, clinical testing of drugs and employed in hospital 
laboratories, etc. To a lesser extent this is also true in the average drug store but 
there the role of the professional has changed. By and large the pharmacist now 
is only required to issue drugs as tablets, capsules, ampules, etc. in their final 
dosage forms. Often it is only a case of handing across the counter a specific 
package or bottle as prepared by the manufacturer, or to make up packages 
for the consumer from larger containers the pharmacist carries in stock. The 
pharmacist’s role is indeed changing from a compounder of medicines to a 
merchandizer of drugs and other manufactured products. There is no doubt in 
the Committee’s view that his function will change even more in this direction. 
Your Committee cannot of course make recommendations for legislation in this 
respect, but does wish to suggest that provincial governments and provincial 
pharmaceutical associations consider seriously the future role of the pharmacist 
in the economy and the non-competitive position he finds himself in vis-a-vis the 
consumer. By retaining the existing non-competitive position, inefficiency re- 
sults, drug sales are reduced, unnecessarily high prices maintained, and the 
pharmacist himself harmed. It may well be that pharmacy associations will have 
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to re-think through their professional activities, e.g. provide in the future for 
two groups of professionals: one group of thoroughly trained pharmacists and 
another group (with less training) from which the dispensing druggists would be 
chosen. 


It was also brought to the attention of the Committee that a practice exists 
where pharmacists “code” filled prescriptions so that if a customer asks for 
a repeat order at a different retail outlet the other druggist will know what the 
patient paid for the drug on his first purchase and will in all likelihood charge 
the same on the repeat order. It is the understanding of the Committee that the 
practice has been discouraged by the pharmaceutical associations on ethical 
grounds. The practice, however, does indicate the lengths some may go to 
prevent competition at the retail level. 


Ordinarily there are two ways by which the druggist charges for 
a prescription. The first is by a mark-up over the cost of drug products 
delivered by the manufacturer or the wholesaler, plus a dispensing fee. The 
second method is the charging of a professional fee which is usually fixed (for 
example, $2.00) over and above the cost to him. The second method of establish- 
ing the price to the consumer appears to be gaining favour with the provincial 
pharmaceutical associations and the druggists themselves. This second system 
will lower the cost of the more expensive drugs and will increase the cost of the 
less expensive drugs. Either method results in the same approximate income 
over a period of time. 


It is apparent that if the pharmacist adds a fixed percentage as his mark-up 
for the consumer price, then the higher the cost, the higher his profit in dollars 
and cents. This could be a factor in the pharmacist suggesting, if he has the 
option, a higher rather than lower cost drug. If this mark-up also includes 
mark-up on the federal sales tax, then this again aggravates the problem of cost. 
Your Committee therefore recommends (but realizes it has no power to imple- 
ment) 


That pharmacists use the “cost price plus professional fee” method for 
determining drug prices to the consumer. 


This recommendation is not to be construed as any proposed arrangement which 
might be an offence under the Combines Act. 


The method of filling prescriptions by cost to the druggist plus a “profes- 
sional” fee has a distinct financial advantage to the consumer particularly if 
physicians prescribe drugs for their patients by generic names. A pharmacist 
could fill such a prescription by the lowest price high quality drug consistent 
with that prescription whether it be a generic or brand name product. Phar- 
macists would make reasonable profits at savings to their customers. However, 
Prescription by generic name would, at the present, be resisted by many physi- 
Cians, all of whom are quite properly safety minded but who have more confi- 
dence in brand name products. The Committee feels this is a matter of continu- 
ing education or experience; and the Committee’s recommendation concerning a 
non-biased drug publication will in the course of time enable physicians to 
Prescribe reliable and safe drugs without recourse to advertising and marketing 
techniques undertaken by pharmaceutical manufacturers. 


The pharmacist is in many ways the servant of the doctor rather than the 
public. He most often buys his drugs direct from the manufacturer, or from a 
wholesale drug distributor. A pharmacist’s role has changed tremendously over 
the past twenty years—he now rarely compounds medicines but now buys these 
already compounded and ready for “instant use”, however his professional 
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training is stili necessary under the present system of prescribing. His paper 
work has increased with various government regulations, forms, narcotic 
prescriptions, drug schedules, etc. 


There is no question that drug prices in various pharmacies, of the same 
drug from the same company, in same dosage form, vary widely. This is of 
course true of most commodities available in Canada and is not specific for 
drugs. Some pharmacies appear able to sell a drug much cheaper than others 
and this is true whether it is a so-called generic or brand drug. It is also true 
whether they are bought in large or small amounts, although large volume 
buying does result in lower prices. 


A suggestion has also been made that, to create more competition at the 
retail level, it might be advisable for pharmacists to label all prescription drugs 
sold to customers with the generic and/or trade name as ordered by the physi- 
cian so that the contents of the prescription is indicated and the customer patient 
will know his precise medication. 


One of the problems is the risk that patients might associate a particular 
drug with a particular illness, either accurately or mistakenly. In most cases this 
would not be a concern but in certain cases this could be highly undesirable from 
both a medical and psychological viewpoint. It should be pointed out that if the 
doctor wishes the name of the drug prescribed on the label at the present time, 
he has only to indicate this to the pharmacist. 


It has also been suggested to the Committee that one factor that might affect 
drug prices might be pharmacies established by physicians and pharmacists 
acting in partnership. Your Committee is pleased to report that no evidence has 
come before it to justify this suggestion. 


A further suggestion was put forward to this Committee that the particular 
regulation under the Food and Drugs Act relating to advertising of prescription 
drugs should be rescinded in order to allow their advertisement through pub- 
licity media by name only. It was considered that by the use of such advertising 
the patients might be made aware of where to shop and purchase their prescrip- 
tion drugs, that competition between drug stores would thus be enhanced and 
prices to the consumer would accordingly drop. All pharmaceutical associations 
are extremely sensitive on this point and have even gone to Court to exercise 
their very wide powers of restraint contained in their regulations and applicable 
to their large membership. Advertising cut-rate prices by druggists is considered 
unethical by the Pharmaceutical Association as being unprofessional. Our 
Committee makes no firm decision on this point except to wonder how a 
pharmacist whose sales of prescription goods amount to only 25 to 30 percent of 
his total sales can consider himself “professional” on the one hand yet on the 
other, can advertise cut-rate prices on the majority of goods he has in stock to 
sell. There is no question that general advertising has benefited an occasional 
large retail pharmacy, but this has proceeded in considerable defiance of the 
Provincial Pharmaceutical Association. It is claimed that this can be done 
successfully anywhere in Canada, particularly in the large urban centers, and 
this type of drug supermarket would in the opinion of the Committee be one 
effective method of reducing the price of drugs. However, as stated earlier, this 
is a matter under the control of the provincial governments under whom the 
Provincial Pharmaceutical Associations are permitted to operate. 


“Mail order pharmacies” are being established successfully in Canada and 
apparently are helpful in reducing the price of drugs especially in local areas for 
beyond the reach of retail pharmacies. They cannot supply the full drug needs of 
any community. 
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It is possible that advertisement of drugs could bring active competition into 
the cost of drugs at the retail (drug store) level, but advertising does have 
disadvantages. It could produce in the consumer’s mind the conviction that he 
should or should not use a particular drug for his particular illness or condition, 
based on price considerations alone. He might therefore suggest to his doctor that 
he should use a certain drug, and the doctor would be placed in the unenviable 
position of justifying his particular prescription. The patient would not usually 
have the background to discuss this matter on therapeutic grounds, which would 
be the main consideration of the doctor, rather than cost itself. 


In keeping with the many factors dealt with in this section, your Committee 
recommends: 


That the Canadian Pharmaceutical Association and all Provincial Phar- 
maceutical Associations, Faculties of Pharmacy and the Provincial gov- 
ernments should meet to discuss the practice of pharmacy in Canada, 
bearing in mind the following matters: 


1. Ethics of the profession particularly concerning advertising and mer- 
chandizing, and the role of discount and mail order houses; 


2. Qualifications and training necessary for dispensing pharmacists; 


3. Promotion of competition within the profession, in the public inter- 
est; 


4. Distribution of pharmacies, both in heavily populated.urban areas 
and less developed rural areas; 


5. Ownership of pharmacies by non-pharmacists. 


Your Committee expresses the hope that provincial governments and pro- 
vincial pharmaceutical associations will take whatever steps are necessary, in the 
light of changing circumstances to ensure that sufficient competition can be 
engendered in the retail drug business to lower prescription drug prices. 


4. Drug Patents and Compulsory Licensing 


When reference is made to drugs or pharmaceuticals in this section of the 
Report, it means only those products whose active ingredients are patented or 
the processes by which they are produced are patented. 


In the consideration of this subject, it is important to appreciate the back- 
ground of patents, especially pharmaceutical patents, as they affect the Canadian 
economy. Not only are the patent laws in each country at variance but patent 
Ownership in each country may be either in domestic hands, or under foreign 
control or both. In the United States, for example, by far the greatest number of 


pharmaceutical patents are held by Americans whereas in Canada virtually no 


such patents are issued to Canadian inventors. The vast majority are issued to 
foreigners; the large Canadian pharmaceutical manufacturers operate, in the 
main, under patents assigned or licensed to them from their parent corporations, 


| Although no breakdown is given with respect to pharmaceutical patents issued 
in Canada, the latest report of the Commissioner of Patents indicates that from 


the period Ist of April 1965 to the 31 March 1966, 92.33 percent of all Canadian 
patents issued in 1965 went to foreigners. The pharmaceutical patent situation 


' would show even a more adverse trend, the reason being that the industry 
' apparently is not geared to research in comparison to other more populated 


countries and more research oriented economies. 
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Were drug patents issued in Canada to be absolute and unconditional for the 
normal seventeen year term, as is the case in the United States, monopoly 
domination of the Canadian drug market would rest almost entirely in the hands 
of foreign corporations through their subsidiaries. But monopoly domination in 
the drug industry, through legislation, has not been permitted in Canada since 
1923 nor in the United Kingdom for some years prior to that date. The Canadian 
legislation is based upon the United Kingdom legislation. The erosion of absolute 
monopoly was introduced into patent legislation under a licensing system, 
known as compulsory licensing, which permitted a third party under certain 
conditions to manufacture a drug product by the patentee’s process upon pay- 
ment to the patentee of a royalty. Regardless of the real reason for the introduc- 
tion of the compulsory licensing system into the United Kingsom, and which was 
later adapted to Canadian law, the fact is that this sytem has prevented absolute 
monopoly control in the drug industry for over forty years. 


The Committee found that up to 1949 no application for compulsory licences 
had been made in Canada (Minutes of Proceedings and Evidence, Page 1425). 
The reason for this appears to be that up to that date there were no drug 
“winners”, i.e. drugs which were “breakthroughs” in the industry and which 
forecast volume sales with record profits. Normally, of course, no manufacturer 
is going to the expense of obtaining a compulsory licence until he is certain ofa 
lucrative market; and the various compulsory licences granted since 1949 clearly 
indicate this. Since 1949 the Commissioner of Patents has had to dea! with 
thirty-four applications for licences upon medicinal products. Fourteen were 
granted, thirteen were abandoned or withdrawn, one was refused and six are 
pending. As of September 1966, which was the date these statistics were made 
available to the Committee, negotiations by the parties concerned towards settle- 
ment of the pending applications were taking place in respect of four cases. All 
the drugs which formed the subject matter of compulsory licensing applications 
were no longer under new drug status and had a large well established market. 
In summary, there seems no doubt that the present compulsory licensing provi- 
sions of the Patent Act, insofar as the more expensive and newer drugs are 
concerned, have assisted greatly in the lowering of prices of the particular drugs 
involved; and this is borne out by statistics which have been presented in 
evidence before this Committee. 


There is no doubt whatscever that the manufacturer who introduces a new 
drug should be allowed certain time to promote the drug and establish his 
position in the market following appropriate clinical testing and satisfying the 
requirements of the Food and Drug Directorate, so that for a period of time at 
least he retains his monopoly position. There is no doubt also that the introducer 
of the drug has need of recouping research expenses not incurred by his licensee 
competitor. What length of time a patentee should be allowed to retain his 
monopoly is arbitrary. The Committee had considered a length of time dating 
from the time of application for the patent of the particular drug involved, or a 
term of years following the date the patent issues. In either case, difficulties can 
be anticipated from artifical delays that may be introduced by the patentee 
during the course of prosecution of the application which could lengthen enor- 
mously the period between date of application and the date the patent issues. 
The monetary rewards to a patentee as a result of delaying a compulsory licence 
application can be substantial. 


After full consideration, your Committee is of the opinion that under the 
present system, the patentee has ample time to establish and consolidate his 
position in the market (and thereby recoup his research costs) by virtue of the 
fact that it takes some 4 to 5 years for the drug to lose its “new drug” status as 
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determined by the Food and Drug Directorate. As explained earlier it is most 
unlikely that a compulsory licence will be sought prior to the date that the drug 
loses its status as a “new drug’’. (See Ch. III, Item 6). 


Serious representations made to the Committee by the PMAC, certain large 
drug manufacturing corporations and the Patent and Trademark Institute of 
Canada suggested that the compulsory licensing system in Canada insofar as 
foods and medicines were concerned should be abolished.” They feel that these 
products should be treated in the same way as all other products are treated 
under the general provisions of the Patent Act. It would be natural in the 
interests of the companies that this step be urged. It is also natural for the Patent 
and Trademark Institute to take the same position, for such an association 
concerns itself with maintenance of the patent system for the encouragement of 
research. They refer disparagingly to the “copiers who ride on the coattails of 
others” which, although true is a sense, does not take into consideration the 
Paramount importance of the public interest that has long permitted encroach- 
ments on monopoly positions where foods and medecines are concerned. 


Your Committee believes that in no circumstances should the general policy 
of permitting compulsory licensing applications for patents relating to foods and 
medicines be eliminated. Indeed, your Committee has four recommendations 
regarding compulsory licensing 


. (1) Applicant for compulsory licence to have Food and Drug Directorate 
approval; 


(2) Extension of compulsory licensing to imports; 


(3) Payment of Food and Drug Directorate Inspection services outside 
Canada; and 


(4) Licences of right in cases of undue delay; 
all of which will now be elaborated upon. 


The controversial section relating to compulsory licensing of foods and 
medicines is subsection (3) of Section 41 of the Patent Act, R.S.C. 1952, c. 203 as 
amended, which reads as follows: 


41. (3) In the case of any patent for an invention intended for or 
capable of being used for the preparation or production of food or medi- 
cine, the Commissioner shall, unless he sees good reason to the contrary, 
grant to any person applying for the same, a licence limited to the use of 
the invention for the purposes of the preparation or production of food or 
medicine but not otherwise; and, in settling the terms of such licence and 
fixing the amount of royalty or other consideration payable the Com- 
missioner shall have regard to the desirability of making the food or 
medicine available to the public at the lowest possible price consistent 
with giving to the inventor due reward for the research leading to the 
invention.” 


A number of Court decisions have taken place with respect to the interpre- 
tation of various clauses and possible ambiguities in this section. Under the terms 
of the Section, the Commissioner has the sole discretion to grant the licence. 
Further, he may grant the licence forthwith and, at a later time, determine the 
amount of royalty. Again, further, the Commissioner need only have regard to 


© This is not entirely true in the case of the Patent and Trademark Institute of Canada. 
Although recommendations were made to abolish S.41 in its entirety, it was felt that S.41(3) 
be replaced by a provision defining objectively the obligations of the public to the holder of 
a drug patent, and the basis upon which such drug patent holder is to be remunerated for 
the use of his invention upon grant of a compulsory licence. 
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the desirability of making the medicine available to the public at the lowest pos- 
sible price; and in this determination it is of interest to note that the royalties 
fixed must be consistent with giving to the inventor, not the patentee, due reward 
for the research that leads to the invention.” Naturally the decisions have been 
somewhat disturbing to the patentees and their assignees. Realizing, perhaps, 
that the compulsory licensing feature of the Canadian patent law might not be 
changed after some forty-four years, the PMAC considered that certain allevia- 
tion might be given “innovators”, at least to the extent of recouping their 
research costs, by making provision to allow higher royalties to patentees who 
came under compulsion to grant licences. It was claimed that present royalty as 
determined by the Commissioner of Patents and paid under the Section amount- 
ed to a “pittance”’. 


As stated, your Committee considers that any changes suggested along these 
lines would be inadvisable in view of the lengthy period of time the section has 
been in existence; and further, because the section has been of undoubted benefit 
to the drug consumer in a number of important cases. Although the drug 
licensors would have benefited more had larger royalties been allowed, never- 
theless there is no indication that the companies concerned have suffered to any 
appreciable or unfair extent. 


The first recommendation in the proposed amendments to subsection (3) of 
Section 41 of the Patent Act deals with safety. During the hearings, much 
concern was expressed with respect to the safety of new drugs introduced in the 
market by manufacturers working under compulsory licences. The PMAC at- 
tempted through correspondence with the Food and Drug Directorate to have an 
old drug under compulsory licence reinstated as a “new drug’, in order to 
compel the licensee to repeat the many requirements called for by the Food and 
Drug Directorate after the drug had first passed its pre-clinical tests. The Justice 
Department ruled that the Regulations under the Food and Drugs Act could not 
be interpreted to permit such a change in the definition of ‘new drug” (See 
Chapter III, Section 7). 


The Hilliard Committee in its report to Parliament tabled on the 12th day of 
May, 1966, considered that the Food and Drug Directorate should collaborate 
closely with the Commissioner of Patents in all applications for compulsory 
licences. However, because of the Commissioner’s sole statutory prerogative with 
respect to the issuing of such licences, the Hilliard Report was not implemented 
in this respect. Instead, and to cooperate with the intent of the Report, the 
Commissioner of Patents requested the voluntary cooperation of the Food and 
Drug Directorate in all future compulsory licence applications. This was readily 
granted; and, at the moment, the Food and Drug Directorate advises the Com- 
missioner whether or not, from the viewpoint of the Food and Drug Directorate, 
a licence should be granted from the standpoint of safety. This arrangement has 
been working well. 


The question remains whether or not subsection (3) of Section 41 should be 
amended to make statutory that what is now being done informally. There seems 
to be only one argument why this formality should not be carried out, and this is 
the question of whether or not further delays would be encountered in the 
granting of compulsory licences by the addition of a second official body in the 
handling of such licences. The Committee has been informed that the time 
necessary to process an application by the Commissioner varies considerably 
with different cases. According to the established practice of the Patent Office, it 
would take six months provided there were no delays. However, many delays 
are encountered and of the fourteen compulsory licence applications mentioned 


® Refer to Committee recommendation concerning royalties, Chapter VI Item 1 (d). 
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earlier, the shortest period of time for the licence to issue was 54 months, with 
the longest taking 23 years. The Ilsley Commission was also concerned by the 
possibility of delays: “In view of the possibility of large profits on some patented 
foods and medicines, particularly drugs, the field is such that a substantial delay 
may be of great financial advantage to the patentee” (Report on Patents of 
Invention, page 96). The Ilsley Commission went on to recommend stringent 
rules for the minimizing of delays in compulsory licence applications. On bal- 
ance, however, your Committee considers that the safety factor is of such 
importance that the Food and Drug Directorate should participate in the disposi- 
tion of applications relating to compulsory licences, basing its views also on the 
fact that no delays of any consequence can be expected to originate with the 
Food and Drug Directorate, particularly when such applications are few and far 
between. 


During the hearings, it was suggested that a triumvirate consisting of the 
Commissioner, a representative of the Food and Drug Directorate and an econo- 
mist comprise a tribunal to decide on the terms of a compulsory licence—the 
economist to decide upon the appropriate royalty to be awarded the patentee. 
Your Committee has concluded, however, that this would present an additional 
complication not in the public interest. The fact that decisions respecting royalty 
payments are arbitrary in any event detracts from such a proposal. 


_ Your Committee therefore recommends 


That Subsection (3) of Section 41 of the Patent Act be amended to 
indicate clearly that the granting of a licence by the Commissioner of 
Patents is subject to a report by the Food and Drug Directorate of 
the Department of National Health and Welfare to the effect that the 
applicant for the compulsory licence has satisfied the Directorate that he 
has met the regulations under the Food and Drugs Act. 


The Second amendment to Subsection (3) of Section 41 which your Com- 
mittee is prepared to recommend deals with the proposal put forward by the 
Hall Commission which was heavily endorsed in the submission of the Province 
of Alberta. This is the awarding of compulsory licences to import, but again only 
with the approval of the Food and Drug Directorate. As seen earlier, approxi- 
mately 80 percent of all the active ingredients in drug manufacture are now 
being imported in bulk form. In addition, nonpatentable drug items are being 
imported in bulk, semi-finished dosage forms, the imports being subject to 
inspection by officials of the Food and Drug Directorate. However, drugs manu- 
factured in Canada under patents are not now imported as the importers of these 
almost certainly would immediately become subject to patent infringement 
actions; and hence Canadians are automatically prevented from being able to 
buy such foreign drugs, regardless of their quality, at any price. There is no 
doubt that some drugs being manufactured in foreign countries are safe and 
inexpensive. 


To date, there has been a natural reluctance to amend the law to allow the 
grant of import licences respecting patented drugs in the belief that Canada 
would gain more by having drugs produced domestically than by being able to 
import drugs more cheaply, even if of the highest quality. No one questions the 
fact that if compulsory licenses to import are granted, the large drug manufac- 
turers would find themselves in open competition with Canadian importers 
purchasing like drugs, perhaps with identical trade names (see next item 5), 
from foreign sources. The proposed injection of this open type of competition 
into the drug industry naturally causes certain perturbation which was feelingly 
expressed from time to time by the witnesses representing the larger segments 
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of the drug industry to whom such suggestions were put. However, the Com- 
mittee does not consider that if this recommendation were to be adopted into 
legislation, the result would be dire or catastrophic as feared. 


The section in the United Kingdom legislation of 1949 corresponding to our 
Section 41(3) (but not identical thereto) authorizes compulsory licences for 
imports, and this fact does not seem to have militated against the British drug 
companies to any great extent. In the representations of Hoffmann-La Roche 
Limited (Minutes of Proceedings and Evidence, pages 802, 809) two unreported 
decisions under the corresponding United Kingdom Patents Act, 1949, were 
brought to the Committee’s attention which dealt with applications for compul- 
sory licences to import. Both cases held that under the specific United Kingdom 
section such licences could be granted and exercised solely through importation, 
although the Comptroller under that Act felt that he ought not, in the circum- 
stances of the particular cases involved, to exercise the power which he had 
under the particular section unless he was satisfied that the balance of public 
interest demanded it. In other words, power to grant compulsory licenses to 
import was available, but considered by the licencing authority in the circum- 
stances not to be used carelessly or automatically. Your Committee appreciates 
and recognizes this view, i.e., that the Commissioner, although in ordinary cases 
of compulsory license applications, shall grant the licenses “unless he sees good 
reason to the contrary”; in the case of compulsory licences to import he should 
only grant the licence in his discretion if it is in the public interest so to do. The 
“public interest”? would be, the Committee feels, that need of bringing lower 
drug prices to the consumer weighed against the effect of such import licence on 
the Canadian producer(s) of that drug in question. 


The differentiation between the two types of compulsory licensing should be 
carefully observed. ‘“‘Unless he sees good reason to the contrary” involves only 
simple discretion on the part of the Commissioner wherein the “public interest” 
may or may not be included. In the determination of the question involving a 
compulsory licence to import, however, the “public interest” is the sole consider- 
ation. 


Your Committee feels that safety must be paramount. The compulsory 
license to import must not be granted except where the Food and Drug Direc- 
torate has inspected to its satisfaction the manufacturing facilities in the country 
of origin, and in accordance with the same regulations that pertain to Canadian 
drug manufacturers. 


Your Committee recommends 


That Subsection (3) of section 41 of the Patent Act be amended to include 
applications for compulsory licenses to import drug products in all forms, 
subject to inspection of manufacturing facilities by the Food and Drug 
Directorate and provided such importation is in the public interest as may 
be determined by the Commissioner; and to this end, your Committee 
recommends that the Rules under the Patent Act be amended to permit 
the Commissioner to seek and receive outside independent expert advice 
in the determination of this question. 


The Committee feels that the cost of such inspection services outside of 
Canada should be borne by the importer and therefore recommends 


That the importer of drugs under compulsory licence pay the cost of Food 
and Drug Directorate services outside of Canada. 
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It should be stated immediately that in the determination of “public inter- 
est” or, indeed, in any determination relating to Section 41(3) of the Patent Act, 
the Committee is most conscious of the serious responsibility placed upon the 
Commissioner of Patents. The Isley Commission also recognized this problem 
and considered that such determinations be taken by a higher authority. The 
recommendations of the Ilsley Commission have not as yet been studied for 
implementation or otherwise; but when this is done, your Committee empha- 
sizes its concern in like manner to that expressed by the Ilsley Commission. 


Another recommendation of your Committee is that Subsection (3) of 
Section 41 be amended so that if the granting of a compulsory licence takes 
longer than 12 months, the Commissioner may be empowered to issue the licence 
subject to revocation if any appeal against such a compulsory licence is upheld, 
providing however that such licensee provide sufficient evidence to satisfy stand- 
ards of the Food and Drug Directorate. 


The question of duration of term of patent protection for drugs and medicines 
also was raised before the Committee. The suggested term ranged from no term 
at all, i.e. complete abolition of patent protection on drugs and medicines, as 
proposed by the Restrictive Trade Practices Commission in its Report, to leaving 
the term precisely as it now is and no shorter than the 17-year protection afforded 
any other types of inventions. Should any term between zero and seventeen 
years be taken as the appropriate length of time for patent protection on 
pharmaceutical substances and processes, such a figure would naturally be 
purely arbitrary as is the present term which is only historical. The Committee, 
however, was impressed with the argument that there is a high degree of 
obsolescence in the drug industry, and that many medicinal substances rapidly 
outlive their usefulness and are replaced by more active drugs with increased 
therapeutic value within a few years after the patents issue. Also, in those 
instances where a “wonder drug” continues to remain so and stays in demand 
throughout the entire length of the patent term, this situation is or can be cured, 
insofar as high prices to the consumer are concerned, by the compulsory licens- 
ing system. Therefore, your Committee has no recommendation to make with. 
respect to limiting the present term of patent protection on pharmaceutical 
products. 


The Patent and Trademark Institute of Canada recommended the abolition 
of Subsection (2) Section 41 of the Patent Act. The subsection reads as follows: 


“41(2) In an action for infringement of a patent where the invention 
relates to the production of a new substance, any substance of the same 
chemical composition and constitution shall, in the absence of proof to the 
contrary, be deemed to have been produced by the patented process.” 


The Committee considered also the recommendation contained in the sub- 
mission of the province of Alberta that the patent law should be amended to put 
the burden of proof in infringement suits on the plaintiff. As can be seen from 
the present subsection, the burden of proof lies on the defendant to show that he 
has not produced the substance of the same composition and constitution by the 
patented process. In the opinion of the Committee there would be no advantage 
to changing the burden of proof inherent in Section 41(2) particularly consider- 
ing this Committee’s recommendations regarding compulsory licences and the 
difficulties that may be encountered in patent infringement suits. The Com- 
mittee therefore does not recommend any change to this section. 


Before leaving the conclusions it has reached regarding Section 41 of the 
Patent Act, the Committee would like to comment on subsection (1) of that 
Section. 
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Subsection 41(1) reads as follows: 


“In the case of inventions relating to substances prepared or pro- 
duced by chemical processes and intended for food or medicine, the speci- 
fication shall not include claims for the substance itself, except when pre- 
pared or produced by the methods or processes of manufacture particu- 
larly described and claimed or by their obvious chemical equivalents.” 


Both the Ilsley Commission and the Patent and Trademark Institute of 
Canada (the latter in evidence before the Committee) recommended the repeal 
of this section, noting in each instance that the corresponding provision in the 
United Kingdom patent law was repealed in 1949. The effect of repealing this 
section would be to allow patents on the drug itself as well as the process by 
which the drug is made. This would strengthen the patent system. The present 
section tends to encourage discovery of new processes which are patentable, for 
drugs already marketed. The effect of repealing this section would, in the Com- 
mittee’s opinion, be negligible, while leaving it alone may encourage research 
into new processes; therefore your Committee makes no recommendation in 
this regard. 


In its report the Hall Commission recommended that Section 19 of the 
Patent Act be expanded to include governments of the Provinces. Section 19 
reads as follows: 


“19. The Government of Canada may, at any time, use any patented 
invention, paying to the patentee such sum as the Commissioner reports to 
be a reasonable compensation for the use thereof, and any decision of the 
Commissioner under this section is subject to appeal to the Exchequer 
Court.” 


Although your Committee has been advised that this section has not been 
used insofar as drug patents or drug processes are concerned,—probably because 
government agencies, whether Federal or Provincial, meet their drug require- 
ments through tendering—nevertheless there does exist the possibility that use 
may sometime be required of such a section in the interests of the consumer. 
Your Committee feels however that this should remain a federal responsibility, 
and not be extended to the provinces. Patents and drugs are under federal 
control and the Committee feels that no change should be made that would 
give this authority to the provinces. 


Certain evidence also suggested that Section 67 of the Patent Act (which 
sets out the circumstances under which exclusive rights under a patent shall be 
deemed to be abused, such as non-working, or production being prevented by 
the importation from abroad of the patented products by the patentee, or if the 
demand for the patented article was not being met on reasonable terms and to an 
adequate extent, etc.,) was in itself sufficient to correct those circumstances 
wherein the patentee was not properly using his monopoly privilege; and, if 
that were not enough, then Section 30 of the Combines Investigation Act R.S.C. 
1952 Ch. 314, might well be used to remedy situations where prices were being 
fixed and patent rights were being misused. However, your Committee considers 
that, although these Sections of these Acts may be helpful overall in dissuading 
a patentee from acting in a manner harmful to consumers, nevertheless they 
appear to lack teeth sufficiently sharp to correct easily and readily all monopoly 
abuses. 
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5. Trade Marks 


Earlier your Committee considered that regulations could not now be im- 
posed that would prevent the use of brand names in the marketing and sale of 
drugs, as this could be out of character with present day commercial practice. 
Nevertheless, trade marks have an inhibiting influence on free and open compe- 
tition in the pharmaceutical industry; and for this reason the Hall Commission 
recommended that the Trade Marks Act be amended to allow the importation of 
trade-marked drugs which have been produced by a company related to he 
Company owning or possessing the same Canadian trade mark, recognizing that 
trademark law can influence the level of drug prices directly and indirectly. 
Under present law the Canadian subsidiary of a foreign parent company can 
prevent the importation of drugs into Canada if these bear trademarks identical 
to those owned and used by it. This, of course, eliminates entirely any possibility 
of lesally importing brand name drugs which may be selling at lower prices 
outside Canada and which, in fact, may in many instances be identical to those 
drugs manufactured by the subsidiary from bulk active ingredients imported 
from the parent corporation. 


Prior to 1953 a trademark could not be assigned or transferred to another 
corporation, even a subsidiary corporation, without at the same time transferring 
the goodwill of the business. Under the Trade Marks Act, 1953, this situation was 
reversed and subsidiaries (or licencees) were permitted to become legally enti- 
tled to use the trademarks of their parent corporations under a “registered user’ 
system. The subsidiary, for example, provided it operated strictly under a 
registered agreement with its parent corporation, obtained equal’ rights to the 
trademarks of the parent. This also included the right to bring infringement 
actions against third parties who might attempt to use the trademarks in 
association with similar wares that were imported from companies related to the 
Canadian subsidiary. The Patent and Trademark Institute of Canada considered 
that if the Canadian company does not own the Canadian registration but merely 
uses the mark as a “registered user” thereof, the trademark being actually 
Owned by the foreign related company, such sale of the trademark wares 
imported from the foreign related company would not constitute an infringe- 
ment of the registration (Minutes of Proceedings and Evidence, page 1369). In 
the Institute submission it was further stated (at page 1368) that a trademark is 
a badge, for the wares on which it appears, of their origin, their character or 
quality and the conditions of their manufacture. A “registered user’? guarantees 
under the trademark law character or quality and the conditions of the manufac- 
ture of the product through the registered agreement between the trademark 
Owner and the user; but it is not precisely true to say that these trademarks 
necessarily function as a badge of origin—not only with regard to the plant of 
manufacture but with regard to the country of manufacture. The “badge of 
origin” feature of trademarks can, therefore, be misleading in that it is true to 
Say that a particular pharmaceutical product can be manufactured in several 
countries of the world under the same terms of quality and manufacture and yet 
bear the same trademark. 


Be that as it may the Patent and Trademark Institute doubted the need for 
any new or special provisions in the Trade Marks Act in respect of drugs in view 
of the special remedies provided in Section 30 of the Combines Investigation Act 
where the Exchequer Court of Canada could decide, for example, that the 
registration of a trademark be expunged in any case where the privileges 
conferred by a trademark are misused as to unduly prevent or lessen competi- 
tion in the manufacture of any particular article or commodity. Your Committee, 
however, agrees with the submission of the Province of Alberta that the expense, 
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delay and general cumbersomeness and uncertainties of such proceedings make 
this remedy in every sense of the phrase a last resort. (Minutes of Proceedings 
and Evidence, page 2578). 


The Institute (again at page 1369) puts its finger directly on the problem by 
stating that, “if the public interest in the expected lowering of the price of some 
trademark drugs by forcing Canadian companies to compete in the Canadian 
market with their foreign related companies under identical trademarks is 
considered to be paramount and greater even than the public interest in the 
integrity of trademarks, then it will require a very carefully drafted provision 
affecting the whole scheme of the Trade Marks Act and not merely Section 20 as 
suggested in the Hall Report”. Your Committee, in attempting to determine 
whether or not Canadian trademark law should be ‘“‘watered down” in respect of 
trademarks as applied to drugs, is conscious of the fact that the Institute agrees 
that it is not qualified to deal with the economics of the patent system or 
trademark system as it affects competition in the drug market; the Institute, by 
its very nature, is primarily directed to the maintenance and, if possible, the 
enhancement of these laws insofar as they encourage research, stimulate inven- 
tion, prevent secrecy and bring due reward to inventors for their contribution to 
the art. The ascertainment of the “balance of the public interest” is not neces- 
sarily the purpose of this professional association. 


Your Committee has carefully considered both sides of this dilemma and 
recommends that it is in the public interest to adopt the recommendation of the 
Hall Commission, namely, 


That Section 20 of the Trade Marks Act be amended to make clear that no 
infringement can be claimed where imported drugs are manufactured by 
a “related” company. 


If this recommendation is found acceptable, your Committee directs the 


attention of the drafting authorities, however, to the cautions expressed by the © 


Patent and Trademark Institute. 


It was suggested that if this recommendation found acceptance it would be | 
of little avail in reducing drug costs because if any Canadian company was being | 


injured by importation of identically trademarked wares from related compa- 
nies abroad, it would change the trademark concerned. This is perhaps true but 
the Canadian company, if it followed such a course, would lose the goodwill 
associated with the probably widely known advertised brand name; and to 


change the trade name to another might well be short-sighted from a marketing | 


view-point. 


Your Committee considers that if such a recommendation were adopted © 
little, if any, harm would actually be incurred by the more well established and | 
well known owners or “registered users” of the trademarks concerned. Certainly, | 


importation of identically trademarked drugs from abroad at lower prices would 
introduce open competition in the Canadian market with resulting benefit to the 
Canadian consumer. 


6. The necessity for Price Competition 


From the factors set out in this chapter that affect drug costs and prices, it | 
becomes immediately obvious that the introduction of increased and open com- | 
petition at all levels of the drug industry is the obvious essential element int y 


reducing the costs of drugs to the consumer. A variety of recommendations are 


therefore required, and these have been set out following discussion of each | 


phase or aspect studied. It is price competition, not product competition, that will 
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lower prices. Product competition breeds increased expenditures at the manufac- 
turer’s level. Price competition at all levels promotes lower costs through 
increased efficiency and cuts through extravagant promotional activity. 


Very recently Drug News Weekly, in its edition of 20th February, 1967, at 
page 13, made specific reference to the effect of competitive factors as being 
“partially the cause of price cuts” on Parke Davis & Company’s Chloromycetin 
(chloramphenicol). As a result of the expiration of Parke, Davis’ basic patent on 
this drug some two months earlier, “other manufacturers began bringing out low 
price chloramphenicol capsules—generically and under brand names.” The news 
report went on to say that “Parke Davis’ price cut had been widely expected by 
trade observers as a result of the chloramphenicol competition that started 
developing in January. Right after the company’s basic patent expired, other 
manufacturers requested approval from the United States Food and Drug Ad- 
ministration to market their own. Their product did not begin appearing on the 
market until early January. Most of the chloromycetin competitors are gener- 
PES at” 


It is interesting to note that this competition developed in the United States 
after the principal patent expired. There is no compulsory licensing system in the 
United States as in Canada. Had there existed such a system doubtless a price 
reduction would have occurred long before. 


‘CHAPTER VII—OTHER PROPOSALS MADE AND CONSIDERED 
1. A National Drug Formulary 


An important recommendation of the Hall Commission was “that the Food 
and Drug Directorate, with the assistance of the Advisory Committee, (i.e. that 
Committee responsible for advising the Department of National Health and 
Welfare), prepare and issue a National Drug Formulary which would be main- 
tained on a current basis. This Formulary would include only those drugs which 
meet the specification of the Directorate, and would be identified as such, and 
therefore eligible for inclusion in the Prescription Drug Benefit within the 
proposed Health Services Programme, one of the objects being to minimize the 
cost of prescribed drugs. There should be established an appeals procedure for 
dealing with rejected applications, and an information service which would issue 
periodic bulletins providing the latest information on drugs and drug therapy to 
physicians, pharmacists, and hospitals.” 


Your Committee did consider a National Formulary. It was suggested that 
drugs would be placed on it which met the requirements of the Food and Drug 
Directorate. These would be purchased by the retail druggist (individually or 
collectively) on the tendering system. Physicians could prescribe by generic 
name and the druggist would dispense the drug that he had in stock. (He might 
stock only one brand of each generic drug). This would eliminate large drugstore 
stocks of various brands of the same generic drug, saving on inventory and 
space. It has been suggested this would eliminate the need for promotional 
advertising to the doctor. This could however merely shift this promotional 
activity from the doctor to the pharmacist. Your Committee feels that this 
represents a major change in medical and pharmaceutical practice which at this 
point would be unacceptable to these professions, and actual implementation 
would be very difficult. It should be pointed out that a great many hospitals now 
use a drug formulary which their staff apparently find satisfactory. As the 
experience grows with this hospital formulary, it may be possible that the use of 
the drug formulary will gradually extend outside the hospital. 
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Your Committee has already recommended a Food and Drug Directcrate 
bulletin on drugs, which would be current and non-biased. It would contain (as 
discussed earlier) much of the information that a National Drug Formulary 
would supply to the medical and pharmaceutical professions. 


2. Appeals from the Decisions of the Food and Drug Directorate 


Representation was made to the Committee that some decisions of the Food 
and Drug Directorate are final and binding and that no appeal is possible. In 
many instances, the decision is actually made in a court of law when a manufac- 
turer is charged by the Directorate with an offence under the Act. This decision 
is appealable of course to a higher court. 


At the present time, under the Food and Drug regulation (C.08.009) an 
appeal procedure is laid down concerning decisions affecting the notice of com- 
pliance (date of placing drug on sale). If a manufacturer does not agree with the 
decision of the Directorate in this matter, a “new drug” committee is set up. One 
member is nominated by the manufacturer, one is nominated by the Minister of 
National Health and Welfare (he cannot be an employee of the Directorate), and 


the third member, who is Chairman, is chosen by the other two members. If the | 


other two members cannot agree on a choice for chairman, then the Minister of 
National Health and Welfare may appoint him. 


It is understood that the only other area of complaint concerning appeals 
involves the decision of the Directorate as to whether a drug should retain or 


lose its “new drug” status. The Committee feels that an appeal in this matter | 


would be reasonable and therefore reeommends 


That the Food and Drug Regulation C.08.009 be amended to extend 
appeals to the decision as to “new drug” status. 


3. Insurance Plans for Drug Prescriptions 


The Committee heard interesting testimony from Prescription Services 
Incorporated, authors of the “Green Shield Plan”, a voluntary prepaid plan 
where Prescription Services Inc. acts as fiscal agent for group subscribers from 
the public and for pharmacy members of the Corporation. The Plan provides 
group insurance to cover drug costs incurred by their subscribers. Premiums 
under the plan appear normal and moderate; and there is no doubt that mem- 
bership in the plan can relieve anxiety on the part of those to whom the price of 
drugs, if required, would undoubtedly be excessive. Much was made of the fact 


that the problem of high drug prices was no problem at all if Canadians were | 


insured against possible drug costs under this or similar plans. Prescription 
Services Incorporated was not itself apparently concerned with methods that 
might bring down the price of drugs to the consumer. Higher drug prices would 


only affect premiums, and increases in premiums would probably be minimal or, | 


at least, bearable. 


This attitude, of course, begs the whole question. Insurance plans can be 
devised to protect any person from any eventuality. Your Committee, although 


acknowledging the merit of pre-paid drug plans, and their great benefit to . 


subscribers considers it irrelevant to this inquiry. The presence of such plans 


should not affect recommendations primarily directed towards lowering drug | 


costs for the unprotected consumer. 


4. Abolition of “Suggested List” Prices by Manufacturers 


Since the Canadian law was changed to make retail price maintenance an > 
offence under the Criminal Code, it has been the common practice of manufac- — 


48 


April 3, 1967 DRUG COSTS AND PRICES 2647 


turers, including pharmaceutical manufacturers, to “suggest”? list prices to retail- 
ers for retail sale by marking the suggested list price on the containers of their 
products or in their sales listings. In most instances, therefore, the suggested list 
price becomes in fact the “fixed” price charged to which is added the dispensing 
fee with the corresponding result that competition on this basis in the open 
market in fact ceases to exist. This practice, it should be noted, is changing in 
those cases where the pharmacist charges a professional fee over and above 
actual cost to him. 


With this growing interest shown in the professional fee, it would seem 
advisable, as an additional link in the chain of promoting increased open compe- 
tition at all levels within the industry, to conclude that “suggested list” prices be 
abolished. It could be expected that a careful shopper for prescription drugs will 
soon learn the amount of the professional fee charged by the pharmacist in his 
Province; and with that information will ascertain the cost of prescription drugs 
as delivered to the drug store of his choice. The pharmacist, in his turn, will have 
opened up to him the possibility of studying the retailing pricing of colleagues in 
the same area. 


Although it cannot be said without actual experience whether such a recom- 
mendation may be helpful in lowering drug prices to the consumer, nevertheless 
your Committee makes this recommendation, namely, 


That the pharmaceutical industry abolish suggested list prices. 


5. Drug Price Restraint Programme 


The Hall Commission recommended “that the Government of Canada, as- 
sisted by the Drug Advisory Committee, sponsor jointly with the drug industry 
and has been operating for over eight years. Under the U.K. programme, 
of a voluntary drug price restraint programme for Canada, for implementation 
on a trial basis.” 


Such a voluntary price regulation scheme now exists in the United Kingdom 
and such provincial governments as wish to participate, a study of the feasibility 
representatives of government and industry settle by common agreement the 
prices charged for drugs in the National Health Service. Apparently only one- 
third of the pharmaceutical output is sold to the state, but the state pays for 
three-quarters of the pharmaceuticals that the industry sells in the home mar- 
ket. With the state politically concerned with accusations that drugs of possible 
benefit to patients might be held off the market, and with the industry concerned 
with representations that it was making large profits out of health-sustaining 
and curative products, a state of compromise or give-and-take is presumably 
reached to permit such a voluntary scheme to work with comparative success. 


Your Committee considers, however, that a corresponding programme of 
voluntary drug price restraint would be neither necessary nor of help in Canada. 
Firstly, the tendering system in operation between government agencies, hos- 
pitals and the industry minimizes excessive profits in public purchases; and 
_ secondly, the British industry can perhaps be more flexible with self-imposed 
domestic monetary discipline because of its large export drug market—a factor 

not of consequence in the Canadian industry. 


_ 6. A Drug Institute for Canada 


An interesting submission put forward by Empire Laboratories Limited 
received the attention of your Committee. This proposal suggested the establish- 
ment of a Drug Institute in Canada to be administered by a Council drawn from 
_ the professions of medicine, pharmacy, pharmacology and chemistry. It was 
, Considered that the significance of drugs in the practice of medicine had changed 
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remarkably in the last generation; and to prevent the situation from getting ‘“fout 
of hand”, all matters relating to drugs must and should be brought back entirely 
under professional supervision (Minutes of Proceedings and Evidence, pages 
1115-6), presumably as opposed to present commercial instigation and control. 
The functions suggested for the new Drug Institute were as follows: 


(1) To examine the areas of therapy in which new drugs may or may 
not be needed; 


(2) To regulate some pre-clinical and all clinical trials of a new drug; 


(3) To solicit, receive and correlate all reports of side effects, contra- 
indications and alternative uses of drugs, new and old; 


(4) To solicit and correlate all reports about efficacy of drugs; 
(5) To establish the official (generic) name of a new drug; 


(6) To participate in multiple screening tests for discovery of new 
drugs; 


(7) To accomplish fundamental research in pharmacology and medi-. 
cine; 


(8) To promote the development of preventive medicine in Canada. 


Your Committee can see many benefits that might accrue to Canadians 
through the creation of such a Drug Institute. It was made very plain that such 
an establishment would initially have to be subsidized by government (although 
charges for services rendered to profit-making organizations would be made) 
and that it must operate entirely outside the jurisdiction of federal or provincial 
government. It would supplement the present activities of the Department of 
National Health and Welfare. 


It was proposed that one means for providing the funds necessary for the 
creation and subsidization of the Drug Institute would be an allocation to it of a 
portion of the monies normally netted by the federal government through sales 
tax revenues derived from sales of pharmaceuticals. The latter suggestion was 
seemingly based on the assumption that if the Committee saw fit to recommend 
the abolition of sales tax with respect to pharmaceuticals, and this reeommenda- 
tion was found acceptable, in all likelihood the savings effected on sales tax 
would not be entirely passed on by the manufacturer; and hence the public 
should derive some additional benefit as a result of an almost certain loss of 
revenue to the federal government. All the taxpayers would benefit from such a 
plan which however would be financed only by the sick. If such a plan were to be 
implemented it should be influenced by general taxation. 


After careful consideration, your Committee has come to the conclusion that 
this proposal also does not fall within its terms of reference. Because of the 
possible merits of the scheme, however, it was decided to set out the suggestion 
in some detail for consideration by others at a future time. 


7. Ten-Year Moratorium on Drug Patents 


A ten-year moratorium on drug patents was recommended to the Com- 
mittee. This proposal was considered when the question of patent term was 
under review; and in the light of its recommendations concerning compulsory 
licences on patented processes in drug manufacturing, your Committee has no 
such recommendation to make. 
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8. Triple Damages in Patent Actions 


Another proposal was that governmental agencies be permitted to use 
“alternative sources” for “new drugs” on their own responsibility without inter- 


11. Other Recommendations of the Hall Commission 


The Hall Commission made other recommendations relating to educational 
programmes regarding drugs, centralization by the federal government of all its 
drug purchases, encouragement of the provinces to adopt bulk purchasing and 
methods of tendering, expansion of research grants, continuing cost price anal- 
yses of drugs, etc. which have have not been considered by this Committee as 
not being precisely related to its terms of reference. By not considering these 
Various recommendations of the Hall Commission, however, your Committee 
does not wish it to be assumed that these should not be acted upon. 


CHAPTER VIII—CONCLUSIONS 


Your Committee has therefore come to the following conclusions: 
(1) That the price of drugs in Canada is at least higher than it need be; 


(2) That no significant change has taken place in the drug-cost structure 
ince the recommendations of the Hall Commission which were primarily based 
n the recommendations of the Restrictive Trade Practices Commission; 
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(3) That there exists no single method nor simple approach which can be 
taken to reduce the price of drugs to the consumer, and it is therefore necessary 
to present a series of recommendations to effect this purpose; 


(4) That since Canadians are paying a significant portion of the cost of 
international pharmaceutical research, more of this research should be done in 
Canada by the pharmaceutical industry; 


(5) That the medical profession is responsible for the prescribing of most 
drugs, and ‘for these Committee recommendations to be fully effective, the 
medical profession must be fully assured of the safety of all drugs by the Food 
and Drug Directorate; 


(6) That the implementation of the recommendations could lessen market- 
ing and promotional expenses and reduce excessive profits; 


(7) That the implementation of the recommendations could alter in some 
respects the form of the drug industry as it exists today, removing inefficiencies 
in the industry and increasing competition; 


(8) That in anticipation of national and provincial welfare programmes or > 


the further development of other forms of health services, it is of paramount 
importance that legislation be introduced at the earliest practical date to imple- 
ment the recommendations of this Committee. 
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SUMMARY OF RECOMMENDATIONS 


These recommendations are listed in order of their presentation in the 
report and not necessarily in order of their importance. 


1. That all medical and pharmacy students be instructed during their 
studies in the generic nomenclature for drugs; 


2. That the personnel and facilities of the Food and Drug Directorate be 
expanded to make possible the implementation of the recommendations of the 
_ Boyd Committee, the Hilliard Committee and this Committee; 


3. That the Food and Drug Directorate publish not less than once a month an 
informative bulletin to the medical profession giving complete details on drugs 
and their actions and reviewing major drug uses in Canada; 


costs and net profit, etc.); 


5. That the Customs Act be amended to make clear that dumping duties 
with respect to drugs be limited only to affect those drugs of a kind made in 
~ Canada: 


6. That the federal government instruct the Tariff Board to review the drug 
_ tariff structure; 


7. That drug manufacturers revise their promotional practices on a volun- 
_ tary basis, as considerable savings could be made and passed on to the consumer; 


8. That the pharmaceutical industry take steps to ensure that all representa- 
tives of the drug industry engaged in fie!d selling be paid by salary and not by 
commission; 


9. That the federal government should make a substantial increase in grants 
to the Medical Research Council for the promotion of basic pharmaceutical 
‘Tesearch; 


| 10. That the pharmaceutical manufacturing industry take full advantage of 
the federal incentive program for research; 


11. That the Patent Commissioner, on assessing royalties on the granting of 
@ compulsory licence, shall consider that the patentee who discovers and initially 
| €velops the drug in Canada should have higher royalties than the drug manu- 
facturer who discovers new drugs outside of Canada; 


12. That the Food and Drug Directorate publicize the Adverse Drug Reac- 
jon program in co-operation with the Canadian Medical Association; 


13. That the federal sales tax be removed from the sale of prescription 


rugs; 
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14. That the drug consumer be made aware that drug prices do vary from 
pharmacy to pharmacy and it is his right to compare prescription prices before 
purchase and that neither the pharmacist nor the physician should deny this 
right; 


15. That pharmacists use the “cost price plus professional fee”? method for 
determining drug prices to the consumer; 


16. That the Canadian Pharmaceutical Association and all Provincial 
Pharmaceutical Associations, Faculties of Pharmacy and the Provincial govern- 
ments should meet to discuss the practice of pharmacy in Canada, bearing in 
mind the following matters: 


1. Ethics of the profession particularly concerning advertising and 
merchandizing, and the role of discount and mail order houses; 


2. Qualifications and training necessary for dispensing pharmacists; 


3. Promotion of competition within the profession, in the public 
interest; 


4. Distribution of pharmacies, both in heavily populated urban areas 
and less developed rural areas; 


5. Ownership of pharmacies by non-pharmacists; 


17. That Subsection (3) of section 41 of the Patent Act be amended to 
indicate clearly that the granting of a licence by the Commissioner of Patents is 
subject to a report by the Food and Drug Directorate of the Department of 
National Health and Welfare, to the effect that the applicant for the compulsory 
licence has satisfied the Directorate that he has met the regulations under the 
Food and Drugs Act; 


18. That Subsection (3) of Section 41 of the Patent Act be amended to 
include applications for compulsory licences to import drug products in all 
forms, subject to inspection of manufacturing facilities by the Food and Drug 
Directorate and provided such importation is in the public interest as may be 
determined by the Commissioner; and to this end, your Committee recommends 
that the Rules under the Patent Act be amended to permit the Commissioner to 
seek and receive outside independent expert advice in the determination of this 
question; 


19. That the importer of drugs under compulsory licence pay the cost of 
Food and Drug Directorate services outside of Canada; 


20. That Subsection (3) of Section 41 be amended so that if the granting of a 
compulsory licence takes longer than 12 months, the Commissioner, if in his 
opinion the delay is unwarranted, may be empowered to issue the licence 
subject to revocation if any appeal against such a compulsory licence is upheld, 
providing however that such licensee provide sufficient evidence to satisfy stand- 
ards of the Food and Drug Directorate; 


91. That Section 20 of the Trade Marks Act be amended to make clear that 
no infringement can be claimed where imported drugs are manufactured by a 
“related”? company; 


22. That the Food and Drug Regulation C.08.009 be amended to extend 
appeals to the decision as to “new drug” status; 


23. That the pharmaceutical industry abolish suggested list prices. 
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A copy of the Minutes of Proceedings and Evidence (Issues Nos. 1-34 inclu- 
sive) will be tabled later. 


Respectfully submitted, 


HARRY C. HARLEY, 
Chairman. 
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APPENDIX A 


WITNESSES HEARD 


(Listed in order of appearance before the Committee) 


The Hon. Allan J. MacEachen, Minister of National Health and Welfare 

Dr. R. A. Chapman, Director-General, Food and Drug Directorate, Department 
of National Health and Welfare 

The Hon. Edgar J. Benson, Minister of National Revenue 


Mr. A. R. Hind, Assistant Deputy Minister, Customs 


The Canadian Pharmaceutical Association, Inc. 
Mr. D. A. Denholm, B.S.A., President 


Mr. J. C. Turnbull,, B.S.P., Executive Director 

Mr. J. K. Lawton, Ph.C. 

Mr. R. E. Wilton, Phm.B. 

Mr. D. M. Cameron, B.Sc. Pharm., Register of the Alberta Phar- 
maceutical Association 


The Pharmaceutical Manufacturers Association of Canada 

Dr. Wm. W. Wigle, President 

Mr. Robert F. Daily, Chairman of the Board of Directors PMAC, and Vice 
President and General Manager, Smith Kline and French Inter- 
American Corporation 

Mr. E. Glyde Gregory, Vice-Chairman of the Board PMAC and President, 
Ayerst Laboratories 

Mr. Harry D. Cook, Immediate past Chairman of the Board PMAC and 
President Abbott Laboratories Ltd. 

Dr. Peter C. Briant, Vice Dean and Director, School of Commerce, McGill 
University 

Mr. Gordon F. Henderson, Q.C., Patent Attorney 

Mr. Peter Howsam, Vice-President and General Manager, Warner- 
Chilcott Laboratories 

Mr. Fred R. Hume, Q.C., Legal Counsel, PMAC 

Mr. Roger Larose, Vice-President, CIBA Company Limited 

Dr. Brian Stewart, Director, Pharma-Research Canada Limited 

Mr. Guy Beauchemin, Executive Secretary PMAC 


The Canadian Medical Association 
Dr. Ramsay Gunton, M.D., Chairman of CMA Committee on Pharmacy 
Professor of Therapeutics, University of Toronto 
Dr. Fred Fallis, M.D., Member of CMA Committee on Pharmacy, General] 
Practitioner of Toronto 
Dr. Arthur Peart, M.D., General Secretary 
Dr. Donald Aitken, M.D., Assistant Secretary 
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The Canadian Drug Manufacturers 
Mr. Leslie L. Dan, B.Sc. Phm., M.B.A., Chairman 
Dr. George F, Wright, Ph.D., Research Consultant, CDM and Professor of 
Chemistry, University of Toronto 


Mr. Lawrence Wilson, Member of a firm of Consulting Biologists 


Cyanamid of Canada Limited 
Mr. S. R. Stovel, President 
Mr. F. W. Pope, Executive Vice-President 
Dr. Claude Gendron, M.D., Medical Director 
Mr. J. A. Bertrand, Manager Medical Products Department 


Hoffman-La Roche Limited 
Mr. John S. Fralich, President 
Mr. Robert Hunter, C.A., Director of Roche-England 
irs CA Nowotny, Assistant Secretary 
Mr. R. G. McClenahan, Solicitor 


Ayerst, McKenna and Harrison Limited 
_Mr. E. Glyde Gregory, President 
Mr. John A. Walker, Executive Vice-President 
Deals Smith, Vice-President 
Dr. Donald A. Buyske, Director of Research 
Mr. James Robb, Legal Adviser 


Smith Kline and French, Montreal 
Mr. Robert F. Daily, Vice-President and General Manager 
Mr. Ross F, Bethel, Technical Manager 
Mr. Alban J. Dalby, Director of Marketing 
Mr. John G. Martin, Director of Administration and Finance 
Dr. Andrew J. Moriarity, M.D., Director of Research and Development 
Mr. Michael Sheldon, Assistant to the General Manager 
Mr. Russell A. Fraser, Senior Hospital Representative 


Charles E. Frosst and Co. 
Mr. James E. Frosst, President 
Dr. R. S. Stuart, Director of Research 
Mr. A. F. Coffin, Vice-President—Sales 
Mr. J. M. Blanch, Vice-President—Finance 


Parke, Davis and Company, Ltd. 
Mr. Clifford A. Rogers, Vice-President and Manager 
Mr. John M. Godfrey, Q.C., Legal Counsel 


Empire Laboratories Ltd. 
Dr. George F. Wright, Ph.D., President 


The Consumers’ Association of Canada 
Miss Glenora Pearce, National President 
Dr. M. Pernarowski, Vice-President, CAC, Associate Professor, Faculty of 
Pharmacy, University of British Columbia 
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Dr. H. G. English, Executive Vice-President CAC, Economist, Head of the 
School of Commerce of Carleton University wx 


Mrs. A. F. W. Plumptre, Past President 


Dr. Alan S. Davidson, M.D. (Director of a Clinical Research Unit for the 
Alcoholism and Drug Addiction Research Foundation of Ontario) 


The Medical Post 
Mr. Charles E. Wilson, Publication Manager 
Mr. R. W. Robertson, Executive Officer 


London Drugs Limited 
Mr. S. S. Bass, Proprietor, Vancouver 


Patent and Trademark Institute of Canada 
Mr. William L. Hayhurst, Q.C., President 
Mr. Russel S. Smart, Councillor 


Canadian Society of Hospital Pharmacists 
Miss Mary Gannon, Executive Secretary 
Mr. D. J. Stewart, Past President 
Mr. Nathan Fox, Council Delegate, Quebec Branch 


Department of Defence Production 
Mr. D. M. Erskine, Director of General Purchasing Branch 


Department of Industry 
Dr. H. A. Showalter, Chairman, Inter-Departmental Advisory Board on 
Standards for Pharmaceutical Manufacturers, Distributors and Agents 


Department of National Defence 
Mr. H. H. Poyntz, Director, General Requirements 
Major A. R. Friesen 


Department of National Health and Welfare 
Mr. M. G. Allmark, Assistant Director General—Drugs, Food and Drug 
Directorate 
Mr. I. C. Ellis, Pharmacist and Chief, Materiel Services Division 


Department of Veterans Affairs 
Dr. K. S. Ritchie, Assistant Deputy Minister 
Mr. B. J. Larocque, Pharmacist 


Canadian Wholesale Drug Association 
Mr. C. M. Peel, President 
Mr. Geoffrey C. Pitcher, Vice-President 
Mr. Douglas R. Weston, Secretary Manager 


Canadian Cystic Fibrosis Foundation 
Mr. Callum Maclver, First Vice-President 
Dr. J. M. Park, M.B., Ch.B., Member of the Medical Advisory Board 
Mr. W. Mac McKenzie, National Executive Director 


Jules R. Gilbert, Ltd. 
Mr. Jules R. Gilbert, Ph.G., B.S.Chm.E. 
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Micro Chemicals Limited, Gryphon Laboratories Limited and Paul Maney 
Laboratories Canada Limited 


Mr. J. M. Cook, President of M.C.L. 
Mr. William S. Miller, President of P.M.L. Canada Limited 
Hon. Joseph T, Thorson, P.C., Legal Counsel 


Prescription Services Inc. 
Mr. W. A. Wilkinson, President 
Mr. Richard R. Walker, Q.C., Legal Counsel 


Food and Drug Directorate, Department of National Health and Welfare 
Dr. RA. Chapman, Director-General, Food and Drugs 
Mr. M. G. Allmark, Assistant Director-General, Drugs 
Dr, Ais: Hardman, Director, Bureau of Scientific Advisory Services 
Mr. A. Hollett, Director, Bureau of Operations 
Dr. L. Levi, Chief, Pharmaceutical Chemistry Division 
Dr. Jeffrey Bishop, Chief, Medicine and Pharmacology Division 
Mr. K. M. Render, Chief, Field Programmes Division 
Dr, R: CB: Graham, Division of Medicine and Pharmacology 
Dr. Irwin Hilliard, M.D., F.R.C.P. (C), (Physician-in-Chief, Toronto Western 
Hospital) 
Department of the Registrar General 


Mr. David H. w. Henry, Q.C., Director of Investigation and Research 
(Combines Investigation Act) 


Mr. F.N. McLeod, Senior Combines Officer, Combines Branch 
Mr. R. M. Davidson, Officer in Charge, Merger and Monopoly Section 


Government of the Province of Alberta 
The Hon. J. Donovan Ross, M.D., Minister of Health 
Dr. P. B. Rose, M.D., Deputy Minister of Health 
Bits as Fe Frawley, Q.C., Special Counsel 


Dr. Henry B. Steele, Ph.D., Associate Professor of Economics, University 
of Houston, (Texas) 
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APPENDIX B 


(As extracted from the Report of the Hall Commission: Recommendations 
with respect to Drugs). 


The Commission recommends: 


58. That the Federal Government contribute grants to the province (50 per 
cent of the cost of the programme) for the purpose of introducing a Prescription 
Drug Benefit within the Health Services Programme. 


59. That in the provision of the drug benefit, there should be required a 
$1.00 contributory payment by the purchaser for each prescription, subject to 
such discount as the retailer may offer. This charge should not be applied to 
drugs required for long-term therapy. 


60. That the programme should cover such quantities of drugs for each 
prescription as are required by good medical practice taking into account the 
need for flexibility to assure an adequate but not wasteful supply. Further, 
prescribing practices should be reviewed periodically to ascertain whether and to 
what extent any over-prescribing of pharmaceuticals takes place, followed by 
appropriate changes in the regulations covering quantities of drugs paid for 
under the programme. 


61. That the functions of the Drug Advisory Committee which is responsible 
for advising the Department of National Health and Welfare be expanded, and 
its membership enlarged to include representatives of the Canadian Medical 
Association, l’Association des médecins de langue francaise du Canada, the 
Canadian Pharmaceutical Association, the Canadian Hospital Association, the 
provincial Schools of Pharmacy, the provincial Colleges of Pharmacists, and the 
provincial Departments of Health. 


62. That the Food and Drug Directorate, with the assistance of the Advisory 
Committee, prepare and issue a National Drug Formulary which would be 
maintained on a current basis. This Formulary would include only those drugs 
which meet the specifications of the Directorate, and would be identified as such, 
and therefor eligible for inclusion in the Prescription Drug Benefit, one of the 
objects being to minimize the cost of prescribed drugs. There should be estab- 
lished an appeals procedure for dealing with rejected applications, and an 
Information Service which would issue periodic bulletins providing the latest 
inforrnation on drugs and drug therapy to the physicians, pharmacists, and hos- 
pitals. 


63. That the budget of the Food and Drug Directorate of the Department of 
National Health and Welfare be increased to enable it to recruit and train the 
personnel necessary to fulfil the additional functions and responsibilities that it is 
essential for it to assume. 


64. That in the application of the provisions of the Corporation Income Tax 
Act to manufacturers, importers, and distributors of drugs, consideration should 
be given to establishing a maximum of 15 per cent of total sales as the allowable 
deductible expense for advertising sales promotion, “detail men’, and other 
similar items. 
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65. That the federal sales tax be removed from all drugs listed in the Formu- 
lary. 
| 


missioner reports to be a reasonable compensa- 


| (a) requiring examination to ensure that they meet the specification of 
| the Food and Drug Directorate, and 


| (b) continuous checks of quantities imported. 


68. That the Federal Government consider dela 
_ toimplement the recommendation of the Restrictive Trade Practices Commission 


recommended above achieve the same results. 


70. That the Trade-marks Act should be amended (Section 20) to make 


_ clear that no infringement can be claimed where imported drugs are manufac- 
tured by a “related” company. 


71. That the Canadian Tariff Board be requested to review tariffs on drugs 
With a view to establishing which tariff should be reduced or abolished covering 
imported drugs included in the National Formulary. 


72. That in the administration of “anti-dumping” regulations in respect to 
drugs, the Minister of National Revenue be given discretion to establish “market 


value” at lower levels than that resulting from present practice to contribute to a 
reduction of drug prices. 


74. That provincial governments consider legislation enabling pharmacists in 
the dispensing of prescriptions to use a drug or drug combination that is the 
‘aon-proprietary name equivalent of that named in the prescription unless the 
ohysician specifically indicates otherwise. 


75. That educational programmes be conducted by the Food and Drug 
Directorate, the medical and pharmaceutical professions, and the provincial 
lealth service agencies to create greater understanding and co-operation be- 
Ween practitioners and pharmacists concerning the cost of drugs, and their 
rescription by proper names whenever possible. 
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76. That universities through their faculties of medicine and pharmacy 
strengthen their courses in pharmacology taken by medical students by provid- 
ing instruction in the economics of prescribing, including examination of com- 
parative costs of drugs with’ similar therapeutic quality and efficacy; by short 
refresher courses dealing with pharmacology for physicians; and by extension 
work with medical practitioners in such fields as evaluation and therapeutics. 


77. That the Federal Government centralize all its drug purchases in one 
agency. 


78. That provinces be encouraged to adopt bulk-purchasing of drugs for all 
hospitals and public agencies, and that all tenders for drugs should be based, 
whenever possible, on specifications of the ingredients of the pharmaceutical. 


79. That hospital pharmacies under the direction of a licensed pharmacist be 
permitted to provide narcotics and control drugs on prescription under the Food 
and Drug Act and the Narcotics Control Act. 


80. That the Federal Government expand considerably research grants by 
the Health Sciences Research Council to universities and non-professionl institu- 
tions to encourage the development of new drugs and/or improvement of exist- 
ing drugs in Canada. In case of patentable discoveries these should be vested in 
the Crown. 


81. That the Research and Statistics Division of the Department of National 
Health and Welfare undertake continuing cost-price analyses of drugs and 
periodically publish the results. Such studies would: 


(a) assist in the compulsory licensing under the Patent Act of drugs to be 
manufactured in Canada, 


(c) assist in the compulsory licensing of drugs to be imported into Canada, | 


(c) assist in the review of tariff items on drugs, undertaken by the Cana- 
dian Tariff Board, 


(d) assist the Director of Investigation and Research under the Combines | 
Act, 


(e) assist public agencies at the federal and provincial level in calling for 
tenders for drugs. 


(f) assist the Federal and Provincial Governments in formulating fiscal 
and procurement policies concerning drugs, 


(g) assist drug manufacturers and drug distributors in examining their 
relative cost position and facilitate increasing competition where 
appropriate. 


(h) assist the general public in acquiring an understanding of the various 
factors entering into drug costs and drug prices. 


82. That the Research and Statistics Division of the Department of National | 
Health and Welfare and the Dominion Bureau of Statitics co-operate in develop- 
ing more comprehensive and up-to-date statistics relating to the supply costs of, 
and expenditures on, drugs covering both prescribed and non-prescribed phar- 
maceuticals. 
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APPENDIX C 


Summary of Recommendations of the Restrictive Trade Practices Commission 


1. There should be more stringent regulations under the Food and Drugs Act 
with respect to the manufacture, promotion and introduction of drugs, in order 
to give reasonable assurance that all prescription drugs offered for sale in 
Canada are safe to use and of good quality. 


2. The staff of the Food and Drug Directorate should be enlarged considera- 
bly to ensure thorough enforcement of the regulations. 


3. In the opinion of the Commission, the following changes should be made 
in the Food and Drug Regulations: 


(a) All premises in which drugs are manufactured should be subject to 
inspection by the Food and Drug Directorate. 


(b) Requirements in connection with new drug submissions should be 
extended to include detailed reports of the tests made to establish the 
therapeutic effectiveness of the drug as well as the present require- 
ment of reports of tests to establish the safety of the drug. Such a 
change would make mandatory a joint evaluation of toxicity and 
efficacy before a new drug is put on sale. 


(c) The Food and Drug Directorate should be given the duty of inspect- 
ing and assaying samples from a sufficiently large number of batches 
of every prescription drug manufactured in Canada or imported from 
abroad to make it reasonably certain that it meets minimum stand- 
ards of purity and therapeutic efficacy. 


(d) All labels, advertisements or other descriptive material relating to 
single drugs and official compounds should be required to carry the 
proper name prominently and in type at least as large as that used for 
the brand name. A study should be made to ascertain if and to what 
extent a similar requirement would be feasible in respect of com- 
pound ethical drugs. 


4. Consideration should be given to the advisability of bringing under the 
Supervision of the Food and Drug Directorate all advertising and promotion 
activities related to drugs, including the distribution of samples and the content 
of advertising literature. 


5. Consideration should be given to the establishment, under the auspices of 
the federal government, of an authoritative publication giving all necessary 


_ Particulars concerning new drugs. 


6. The compulsory licence provision of the Patent Act with respect to drugs 


has been used infrequently and in the opinion of the Commission cannot be 


relied upon to achieve the purpose intended by Parliament of ensuring that 


' Medicines should be available to the public at the lowest possible price consistent 


with giving to the inventor due reward for the research leading to the invention. 
The Commission has considered whether such an objective would be assured if 


_ compulsory licences under section 41(3) of the Patent Act were made issuable as 


of right and has concluded that such a change would make no appreciable 
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difference in the present situation. As the Commission believes that close control 
exercised by patents has made it possible to maintain prices of certain drugs at 
levels higher than wou'd have obtained otherwise and that such patent control 
has produced no benefits to the public of Canada which would outweigh the 
disadvantages of the monopoly, the Commission recommends that patents with 
respect to drugs be abolished. In the opinion of the Commission this is the only 
effective remedy to reduce the price of drugs in Canada. 


7. The retail pharmacists’ practice of coding prescriptions to indicate the 
price charged or quoted should be abandoned and consideration should be given 
by pharmaceutical associations to removing from their rules any provisions in 
any way related to the practice. 
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APPENDIX D 


S. 41 of U. K. Patents Act, 1949 
(As recommended by the Ilsley Commission to replace 


S. 41 of the Canadian Patent Act) 


“41.-(1) Without prejudice to the foregoing provisions of this Act, where a 
patent is in force in respect of— 
(a) a substance capable of being used as food or medicine or in the 
production of food or medicine; or 
(b) a process for producing such a substance as aforesaid; or 
(c) any invention capable of being used as or as part of a surgical or 
curative device, 


the comptroller shall, on application made to him by any person interested, order 
the grant to the applicant of a licence under the patent on such terms as he 
thinks fit, unless it appears to him that there are good reasons for refusing the 
application. 


(2) In settling the terms of licences under this section the comptroller shall 
endeavour to secure that food, medicines and surgical and curative devices shall 
be available to the public at the lowest prices consistent with the patentees’ 
deriving a reasonable advantage from their patent rights. 


(3) A licence granted under this section shall entitle the Licensee to make, 
use, exercise and vend the invention as a food or medicine, or for the purposes of 
the production of food or medicine or as part of a surgical or curative device, 
but for no other purposes. 
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APPENDIX E 


PROFITS OF DRUG MANUFACTURING FIRMS IN CANADA 


Prepared by W. J. Blakely, C.A., Accountant for the Committee 


A review of the profits earned by Canadian drug manufacturers is pertinent 
for the purpose’ of ascertaining whether or not the industry is realizing excess 
profits. This point was made in the testimony of Hoffmann-La Roche Limited. 


' “J think you can find in every debate, in every discussion of this 
problem, people really judge the industry, not as it says on its prices, but 
really, from Kefauver onward, they are asking, are the profits too high? 
And so far'as I know that is the only test that one can ever realistically 
make of drug prices—are the drug manufacturers earning too much 
money to cover their legitimate current costs including research, to enable 
them to. go on, to finance expansion, and so forth.” (Minutes of Proceed- 
ings and Evidence, page 722). 


This naturally leads to a judgment of what represents a fair profit. An 
appropriate definition may be found in Cyanamid’s statement of objective for 
the conduct:of its pharmaceutical business: ‘‘a rate of return consistent with the 
resources committed and the risks involved”. The definition is much more easily 
arrived at than the determination of the rate, however. In attempting to reach a 
judgment on the question, it is helpful to compare the return and risks to the 
pharmaceutical industry with those of manufacturing industries in general as 
well as other specific industries. 


Rate of Return on Sales 


In the report of the Restrictive Trade Practices Commission, a comparison of 
the profitability of the pharmaceutical industry with that of all manufacturing 
was made on the basis of profits in relation to sales (report, pages 373-375). In 
this study, the rates of return on sales for the years 1953-1960 were calculated. 
These rates are reproduced in Table 1 together with corresponding rates for the 
years 1961 to 1964. 


It is apparent from Table 1, that the operating results for 1961-1964 do not 
indicate any material change in trend from that shown for the period 1953-1960, 
dealt with by the Restrictive Trade Practices Commission. Although the average 
rate of return on sales of pharmaceuticals decreased noticeably in 1961 and 1962, 
there was a significant recovery in 1963 to a rate of 10.05 per cent, the fourth 
highest rate in the twelve-year period 1953-1964. The average rate of return for 
this entire period was 9.55 per cent for pharmaceuticals and 5.82 per cent for all 
manufacturing, the former being approximately 64 per cent higher than the 
latter. It is also noted that the rate of return on sales was declining for 
manufacturing in general but remained relatively stable in pharmaceuticals. The 
rate for all manufacturers appears to have levelled off at 5-53 per cent of sales; 
the rate for drug manufacturers seems to run between 8-103 per cent of sales. 


A similar relationship is shown by the rates of return for profit companies 
only. Over the twelve-year period, the average rate for profit companies in the 
pharmaceutical industry was about 57 per cent higher than the average rate for 


66 


April 3, 1967 DRUG COSTS AND PRICES 2665 


all manufacturing (11.22 per cent as compared to 7.15 per cent). Again, it is 
noted that the rate of return in all manufacturing generally declined during this 
period, whereas in pharmaceuticals it has increased. In pharmaceuticals it rose 
substantially from 1953 to 1957, and, while declining in the four years thereafter, 
to the low point of the period in 1961, rose again in 1962 and 1963, and in 1964 
was the second highest rate of the twelve-year period. 


It should be noted that the above-mentioned rates pertain to the total 
operations of the drug industry. It is reasonable to expect that the rate of return 
on sales of packaged human pharmaceuticals only would be somewhat higher. 
Supporting this conclusion, the Pharmaceutical Manufacturers’ Association of 
Canada, in its brief to this Committee, reported an average rate of return (before 
taxes) of 10.8. per cent of sales for the total operations of the 41 companies 
replying to its 1964 survey (brief, page 3.5). The rate of return on sales of 
packaged human pharmaceuticals only was estimated at 15.0 per cent (brief, 
page 2.3). Six individual members of the association, in their:submissions to the 
Committee, reported the following rates: ; . 


Total : Human 
Company Operations Pharmaceuticals 
{Re 4. 4b icv NEES 400 OI EET COME CR 17.7% 25.7% 
Deer eee See Mery acy sk kee Ae 21.5% 
COS Aa, SA ADE AM abs Sa i 10.9% 
1DD8 1 5. 098 Gece 08 Lilie Nines ain air tee foe Pa ae ee ee 15.4% Lin 27,, 
ORS, Sheed Seca eae conn enna alee ie beta 18.2% f 
1 Bhs Rags SNe aia cp ei ti oer ol Ry lg ae — 16.0% 


. > ‘ 


From the foregoing it is concluded that, as a percentage of sales, profits in 
the pharmaceutical manufacturing industry are significantly higher than those of 
all manufacturing industries combined and, further, that during the period 
1953-1964, the pharmaceutical industry effectively resisted or was immune to the 
influences which caused a decline in the rate of return to manufacturing in 
general. preg 


Return on Investment 


The Consumers’ Association of Canada criticized use of the rate of return on 
sales as a basis of comparison: 

“I would certainly admit that this is a common proportionate meas- 
ure of profit often employed, but, again as an economist, I must argue that 
it is not a very meaningful measure, because, after all, people who earn 
profits are those who have invested their capital, and the meaningful 
Judgment on profit is the level of profit per dollar of investment, not per 
dollar of sales” (Minutes of Proceedings and Evidence, page 1136). 


A similar opinion was expressed in the brief of the Pharmaceutical Manu- 
facturers Association of Canada: 

“Return on sales is one indication of the profitability on an industry, 
but it is an unsatisfactory indicator of economic effectiveness because it 
fails to relate earnings to the resources employed.” 

(brief, page 3.5). 


Although these views are considered valid, it is noted that the rate of return 
on sales is useful for the purpose of indicating the potential scope for unit price 
reductions, other than through reduction of costs. Generally speaking, the higher 
the rate of return on sales, the greater the scope for reduction:in unit prices, 
assuming a satisfactory rate of return on capital employed. 
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A comparison of the return on investment in pharmaceutical manufacturing 
with that in all manufacturing for the years 1953-1960 was made by the 
Restrictive Trade Practices Commission. The Commission’s calculations of the 
rates of return on capital invested are reproduced in Table 2 as well as the 
corresponding rates for the years 1961 to 1964. 


In general, the same characteristics and trends shown in Table 1 are 
apparent in Table 2. The main difference is that Table 2 makes the phar- 
maceutical manufacturing industry appear even more profitable relative to all 
manufacturing. The average rate of return on investment over the twelve-year 
period was 20.0 per cent for all drug manufacturers (profit and loss companies) 
as compared to 10.30 per cent for all manufacturing, or approximately 96 per 
cent higher. During this period, the return on investment to the pharmaceutical 
industry tended to increase (from 16.62 per cent in 1953 to 23.22 per cent in 
1964) although there was a decline in 1961 and 1962. However, there was a 
significent recovery in 1963 and, in 1964, the highest rate of return of the 
twelve-year period was experienced. At the same time the return on investment 
for all manufacturing showed a substantial decline, going from 15.03 per cent in 
1953 to 9.20 per cent in 1964. Manufacturing in general showed a levelling off in 
1957 and from 1957 to 1964 the average rate of return on investment was 8.97 
per cent. During the same period, it was 20.65 per cent for pharmaceuticals. 


A rather similar situation is shown by the rates for profit companies only. 
Over the twelve-year period, the average rate of return of the pharmaceutical 
companies was approximately 79 per cent higher than for all manufacturing 
(23.49 per cent as compared to 13.15 per cent). Again, while the rate of return of 
all manufacturing declined by 31.6 per cent, that of the pharmaceutical manu- 
facturing firms increased by 43.4 per cent over the twelve years. 


The Pharmaceutical Manufacturers’ Association of Canada, in its submission 
to the Committee, suggested a different method for calculating return on invest- 
ment. It suggested that earnings be related to the resources (assets) employed. It 
reported 15 6 per cent as the rate of return (before taxes) on resources employed 
in the total operations of the 41 companies included in its 1964 survey (brief, 
page 3.5). From figures appearing in its brief, the corresponding rate for pack- 
aged human pharmaceuticals only was calculated at 21.1 per cent. 


The rates of return on resources employed were calculated for the entire 
pharmaceutical industry and for all manufacturing from material shown in 
Taxation Statistics, published by the Department of National Revenue. These 
rates appear in Table 3. It will be noted that the rate of 15.6 per cent quoted 
above is comparable to the average rate for profit and loss companies in the 
pharmaceutical industry as shown in Table 3. The above rate for human phar- 
maceuticals only (21.1 per cent) is much higher, however. 


It will be noted that Table 3 supports the observations made above in the 
discussion relating to Tables 1 and 2. For all pharmaceutical manufacturing 
companies, the average rate of return on resources employed is 14.50 per cent for 
the period 1953-1964. This is 65.1 per cent higher than the average rate of 8.78 
per cent, which was experienced by all manufacturing companies in the same 
period. Also, while the rate of return of all manufacturing declined by 31.3 per 
cent, that of the pharmaceutical manufacturing companies increased by 11.7 
per cent over the twelve years. 


With respect to profit companies only, it is noted that an average return of 
17.14 per cent was realized by pharmaceutical manufacturers, whereas the 
average rate for all manufacturing was 10.92 per cent. The average rate for 
pharmaceuticals is 56.7 per cent higher than the rate for all manufacturing. 
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An indication of the profitability of the pharmaceutical industry relative to 
other classifications in the manufacturing industry is shown by Table 4 which 
summarizes the seven highest rates of return (profit before taxes) on resources 
employed for manufacturing companies in 1963. These rates are taken from the 
fourth edition of “Ten Significant Ratios for Canadian Manufacturers” as pre- 
pared from Taxation Statistics by the Canadian Manufacturers’ Association. It 
will be observed that the pharmaceutical industry is listed as seventh out of a 
total of 63 industrial classifications. Out of 178 companies included in phar- 
maceutical preparations, 71 of them had an above average return on total assets. 
The average rate for these 71 companies was 26.7 per cent. The average rate for 
the remaining 107 companies was 8.6 per cent which is only slightly less than the 
average rate of 9.2 per cent for companies in all classifications. 


Individual members of the Pharmaceutical Manufacturers’ Association of 
Canada reported to the Committee a variety of calculations for rate of return on 
investment. Because of this, it is difficult to generalize but they appear to be 
comparable to the average rates reported by the association in its brief. 


It should be remembered that the rates shown for pharmaceuticals in Tables 
2, 3 and 4 relate to the total operations of the companies involved. Evidence 
presented by the PMAC indicates that the corresponding rates for operations 
relating only to packaged human pharmaceuticals would be higher. 


From the above analysis of the return on investment, it is concluded that the 
rate of return for drug manufacturers is significantly higher than for all manu- 
facturing. For packaged human pharmaceuticals only, the rate appears to be at 
least twice as high as the average for all manufacturing. Moreover, during the 
Period of 1953 to 1964, the pharmaceutical manufacturing industry effectively 
resisted or was immune to the influences which caused a decline in rate of return 
on investment for manufacturing in general. 

Risk 

Several of the manufacturers’ briefs contained statements attempting to 
justify the rates of profit experienced by the drug manufacturers in terms of 
the risks run by those companies. The following are typical of these statements: 

“Profits in the pharmaceutical industry are consistent with the risks 
involved. This is a research-based industry in which progress results from 
vigorous and sustained competition. Companies must maintain substantial 
expenditures on research, both in Canada and internationally, without 
any guarantee that specific projects will yield results even after years of 
investigation and development. On this depends the availability of new 
and better drugs” (PMAC brief, pages 3.4 and 3.5). 

“Our rate of profit reflects the cost of doing business in a limited 
market such as Canada, the kind of industry we are in, which involves 
high risks of many kinds including product obsolescence, and our relatively 
heavy long-term commitment to research” (brief, Charles E. Frosst & Co., 
page 14). 


On the question of product obsolescence, the Province of Alberta (page 62 
of brief) had this to say: 

“Drug firms complain of the high rate of obsolescence of drugs, and 
argue that such risks justify high profit rates. The argument is not 
irrelevant under present circumstances, but the risks of obsolescence are 
not inherent but result from the way in which drugs are developed and 
promoted. High risks do not justify high profits in this instance because 
the risks and profits are both symptoms of the same disease: sales promo- 
tion rivalry substituting for price competition.” 


69 


2668 DRUG COSTS AND PRICES April 3, 1967 


In testimony on the above brief before the Committee, it was stated: 


“The fact that a new drug which is developed in one particular 
market may be superseded a few months later by a more reputable rival 
is definitely a risk-increasing circumstance but you cannot say very well 
that the industry is a high risk.” (Minutes of Proceedings, page 2327) 


In the same brief, page 22, with respect to the “substantial expenditures on 
research’’, the following statement appears: 
“the share of total research and development outlays in the sales 
dollar of the Canadian drug firm is not as great as the industry would like 
to have us believe.” 


In the submission of the Pharmaceutical Manufacturers’ Association of 
Canada, research and development costs for 1964 were said to represent 7 per 
cent of the sales dollar (brief, page 2.3). This is small by comparison to 
marketing costs which were identified as 30 per cent of the sales dollar (brief, 
page 2.3). Moreover, it is noted that the practice in the industry is to amortize 
research and development costs as incurred and thus charge them against cur- 


rent revenue. Further, from the evidence before this Committee, it appears that. 


the particular firms which incur these costs not only recover them in full but — 
realize profits in addition. While industry spokesmen have maintained that — 


expenditures on research are “substantial” or “relatively heavy” and that there 
is a significant financial risk involved as a result of them, it appears that all of 
the research and marketing costs are being adequately compensated. 


On the other hand, analysis of the negative rates of return for loss compa- 
nies as shown by Tables 1 and 3 reveal that losses in the pharmaceutical 
industry, when incurred, tend to be higher and vary more widely than for 
manufacturing in general. The rate of loss on sales for drug manufacturers 
averaged 9.22 per cent over the period 1953-64 as compared to 4.71 per cent for 
all manufacturers. For pharmaceuticals, the rate of loss varied from 3.18 per cent 
to 16.18 per cent; for manufacturing in general, this ranged from 3.66 per cent to 
6.15 per cent. Similarly, from Table 3 it is observed that the average rate of loss 
on resources employed by drug manufacturers was higher than that for all 


manufacturers: 7.18 per cent as compared to 2.52 per cent. Also, there was | 
greater variability in these rates for drug manufacturers than there was for all | 


manufacturers. 


It should be pointed out, perhaps, that the ratios for loss companies as 
shown in Table 2 have not been analysed because it is felt that many of the 
figures used in the calculation of these negative rates of return are not truly 
representative of the pharmaceutical industry. For example, in 1964 the amount 
of capital invested in loss companies was $2.6 million. This represents only 2.4 
per cent of the total capital invested in the pharmaceutical industry. Also, it 
financed only about 12 per cent of the total assets of the loss companies whereas, 
for profit companies, the capital investment of $105.8 million financed approxi- 
mately 65 per cent of the total assets. Obviously, the loss companies in this year 


were, by comparison, greatly under-capitalized, a situation which can be shown | 
to exist in other years as well. The lack of adequate capital is probably a. 


significant factor in the incurrence of the losses. 


As noted above, it is apparent that when losses are incurred they tend to be | 
higher in the pharmaceutical manufacturing industry than in all manufacturing. 


However, it is significant to note, from Table 5, that losses do not involve a 


higher proportion of the total pharmaceutical companies than they do of all 
manufacturing companies. In fact, the proportion of companies incurring losses | 
is about the same for each group. Also the pharmaceutical loss companies | 
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represent a much smaller segment of the total industry than is the case for all 
manufacturers when measured both in terms of total assets and total sales (see 
Table 6). On average, over the period 1953-1964 the loss companies in all man- 
ufacturing represent 16.40 per cent of total assets and 11.57 per cent of total 
sales; the loss companies in the pharmaceutical manufacturing industry repre- 
sent only 10.92 per cent and 8.42 per cent respectively. 


Risk is inherent in any enterprise. In the circumstances, the question is 
whether the risks for pharmaceutical manufacturers vary significantly from 
those for all manufacturing. The above analysis and review of the evidence 
before this Committee seems to indicate that, in comparison to manufacturing in 
general, the effect of losses on the pharmaceutical firms as a group does not 
indicate the presence of greater risk. In fact the rates of return on investment 
demonstrate that, over the period 1953-1964, the pharmaceutical industry in 
Canada has been increasingly less risky as compared with manufacturing in 
general. The rate of return for the pharmaceutical manufacturing industry has 
been consistently higher and, relative to the rate of return for all manufacturing, 
it has been increasing in this period. 


Other Considerations 


The Royal Commission on Health Services suggested that: 


‘,...the earnings of the Canadian drug industry are not a satisfactory 
test of the over-all pricing policies of the industry because they are 
understated”. (Report, page 679) 


This statement appears to recognize the possibility that prices paid to a 
foreign parent company by a Canadian subsidiary for raw materials purchased 
from the parent may result in some profit being diverted to the parent which is 
more properly attributable to the operations of the Canadian subsidiary. It 
would also appear to be in reference to what may be somewhat arbitrary charges 
by the parent to the Canadian subsidiary for research and management services 
performed by the parent company. 


With respect to the prices paid for raw materials purchased from parent 
companies, there is little before this Committee to indicate what degree of 
diversion of profits may take place and therefore it is not possible to estimate 
what this “understatement of profit” may amount to for the Canadian drug 
manufacturing industry. However, one is inclined to believe that it probably 
occurs due to the lack of operation of free market conditions in dealings between 
parent and subsidiary. 


With respect to payments by Canadian subsidiaries for foreign royalties and 
Management services, some indication of the significance of this was given in the 
brief of the Pharmaceutical Manufacturers’ Association of Canada. From the 
detail in this brief, it is estimated that, in 1964, the rate of net profit (before 
taxes, royalties and management fees) on total resources employed was 18.2 per 
cent tor total operations and 24.5 per cent for human pharmaceuticals ony. In 
the calculation of these rates an assumption made by Dr. Briant of the Phar- 
maceutical Manufacturers’ Association of Canada was accepted and used (Mi- 
nutes of Proceedings, page 574). This assumption may or may not be correct. If 
the assumption is in error the rates would be even higher: 20.4 per cent for total 
operations and 27.4 per cent for human pharmaceuticals only. These rates are 
significantly higher than those shown in Table 3. 
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SUMMARY 


Based upon the foregoing analysis and the evidence available to the Com- 
mittee, it is concluded that the financial experience of the Canadian phar- 
maceutical manufacturing industry in the period reviewed does not indicate that 
the business risks to it are greater than to manufacturing in general. On the 
contrary, there is evidence that it has been less risky by comparison. 


In fact, the Canadian pharmaceutical manufacturing industry has enjoyed 
consistently higher returns than manufacturing in general. For packaged human 
pharmaceuticals, the profits appear to be running at approximately twice the 
level of the manufacturing industry as a whole. This leads to the belief that the 
factors which permit this situation to exist may also and at the same time appear 
to permit uneconomic practices and costs. 


TABLE 1 
Rare or RETURN ON SALES 


Profit Companies Loss Companies Profit and Loss Companies 


Pharma- All Manu- Pharma- All Manu- Pharma- All Manu- 
Year ceuticals facturing ceuticals facturing ceuticals facturing 


(per cent) (per cent) (per cent) (per cent) (per cent) (per cent) 


O53 eerste rns ia; 9.91 8.62 —13.33 —4.15 9.25 7.48 
1954 ook Ree 10.40 Cale — 8.64 —5.07 9.08 6.13 
MOD oie Neches oe 11.65 8.07 —13.33 —4,59 9.96 7.59 
OSG REA AAS. tonto tes 12.19 6.97 —16.18 —5.37 10.90 6.10 
UY hes xs Hite Serres 12.67 6.90 —11.54 —6.15 10.59 5.40 
1 OSS ere eee ers ra 11.79 6.61 — 6.22 —5.28 9.88 5.09 
1OSO Ms Sea: wes 11.68 7.06 — 7.28 —4.73 10.42 5.53 
LOGO 4 brAahee es ~ 10.62 6.73 — 3.18 —4.39 9.24 5. 28 
LOGIE teeth cure here 8.87 6.86 — 7.48 —3.89 7.81 5.19 
LO62 estan ae es 10.77 7.00 — 8.39 —4.77 7.93 5.47 
1963. 8 59st OES, 11.88 6.87 — 7.99 —4.47 10.05 5.53 

Average... 11.13 Wane — 9.42 —4.81 9.56 5.89 
Source: 


1953-1960 reprinted from page 374 of Report of the Restrictive Trade Practices Commission. 
Percentages were calculated from Department of National Revenue, Taxation Statistics. 
1961-1963 calculated from Department of National Revenue, Tazation Statistics. 


DEFINITION: 


Return—net profit before taxes and bond and mortgage interest, excluding investment income 
and other revenue. 
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TABLE 2 
Rate or Return on Carrera INVESTED 


"EEE, , , 


Profit Companies Loss Companies Profit and Loss Companies 
ee ES ee i aay 


Pharma- All Manu- Pharma- All Manu- Pharma- All Manu- 


Year ceuticals facturing ceuticals facturing ceuticals faeturing 
(per cent. (per cent) (per cent) (per cent) (per cent) (per cent) 

Bae ees taros cascecei 18.32 17.42 —10.72 — 7.89 16.62 15.03 
AUDA SVAN 3 so ce 19.95 14.44 —19.90 — 9.32 17.63 11.42 
ODD esol ese MONS os.5 21.58 15.61 —31.58 — 7.55 18.73 13.69 
LOS ae eee eae 25.58 13.38 —17.19 —10.00 21.93 11.68 
Ee ee See 25.03 13.41 —18.18 — 6.42 20.47 9.54 
UDO Geo aa Suge. 5 23.85 11.85 —10.53 — 5.23 19.59 8.26 
BOBO ae. 8 hsince cctafeiow : 27.25 12.90 — 9.32 — 5.07 23.05 9.25 
RIGO S22 hewareeters 5 « 26.85 11.30 — 3.40 — 6.63 20.55 8.74 
LAUDS Ean ea 2123 11.45 —16.43 — 4.57 18.57 8.11 
0 dee enewa rac ane iar 21.87 11.93 —47.26 — 7.37 17.79 9.20 
LIDS Se Pea cn ee a eee 24.15 12.20 —60.71 — 6.15 21.92 9.49 

Average... 23.24 13.26 — 22.29 — 6.98 19.71 10.40 
as en Set (eteabtne ine bee) 
SouRcE: 


1953-1960 reprinted from page 376 of the Report of the Restrictive Trade Practices Commission. 
Percentages were calculated from Department of National Revenue, Tazation Statistics, 
_ 1961-1963 calculated from Department of National Revenue, Tazation Statistics. 


DEFINITIONS: 


Return—net profit before taxes and bond and mortgage interest, excluding investment income and 
other revenue. 


Capital Invested—sum of amounts for “‘due to shareholders”’, ‘‘mortgage debt’’, ‘other funded 
debt’’, ‘common stock’’, “‘preferred stock’’, and “‘surplus’’ less ‘‘deficit’’. 


TABLE 3 
Rave or RetuRN on Resources EMPLoyep 


_ LL ee 


Profit Companies Loss Companies Profit and Loss Companies 
Pharma- All Pharma- All Pharma- , 
Year ceuticals Manufacturing  ceuticals Manufacturing ceuticals Manufacturing 
(per cent) (per cent) (per cent) (per cent) (per cent) (per cent) 
SEBS Mas Beal eee LS2 10.09 —5.88 — 2,28 14, 28 7.38 
BEG U retectocs Rrra ate: 18.16 10.91 —2.76 —1.93 15.87 8,28 
BODO Seas aera eka, 17.02 9.44 —1,24 —3.11 14, 28 4.00 
MOGIEL SRS Ca.ct. aacrbaty 14.08 9.14 —9.01 —2,22 12.44 6.66 
BS eet Ah iaw acd S 1577 9.52 —7.48 —3.43 11.99 7.38 
TES ee 16.34 9.63 —9.39 —2.43 13.77 7.51 
Average....... 16.53 9.79 —5.96 —2.57 13.77 dgae 


Sa ar a ee ae ee eee ee ee 


Source: Department of National Revenue, Tazation Statistics. 


Derinir10ns: 
Return—net profit before income taxes and bond and mortgage interest expense, 
Resources employed—total assets less accumulated depreciation. 


73 


2672 DRUG COSTS AND PRICES April 3, 1967 


TABLE 4 
Seven Hiauest Rates or RerurN on Resources Empioren: 1963 


eS Se Ee eS eee 


Companies with: 


Above average Below average 
return on return on 
assets assets 

No. % No. % 
1, Distillenies:and: Wineries sc eemetconmeioe aneriec na ine 9 41.3 22 14.0 
GH IN Waxney ea Ae) OULO KE Nin cram era iacte. coie nec alone tale erin aia cinco ts 4 40.2 39 All 
Se Other Petroleum! and: @oaliProductsia. nian siete «miele 5 35.8 13 less 
4, Motor Vehicle Parts and Accessories. ..........-.-.-ceseeeers 40 31.0 89 than 
Rar Wine ands Wire eLOClLCUSe: ce eeek tm ee cerns tiga pais eo lerets a leienae 36 28.5 78 8.6 
GuOticeancd Storemvletchin erin iter waar eetcere ui nuisctaltecmercereregs 16 Die 39 9.1 
(72. Pharimaceutical ereparavionsacaeer cis seek see ae eit 71 26.7 107 8.6 


SOURCE: 
Fourth Edition of ‘Ten Significant Ratios for Canadian Manufacturers’, published by The 


Canadian Manufacturers’ Association, percentages calculated from Department of National Revenue, . 
Tazation Statistics. 


DerrIniTion: Return—net profit before income taxes. 


TABLE 5 
Loss CoMPANIES AS PERCENTAGES OF ALL COMPANIES 


bees) a eS See 


Pharmaceuticals All Manufacturing 


(per cent) (per cent) 

POS Bere Acces tee eee acer See eye onase ean eomiweicer 25.65 27.65 
NGB A. scoveaiccece Sie. RTE eT ae es MN AETE co 27.54 31.94 
DG SI ed aR Re IN ee audh co Bev teaeicseastegeasganet case eeuste ee aeapoxousssaais 26.05 26.95 
4 ELS eR RS A AS ORRIN AES Oe Meh tcc x Poe NEN OE ORC ea 18.35 24.33 
TOD ety ad yon, Soke Behe asco: reer ake hae ea nae ga 30. 64 26.69 
(OSS) 5 ae aR Pe TN ROE SE FS Beat ee ee eRe REN, fo eerie 32.24 28.27 
TOS Oe aa ARS Slot a arth ote sce Ne cies Mago etedn teers vue 26.32 25.94 
TOGO Pe osha Nelacc cane, Neca thecal sitacaceoun Pees Meise ueceRer ah Lee ee ina 23.91 31.28 
1G) baa eeriea- se ret si ctRiuRi Han choca SEM ATER ESIC Ia SRA RRP cCReNe 22.73 32.85 
TOGO Ee, Sa a Sait erent ac Sr Oe Vee Poe Rae ARS 1g eR ee 42.86 29.89 
1 YG ae tee Ret eek aN. cRren Cs Sptemciny while cowie acento 22.28 27°12 

AWieTA Geta Rte). 4. thn CRA tae Lie, Bhiek. Sete Geta? cia meg 27.14 28.45 


ee SEW Pe a ee SS 


SOURCE: 
1953-1960 reprinted from page 372 of Report of The Restrictive Trade Practices Commission. 
Percentages were calculated from Department of National Revenue, Tazation Statistics. 
1961-1963 calculated from Department of National Revenue, Tazation Statistics. | 
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TABLE 6 


SSS 


Total assets of loss companies _Total sales of loss companies 


as a percentage of total as a percentage of total 
assets of all companies sales of all companies 
Pharma- All Manu- Pharma- All Manu- 
Year ceuticals facturing ceuticals facturing 
(per cent) (per cent) (per cent) (per cent) 
UG Ses Sete, eR ge Be 15.07 21.93 10.60 12.83 
UTE) 20 & ce ai Sa ea 10.92 20.47 6. 64 13.00 
TCO PRS ene Re ee Meee cy me 15.02 16.78 10.01 13.03 
roi necrm en, Ae wet Bers ek ees oe 7.08 21.91 6.52 15.61 
IO Oi terres Ey A BM SMR Oe oS wry wom em ch 16.28 16.54 14.82 12.97 
BUCO Tmt. oSR tea Tore tS Bins. 9.97 17.54 9.19 11.83 
PA VCTA PG Mets tai Ftne eves: 12.39 19.19 9.63 13.21 


a 
Source: Department of National Revenue, Tazation Statistics. 


75 


April 3, 1967 


DRUG COSTS AND PRICES 


9961 Joqure0eq 
‘UPD 12°0$=ouely | 


2674 


*pjos jou “wisur ¢/'9 ‘UOIpBdaGg ; 
°S.Q001 Ul Pos Jou sjyonpoid poysr'T 7 


SHTYLNNOO LNAddddId NI 


soOnud GHsN AINOWWOO LSOW AHL AO AATAML AO YATIVLEY AHL OL SHOINd AAILVUVAIWOO ONIMOHS WTEVL 


J XIGNddd¥ 


ee 


p[os jou $48} 001 "UOstLIB 2 Bune y OW] “ys1aAy “UISUL CZ" (s90uBysqns o1UeBOI}Sy) “oo SS UIBeUlOld) IGE 
pros 40u SqB4 QOOT 6 ae toe 4ssoi *($ -4d aqeydsoyd sulapoo x» vulayvo 
‘urjaoeuoyd prow otAorpes[A}a0V) tet eee ee A eaey. II 

pyos jou 848} O01 an egos “ee OUIO FY THD GQ teeters ree tes -“gprureynqjoy, “Tt “+ -Tousqgoy, “OL 
260 CZ ‘> sqeB} Og sense ee *ABIOX) "urs Ul OOT we eee eee ‘ouozeyng |AuoY o. ‘Td god FTI UIptozeyng 6 
9L°T OL *g qe} 0Z a felie|.¢ 6.-2isi's!e S mye (sie. «: om ies wie apiBeg "usu c sae “Jouwr}s9 Wy JOLpouAYye10 N SNC Marya eh Ne TCC SS . ‘plaoug 3 

pjos you sqeBy Oot 0.6, Sie: Mie ee 6 eee eee ee 09 » YJeA AA "UISUL 00F Ce ajevuIeqoideayy Fa. (6) 6 0's e671 8)6.0.0 .@ CW) 43 [Iuen by Sh 
E3°T OFS sqey 0S tenes “ayooy Bry -uUBUT JO “wmsUI OL see “aprxodozvip1opyO see eee eee eee oa “UNIT 9 
Gre 0L°ST SqB} OF “s"eurqod » dieyqg YLT z USUI 9¢‘0 *‘(quopOstupeidjAyyeul) vuoseyyowMIBxa(p uoipwoeg °¢ 

pyos jou sqey OOT ete. ehinl’ee a, H/siiuie (eluxelvns qqmbg sqzrun 000‘009 Ce uuntsse 30d 9) Ul[]IOTUO Ce wee “sprquog "Pp 
190 18°% SBI UZ ‘Qyooy BY-uUBULOTT BULTNUGS (hr © tga an cece a coisa * ajozexosy[ng ***** {id sed go’ uistiquBy “¢ 

plos jou SQqB} OOT (prureusAD) a[4apeT “UIBUL (CZ A aT She A OUTLOSO BIT eae emacs UWATIOLYIV °G 

pjos jou SUC OO Ee ee aoe ae ne ee O*— SARC IYIVg SULSUL(CZae pu aee ete ete = ORT nee Re a ibe ulyadAWIOLOLYD “Tf 

quepeainbay dog 9ZIG JOIN JOVINUB y}8ua1}9 OUIBN] DI18Ue4) eUeN ope 
uBIpBUuBD uslo10 J [BulsiuoO 
$ 
SIUVd 
9967 tequrso9gy PIOS 70U SOO] “WSU OOT ‘UIprozeing z 

“UPD B0'ES= Punog T “plOs 4Ou S,QOT “Wu g ‘plaocuyy + © 
821°¢ 9°SI'T QB} OOL " WOSLIGH 2 Buus yy OW ‘qssahy BUS UG Cp anu ernest aaa (Sooueysqns druasOLySy) Boe ee ULE LO TCE 

pos jou SCUTO)00L Bk oe ae ee 4Ssou we ‘1d aqyeydsoyd sulepoo = oulsyea 

‘urjoosuayd pot oy Adles[Aqooy) cee ee ee ee eee OCC Cys Ty 

pjos you 8qe} 0OT Sabo coda OctMEeS IOUIO FY WI GQ eer eet ees eptuemqoy, jousqowy ‘OI 
62 °g eGT aT 188} 0S2 ed ee “ABBY *wusuUr Oot seer “ouozeynqgyAusy Oe MST Rr OMe ed eyeres ulpl[ozeyng 
63's oe a I sqey 0g ec eee nee “O- 169g "mUSUl Gc ** [OUBIYSOTY Leph any [o1pouAyya10 NJ Ce plaocug 8 
C8°S 0°61 sqey Oot . 0%) » YqoA MW *UISUIL OOF CC i ee te oy BU vqgolda ed wie [tuenby “2 
Z0'¢ 0 a0 & sqe} OOL sete “OYIOYY BT -uUuBU OPT “usUul OL es aprxodozBI plop yO Ce ee WInIquy ‘9 
Il ‘FI Sel 'F 8q®} 001 “ee euryqod: 9 dieyg yolayy “UIs ¢)°0 __(auofosiapeid]Aqyour) quOSRyJOMIBXAd “Tt “““TOIpBvagd “¢ 

pres jou sqey Oot NAGS (o BLO OSLO Olehs eel e shel ae, a 6 . ‘qqmbg sjtun 000‘009 OC Ea oat ee Cee Im uinisse}od ny UL[[LorUeg Se ee aL OLe ee ee ee ee ee sprjuedg - 
OFZ 0°9T sqe} 00I “s gyooy B]-uuBLU JOH] So ad | Se arn --g[OZBxOsyNg °° ** soanoaougSS UISLyUBH “¢ 
£8°6 Zerg sq} OOT see eee **(prareuvs) a. lopo'y "wm3Ul 0SZ ww eee wee wee “eh gutpoAdBsqay, i urAWOIOV % 
SI * ET Z “FI ae sqvy OOL of sees 0D SIAR eyed "wsUu 0&s ee joorusydures0[y,) eee eee ee o* ul4adAUIOLOL YD = 

queyeatmnby ad1Ig aZIg JoINpOVINUV IY Yysuel}g OUIBNY O1LaUe4) SUIBN Opv1y, 
uUBIpBUuBy UsI910 JT [BUISIIO 
$ 
NOGNOT 


2675 


DRUG COSTS AND PRICES 


April 3, 1967 


9961 Jaq ula09q7 
UEIPVURD J100'0$=BIVT T 


26°T 09°TT 8q®} 06 
P[OS }0u 8481 000T 
POS jou Sq®} 00T 
99°0 06°€ §qed 06 
#8 69 6S 8qB4 06 
60 'T 00°9 Se} FG 
€0°T O."9 sduo ¢Z 
Ost 9¢°6 8q®} OT 
66°0 g8°¢ 8q®} CI 
$20 SVh SQ®B 06 
GI's OF ST 8q®} OT 
80°T 0F'9 8q®} OT 
Se 
queveamby ell g 8ZI9 
uvipeuey Ud19.10 7 [BUulstiC 


“UOSILIVTY 3 BuUdyOP ‘ysuoAW 


OPO DOO e CIS Gan AB1ax) 
pasuacaLecereasascapWae wae rene 6 Ont **-aqreeg 


Or) 2 YQoA 


“ayooy eT -uuBU yoy 
“euryod 2» dueyg YI1I AT 


eikekei seenonauiene eee “qqmbg 


Jomyowyn uv 


*p[OS Jou SI Su QOT uIpryezeqng , 

“[!uen() SI SoulBU UBITEIY ¢ 

“SHUN 000‘'00Z SI eTqQBITeAB YYSueI4s ATUO pue UITYOUsg Sl OWIeU UBBIT z 
‘SPOIPUNY JOU BE ,,SOZIg [BUIBIIO,, Pe}ST] as0y} ave afqeyreae sezis ATUO OUT, x 


“msu GraT eee ec es ee ee ereee (s9oueysqns oiuas014Sq) € 6 2 @ © stale bf © were ULIVUIeIg VAI 
a LS “(4 13 a7yeydsoyd 98ulepod pues 
SUleyBO ‘uljoovusyd ploe orAares| Ayoovy) PS TORE NS eae eager Wav be, 283 
WED) GQ ret teeter eee tcees “gprumemnqog, oot eee jouaqoyy “Or 
p UISU 002 0. 6:0 Owe (9) 00016. e.0 ele Obl ee Le eee ‘ouozeynqAuoyg a 0 0 @ 8 6.0 0 © «60: 008 uIpljozeyng 6 
“wmuUsUL c + 2°08 ge gs . “[OuBsysoyy Yq} JO1pous 390.10 NV 0.4.0 8 v eh 6 Wb 8 « + seek praougy 9 
*UIBUL 00F Ole) 58 BL et ee” eee jae 0 eee wets a ale pistes eyveureqoiday Cy al Me ACTON UA We eee SET a a AC iat Ey) etiuenbay ay. 
"wISUr OL siveeh ele atelip\ o's a seielinie .ehene le oe ‘eprxodozeips0pyo Oca e iia ari tenes UINTIQUy 9 
“WSU G)°0 2 * (eu0jTostupazdyAyyour) OUOSE YR OCLE RO (lim camer ena uoIpBdaqT °G 
s}1un 2000'0002 ¢:@), 69 Ye S66 Beaten hm eam urnisseyod >) Ul[[tomag WO eerie) ame ere eee ose zSplueg ‘> 
TUDO GQ ttre HRs HSB ae: “-grozexosyng citi titties uIsljURD -¢ 
“muISUI 0SZ yur yer t oa se) Slo, 0a Bene! o6 SO 8 a 6 tee eee ‘ourpoANRiqa J, #08" 66 S956, 60.8 6, oe uD AWOINOW 14 
"umSsul 0&Z oe 6) «8 6 28 €).e.80@ Cre 6 Cle. sae. 66 joorusydures0, yO see ee ee eeee urlqya0AUIOLOTYD *T 
yysuelg SUIBNY d1IeUe4y OUBN e8peBLy, 


$ 
a Sp Sn ee 


‘UPD 93°08 =ouwry | 
Sh ce SS i ee 


aNOY 


"S,0ST UL PfOs uIprfozeing g 

‘8,09 UI puv pIAvUy SB PfoOs praougq , 
*S,0G¢ UI pusw ‘ourvUNY s¥ pjos [rueNb” ¢ 
*PplOS JOu “wisur ¢7"9 ‘uOIpRo—aq ; 

*PlOS JOU S,QOT ‘UISTIQUBDd |; 


€Z°8 C6 °SE Sq®1 0OT ""“UOSLIIB FT  vuusyopy ‘ysiaAy GULLS UG? Siig aloe eps ci rte (Sooueysqns o1ueBOIjsy]) “cote ULIBUIO I 
pyos jou sqe} 000T sees alas} suena res see “4SSo.LT tee ee eens (2 “13 a}eydsoyd auleapoo pus 

suleHeo uiZoowuayd pie o1[AorRs[Ajooy) S CROs 

pros Ko)s4 sqey O0T set wee Peete eee I9ulO FT "uSUr ec 0 Meee eee ener e cranes wee ee eens aprureynqyoy, chee eee ace eo arehete erelete JOueqo yy, 

0¢ Oe 00 "FL 98GB} OST ee ed @ 10a) 6.e'h6|'6 as, ee ee “ABIOD) "wmSsUur Oot ees er eer ececenceons © eye etetetete ** “euozeyng[Ausyq 0} @6iLe,,0). 0) 8) 0 .ehnr emcee ulpTjozeyng 

80'S CE'0Z pSQB} 09 a ae ar) OSE Ue CI A Me Tur) apIveg *UISUI Cc Fee ee wees [OuBrjsoyy gts [OrpouAyyo.10 eee a a a a F praoug 

18°61 0S ‘1g 28QB} 0SZ Ce ‘0D » YqoAM *mUSsUI OOF OL 41.6) Piel ele wp shea ee aie arate “**-9qyeureq oid fy Ce | sea Truenbay 

e) V4 G6 ‘OL sqey OOT se eee eee aqooy BT -uuBvU JOP 06s 1008 OL Ol itihe wwe A) 'o) S16 0) 16, 0) OLE) 4,8 O16. ale) aprtxodozeipiofyg C19 @) @ £0 0 hehe ee 8 eae wUINnLIquy 

LE°F 0¢ LT SQe1 00. ~""""** euryod » duvyg yous z UISUI 0G*Q ~* ‘(auoTOstupead(Ayjour) SUOSUEROULESO Gil 9s any ats au uoIpBoIqd 

pros j0u sqe} OOL qqmbg sjrun 000009 SY Am) al'el oe? ot el alete? eh aed we! untsseyjod y uly[lorag On. 67 0) 8) wo 8) Lee Oe ® Ole a he sprquog 

LUZ 01°8 182} 0¢ “-ayooy ey-uweur yop] TUN GQ coor SPareteisnte. Sed “*-QTOZBXOSYNG “oor treet eters UISTIIURD 

OF 22 09 68 sqvy OOT aime OY.8 LaLeie: (prureusAn) 9[lepe'T "mSul 0SZ oF wat States 0b get’ et of wi Sl ele) wal Ae WO ¥."0,veme"p, a “ouTpoA0Bs49,T, eC ad unAmOIyOy 

98°6 Cr'6s sqey OOL TFs E506) SIAR dYIVT *musu 0SZ ey sree “sss Tooruaydureiop ya, See eee ews as UTyIVAUTIOIOTYO 

quereAmn bay ool eZI1g JaInpoBnuv py yysue9 oUIBNY O1IaUar) OWICN Opes y 
uBIptuey us1910 J [eulZs1oO 


a ee ee ee ae ie 


“él 


$ 
S07 SIRT IS alc on penn em a NS ata 


aNuag 


ves 


et eee 


i 
S 996T toqurene8 Cd] ‘plos qou sdvo QoT ‘unqry s 
pe uvrpeuey) 66°0$='S'N 00'T$ “pfos jou szrun 000'009 *SPryued 1 
Ce SS a 
> 61°9 669 Sqv1 00 °*‘uoSstueyy = Buus ‘JsIoAW "mg0L Cosy | eis (SoouRIsqne OluesO1gs)) ~~ oe - 2 Pe ULTEUL Ody Gh 
Q pros jou FSG REHUOY OY IY ee sees ak eR a 4ssoly **(3/T ‘18 aseydsoyd sutepod » sulejyeo 
x “uryeoeuegd prow opAorpespAgeoy) “ COC em i 
pyos jou 151th Raa Te ata oul0 yy so ot" Ay | aa a ea aprmeynqjoy, "7 “ss ss-T0UaqOW “OT 
Ik °9 C3 g $qBy OOL ee eaee wee ee eee tee eee eee ABO "usu OO see e eres se cres three eee “quozeyng{Ausyg See eee . “ulpyozeyng 6 
OP 6 92 °9 sqBy OOT elaMamerty te tate tel state cts palette a ae col ote ne apaeeg "WUISUI G see ee wees Jouel4seayl ygia [erpouAyy.10 stew eee se ee eee proauq ae: 
9Z°9 08's SqB} OOT wee w eres © o piel leasiiere 0D 2) QoL M "USUI OOF ete) 6 (0 le ietelale so te aie 6 10 Tabet! ee eeee oyeuregq odo jy fe Nels Neste tig ts tm. teense . *jruenbryy ai) 
8) se 0g we -Sdeo 0g oe 6.6 ey 6 6, oss . “OYOORT BT -UBUI FTO FT *wsul OL Dig Or es le a) . see ee ee eee ee epixodozerIps0[ yO Pee ee ee ee Ct a ee | UIUNIIQuy 9 
0L°ST to FT SOuOOIe 9° ouryod » dueyg yoo “mSUL Gy" «= * * (aUOTOSLUpaId]TAY Jour) suosByyourBx9d, ~ “"uoIpBoeqd °G 
(ew “OL t6 6 SYBy OOL ova eae eel pe) 6) 80) we aw were ore par ste qqinbs 18}tun 000‘00¥% © 6 te \n ele Tere "ete eee “0 ee te uinisseyod y ul][lomeg ole ee 6 6 wre ee © se “sprqueg is 
LI ze +6 Ve SqBy OOT Pore ek erat eT CK A ee aC syooy eT -UBUL JO FT Ws G 0 see eee pb iets «be oa 6/60 © we ee 6 a BO O[OZBXOSY [NG o1e y0 ja."erre Le wenaneniel (db: UISLIJSUBX) Be 
GT “OI 96 FL sqey OOT CeCe Ca (prarvuBsg) aptopoT "UIs UT 0Sz peewee ewes sees setae ‘auypoA£0B149,], set wee uDAWoIyoy °Z 
7) +0 "Ee 09 "0g sqe} OOT e068) ee #186 e 8.8) 518 18 [00 SIAGG oyIVd *muUSUl 0SZ ae ss elle "ds ‘ps ty eu 0s Yo fe\8 0 016 .o “joorusydurei10[ gO ee uryooAWIOLO[YO ait 
yy 
oo 
oe queTeAtin bay oll OZIG IOIN}OCINUB IY Yysuelyg eWBN oeuer) OWIBN 9pBLL 
A, uBIpBUer USTOLO [BUISIIO 
(a) $ 
= 
x NOLSO ice) 
12) é ~ 
B O96 tog U19 99 CT “PlOs Jou “tasur QOT ‘UIprTjozeyng ;z 
G UBIPVUBy 12°03 = ABN *pfos jou St ¢/[Q ‘UOpIBdII 1 
° pos jou sqv100T °°‘ uoSst1eyy » Bue OW “‘qs10Ay 30.0 tre Ab0 Io A pm ane ae a aR ae (Sooueysqns oluesOI}SW) “TT ““ULIBUIOIG “ZT 
6) _pjos you SOME ODOT. cit EE Fs Nebouy.  « WRaame Sool sas (8/T "3 ayeydsoyd aulapod » 
=) oulayyBo ‘urjeovueyd pre: OLPAONCSTA 100 Va)E ae eet CCC eT 
ioe pyos you gee. ggT terete aan Pant JoUIO FY ESET. dere eatin ens aes eprarwongyays ose ‘Jousqoy “OT 
Q SI ‘Fy 1¢ eT Squy OOT O.0. 8, og 6) s 0,8 oa » Sue Ae eee ye ote: > ie ASIO4) ; WSU 002 ee auozeynq,Audy J rd uIprjozeyng 6 
pyos jou sqRy OOT Or Re) CPP a tal er ee voce PCs ury apIvag “wsur ¢G PaRe) wubb eben =: [OUBIISOT Gp jorpoudA T4910 N wee eee 5 6 08 a) 0, © jexeue! ploaugy 8 
pos jou sqey} OO SHPeCMEPr rt) Oy ce) CeCe COANE) ‘09 » YIOA MW "wsuU OOF Ce eC eC Pe escere ayeureqoide fy “WCE E ee eeee [ruenbay + 
CT "9 09 7m sdvo OOT sue)’, apepayis, 0) Ween ayoory BT-UBUT JOP ‘ULSUI Or eC ec ce . ‘aptxodozetpsop ya sees . “uUnaAqry 9 
16°2 GE °6S SCHEIN) ihe maemeee Ba: emyod » davyg Yossy sul e"Q = * ‘ (QuOTOSTUpaid[AYJou2) euoseyyouBx9d “TT “uompRoeqd °G 
pjos you sqey OOT 256) SAL age le 2 eke 6) see 6 ade aye ke Veg qqmbg syrun 000° O0F 2. 6(M/b_ 2 50)4 1600 06 0-e B)ieis. unnisseyod +3) UlT[LOIUa CM PCS et CRIs Cla ia Nt et sprqueg ‘- 
9¢°Z 1S°6 sam) QOL oe ayooy, Bry-uweUryyory Teg) noe epee teats “= -gfozoxosyng “70°14 * oo USER “e 
GG 74 C6 06 Sqvy OOL ee (prureue’)) a[lapey “uIsUr 0SZ oO eC Oe ae bY em Pr eee outpoANBIqO J, eee eee cee ‘urpATIOIYOW a6 
02 aa 9G “Gg sqey OOT 0547 8)-8 450, 6 2 o m0 se . o@) STAB OyIe I "wsul SZ . tree eee ‘joorusydurB10[ 4 seene “urlqooAUIBIOTYD Th 
queyBainboy ool aZIQ IOINPOVINUG I yysuelyg OUIBN Ouse) OUIBN Spel], 
uBIpBUuBy,) UsI910 JT [BUISLIO 
$ 
© 
© NNOG 
N 


2677 


DRUG COSTS AND PRICES 


April 3, 1967 


"9961 10quTeD0q 
SD 2eT°P I 


UvIPeUBy 26'0$= 


62°9 62°9 SqB4 QOT “Uostey p vuuayoy ‘ysiohy 
pyos you S481 000L clint ttttt teers 4S80.1q 
pos 4ou BQO ONT tte ee ect aee IOUO TI 
Tg “9 cg ve) Sqey OOL $:°6) 80) © we ee ite (ere. 66 6. Oiphe « o 8) bilamtpy ABIX) 
9F 6 92°8 sqe1 oor octet 6 aioe “+ -greeg 
FEL 08°9 sqeBy OOT Oe 86 FOMe ETS) cio) Wee: of a lake (oye) a9) YAM 
v8 '& 99°& advo Og ae Syooy vr] -uuewl yoy 
99ST 0G FI SAPLOOLS occas ce omYyod MP divyg yore] 
€2°OL $6 6 sqey OOL COs ee) Be (eid eo: v0. m Pals Wels «Mies 4: qqinbg 
9I'€ &6°S SIH EUOE ee 88 eR sypooy BT-uuemyoH 
CT ‘OL 96 al sqey OOT tee ee ee we aoe (prureuvdsd) e[lepe'T 
#0 ee 09°08 sqeiqol oct 9 a Baw ‘02 SIAR eIeg 
jusyeamnbay ool aZIg IaMyounue yy 
uUBIpBUBy USII1O [eulsti¢ 
$ 


‘9961 Joqure0eqq 
uBIpeUBD %6'0$="S"A IeTOP | 


62°9 62 °9 $q®1 OOT " WOSTITG ET Y Buusyoyy ‘QsieAW 
pyos you BQB) OOOT™ ta ett tenet eee ee estes 490.1, 
pyos jou SqeL00L ott cee nen see rousO}] 
Te “9 cs *e sqey OOL eee er ee eer ee esos B. CUGhe\6 vee se 6 ABB 
9F'6 92°8 SqB100L occ hes ne o's RE opre9g 
ZO'°L 0¢ "9 sqey OOT ed setae --"06) oY) qqeAM 
9¢"e 0e"e sqvigg ott renacre ayo wy-uueuryoqy 
99 ST 0S FI OI ODE GES OS ‘ouryod @ dieyg yous 
ger ee'IL sqey OOL ee ey “qqinbg 
LT'& 56°C S487 00T "8st eyoou, vy-uueuyoyy 
GT 9T 96 FT 8qe4 0OL 7°" ***(prureuvA) ap19perT 
v0 &€ 09 08 237100 ne TOF SABC OYIV 
quopeambay ool aZIg JoInoRjNue yl 
uBIpeuey USIO1O WT [eulst9C 
$ 


—6$6V6t “Mm SSS 


"UIBUI OZ *T 


"WX °0 

"  WUBUT OOT 
"USUI ¢ 
“VIS OOF 
“USUI OT 
“wIBUr G1") 
SUN 1000‘00F 
"UID 60 
"VUBUT (SZ 
"WIBUT GZ 


qys00199 


SHIGONY soy 


‘WISI CZ"T 


"UL $°0 
“UISU (OT 
“USUI G 
“USUI OOF 
“UISU OT 
“UISUI G)°0 
S}IUN 000'00F 
EDS 0 
“WSU (CZ 
“USUI (CZ 


plos you sdvo QOT ‘unaqry ; 


ae  oprureynqya yz, 
***9uozejnq,Aueyg 
Spe [Ouvi4seyy Y4IM [OrpouAYyoI0 NN 
OS) STE Wis, Sr ehele. Ba alate ma@ ws)0 6) S\ei= eyeueqoidayy 
WSE 666000 86a) 6) bi ele) 8) a tomes eprxodozerpi0[ ya 

"*(euopostupeidjAyyow) suoseyyourexeq 
‘urnissejod 4) ul[]Iorueg 
Boras ae Titers sees gromexosiying 
OS 8 6.0\ 86 © OR ee paces) aidiial © 0) 6). kb,» eee euTpoA0B149 J, 
S20S actng ina SOOM aes joorweydurer0jy5 


eWIBN oL1eUe4 


PIOS Ou szTuN 9O0‘009 ‘SpIyUEg 1 


svauenarelenehe trek ere sie Veae ousqoyy “Or 


= ; 
ae 
= 

og 
esta 


. 


Nod Has Sr od 


meters saese aves ee uINLIqry 
* woIpBoIq 
Digjetsrs seen Uetenee See sprqueg 
“UISTIQUBY) 
SL Td i Tar mr Sat eit unAWOIpOy 
AL a a pL urjyaoAWIOIOTYD ‘T 


eWeN epeiy, 


PfOS you sdvo OT ‘umnraqry z 


met cnsentorananhcciat a (ard aes roe Moet ot epraremqjag 
es “-ouomngnsuan 


--ajoaeebeny ng 
“ouTp ADSI}, 
es serene Bae 


qysuelyg 


OUIBN OTIUd) 


ODVOIHD 


PIOS JOU Sz1uN 990‘009 ‘spryUeEg 1 


orate elerar biel p aia eratate jousqoy, 


Ee 
t=! 

oR 
AA 


“UINLIqVT 
*““worpBoaq 
Sn epi gee 
at ate: mE 
ee 6 Ore ane, 6 6: 6a “uraAMIOIYOW 
0 (e @reee 6\@ “urlyooAUIOLOT GO 


ANOS SONAS 


aWeN IpeBly, 


S88—«—=@=$—$—$9mRmwuw9WwT#SNNTyN9 oo 


79 


25730—6 


DRUG COSTS AND PRICES April 3, 1967 


2678 


‘OOT UBYY 1oY4O Sor}yTZUBNb 10; seorid UIOIy poYBNITVg y 
‘a qIssoduat suostiedur0s Suryeul Y{Sus14S JWeIa]JIp B UL PjOs 10 pjos you --- 
‘BpBUuBy Jo opIszno Yons s¥ pos you av AoYy Sv 9[qvy 9}IsOodw0d UL pepNyouUl jou ov 8.ZzZzZ puB JOUsqOW ‘spryueg 


9€°9 62°9 6L°9 6L°9 =e G8 °6 £3 °S St 8L°¢ Oot ot etl Pee Ee OT i 
819 Tg °9 Té°9 Te °9 v=; re +&8 °C «8 'T «61'S OoT 9 gee et DIOZe NE 
OL °IT 9F'6 976 976 ie. +06 61 *LV'8 *08°8 *0L°L COTE ES aie eae [DASH GTL 
06°24 veh 60°L 9¢°9 tS +G6 0 «GIG pas G8°S Oo oeeeeses ss Truen boy 
‘dorzeltdxe quayed OJ anp = *L. *89°L «61° 99-1 4 ia «619 €1°G *99°E 60'S oor be RHEL LETT 
pezonbd sem aorid sty}, 89 FH LT 99 ST 99 ST OL °ST yore +06 ST Pee <n [eal OOT Se UE PHEG 
“Is %0¢ Jsowlye peonpal FF 91's LIS LTS 99°% #G1°& +0E'P *G0° OF '% OTS Syn ars i Ee) 
weed oAvY UTZeOAUTOIOTYD =— G9 "LT ST OT SISOL Sr or GSo'FG x09 61 OF 63 as. £8 °6 OOTGRE Vsccceae upAWIOIYOV 
JOY uMOoYs soold “g'f) F9°EZ F0&8 FO Se v0 €é OL *L1 «80°11 98°6 = STIL OOT "** “ulgeoATLOLO[G 
SyIVWEYy VaVNVO eval von Vso ANVNUGD ATVIT ‘ZLIMG GONVUY GONVIONG Aqrtjuenty sWUIeN ope1y, 
Sejesuy SOJT OsvoIyD moysog uuog heocope euleg sued wopuoT 


ee ee eee 
YaTIVLEY AHL OL SHOId GAILVUVdWOO JO ATAVL ALISOdNWOO 


eee 


9¢°9 sqey OOT 2 “UOSTIIV FT 4 Buuey oy ‘qs1aAV "usw CZ a eee eee oe. ee ee eree (soouvysqns dIUeSO1ISy) * Ce ee rd ULIvUIOI TAL 
18 “Cl sqey O00T BOLO) ae 6) 2 see ‘6 6 0.0 nie els 9.8 4.6, 6 © 0.6.6 a0 a) 6 0) 4 6 6).0 eh Ole. o es 4ssoL Ew Cet at ir eC ee ale “18 ozveydsoyd 9@Uulapod BY) 

oulojyeo “UNeoeneyd pre orAorpus[Aja0V) » lp ccmascemmia ‘Rmaincs wan AE Epp) |! 
0S°2 - $qvt 0Or age suaieaaial wie ete ety MIMS SSeS! ene BR a ins eeaVers ayotel eforsues oUIO FT UD CQ ttt tree ere ‘aprurenqjoy, “7 JOUaqOIW “OT 
8I°9 sqey O0T ne 6. \e ‘Ome die. Ake ee SMS ASS Geeae TAS TOS) “ws UL OOT eee eee rere eee esses ee eeae auozeyngypAueyg Fim ass); SMUD TOZwAN Gy 6 
OL qi sqey OOT by ne! sues)» eke ee ee CRMC ert witnaes Tee eC ajlvag ‘ud Sur G eet ee wae [Ouvrsoy YyAL JorpouAyy4er10 NI Cle > Hi0 wile of sive © ele piterala praocuq 8 
0Z ee sqey Oot @ 6, Sus! Oke 0:'e..9116) a wip ee ele se sia amie eee Yaa oo 0—d » WIAA MA “ws Ur 00F PU a a eC Peet ht vay at Ate at ot ayeuleq olde eocerre ere eee eeeeeees [tuenby iy 
0Z “iy Sqr} OOL ee at SUR keene 60 ele 60 6 were ayooyy By-uBULjOPT "ws U OL Suet te lem, Be ee rd aprxodozeipiojyyo CC a ary UINIGVy 9 
Pr LI SOUWOOas ote? We oS eumyod » divyg yor1ep[ ‘UIST G10 = *- (QUOTOSIUpeid]AYJoW) sUOSeyyoUIBXEq “TS “""mOIpBdeq] °G 
OL ‘IL Sqey OOL a ey no 9.6.98 a up vies @.0 (Ba: Oke) @ 'e 6 aw ee ons breLs qqinbg sjtun 000 ‘009 @ aye oe we) 6. e simue sus) bin uinisseyod y UIT [LOIUOg eeeeseevecececsevesss spiyueg 2 
as squigol 7" Ls eSNG ok cese “+ -gyooy ey-uBU yor] wnjeo Cc: igs eakstnndisy ap ares cinerea gjozexosyng cost uIstI]UBD) “g 
29 “LT sqey oor ES-.8) € due Sele Ope ele as) o:614,/s, ee eee (prueuecsy) eptepe'T “~wisuUul 0Sz QS 6 aw oe) e) «eee, Re eusue) elders or eae “eUuIpOADBIYA [, oe stewie @ ie ase @ «6 uldAWOIYOY 2 
#9 [er sqey Oot ee Ae Lee Cer) aw Mt ie oe et te 2) (RS S(6 64.1970) ©) 86: roy@) SIABG oyied “ws Ul 0&% bone. 2 © 0m ane) Beth mie ovelLmin eh ele = [Oorueydurei0(y seetoeeees ulyoDAUIOLO[YO T 
aug aZIg JaInzoujnuvyy yysualyg eUWIB N olleuer) OUIBN Opel], 

ueipeuey [BULstIO 
VMVLLOQ—OLNOXO J, 


—— — ———— ~ _ — — —— ——_——— SSE 


80 


April 3, 1967 DRUG COSTS AND PRICES 


APPENDIX G 


2679 


MARKETING EXPENSES (1964) OF 41 COMPANIES (MEMBERS OF PMAC) 


ea. ee 


1. (a) Field Selling Expense (Including supervisory and repre- 
sentatives’ salaries, living expenses, cars, meetings, 
PAUIDINENG Cle prrete ee ce tik tea Mie Se Gitnun eines 

(6) Administration of Marketing, Selling and Advertising 
Function (Management and staff services, home office 
salaries and other expenses of the marketing department, 


2. How much Did You Spend on the Following During the 


Year: 
(a) Medical Exhibits and SPACOM anak Ae wy a 
(b) Medical and Pharmaceutical Journal Advertising...... 
‘ Direct Mail Advertising. 161... .aewassdrnevrocmecer.. 
d) Samples (This refers to promotional samples only and 


does not include assay Samples eyes) A oeeen ey aan Ae 
(e) Other: 


Total Physicians’ 

for year Information Other 
$ 16,844, 633 $ 12,176,598 $ 4,668,035 
4,694,395 3,567,047 1,127,348 
11, 488, 533 9, 980, 869 1,457, 664 
$ 32,977,561 $ 25,724,514 $ 7,253,047 
229, 357 190,958 38, 394 
2,331,527 2,118,005 213, 522 
2,739,423 2,509, 965 229,458 
3, 939, 446 3, 702, 215 237, 231 
1,704, 459 1, 299, 882 404,577 
494,321 331, 645 162, 676 


$ 11,438,533 $ 10,152,670 $ 1, 285, 858 
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MINUTES OF PROCEEDINGS 


THURSDAY, March 2, 1967. 
(50) 


The Special Committee on Drug Costs and Prices met in camera this day at 
9.50 a.m. The Chairman, Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout, and Messrs. Asselin (Richmond-Wolfe), 
Brand, Enns, Harley, Isabelle, MacDonald (Prince), Mackasey, MacLean 
(Queens), Orlikow, Rynard, Tardif, Yanakis (13). 


In attendance: Mr. A. M. Laidlaw, Q.C., of Ottawa, Legal Counsel for the 
Committee. 


On motion of Mr. MacDonald (Prince), seconded by Mr. Isabelle, 


Resolved,—1. That the supplementary submission to the Comittee by the 
Pharmaceutical Manufacturers Association of Canada be printed as an appendix 
to the Committee’s Minutes of Proceedings and Evidence (See Appendix “A”). 


2. That a letter dated February 24, 1967, addressed to the Chairman of the 
Committee and signed by Mr. J. E. Halliday, Chairman of the Canadian Con- 
ference of Pharmaceutical Faculties, and Mr. F. Norman Hughes, President of 
the Canadian Association of Deans of Pharmacy, University of Toronto, contain- 
ing a statement re: The Extent of Pharmaceutical Education required by Modern 
Pharmacists; and re: Safety Factors provided by Pharmaceutical Services, be 
also printed as an appendix to the Minutes of Proceedings and Evidence (See 
Appendix “B’’), 


On motion of Mr. Isabelle, seconded by Mr. MacDonald (Prince), 


Resolved—That a letter dated February 20, 1967 to the Chairman of the 
Committee from Dr. M. Pernarowski, Ph.D. of Vancouver, Associate Professor, 
the University of British Columbia, and the enclosed copy of speech made by him 
at the University of British Columbia be printed as an appendix to the Minutes 
of Proceedings and Evidence (See Appendix “C”). 


The Committee discussed the availability of the Evidence given on February 
14, 1967, when the brief of the Province of Alberta was presented. 


Ordered—That a copy of the unedited transcript be made available for the 
information of the Members. 


The Committee discussed the format of the report to the House. 
On motion of Mr. MacDonald (Prince), seconded by Mr. Brand, 


Resolved—That the “Second and Final Report to the House” submitted by 
this Committee be reproduced in booklet form; and that 1,500 copies in English 
and 1,000 copies in French of that booklet be printed. 
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On motion of Mr. Isabelle, seconded by Mr. Brand, 


Resolved—That the Chairman be authorized to arrange for the employment 
of a steno-typist to assist in the completion of the Committee’s work and that 
such steno-typist be employed on a casual basis at the salary rate of the 
Members’ stenographers. 


The Committee proceeded to the consideration of Chapter VI of a draft 
report to the House. 


At 12.30 p.m., the Committee adjourned until after the Orders of the Day. 


AFTERNOON SITTING 
(51) 
The Committee reconvened in camera at 4 o’clock p.m., the Chairman, Mr. 
Harry C. Harley, presiding. 


Members present: Mrs. Rideout, Messrs. Brand, Harley, Hymmen, Isabelle. 
In attendance: Mr. A. M. Laidlaw, Q.C., Legal Counsel for the Committee. 


The Committee resumed consideration of Chapter VI of a draft report to the 
House. 


At 4.50 the members being called in the House for a vote, the Committee 
adjourned until 8 o’clock p.m. this evening. 


EVENING SITTING 
(52) 


The Committee met again in camera at 8.30 p.m. The Chairman, Mr. Harry 
C. Harley, presided. 


Members present: Messrs. Brand, Enns, Harley, Hymmen, MacDonald 
(Prince), MacLean (Queens), Orlikow and Rynard. 


In attendance: Mr. A. M. Laidlaw, Q.C., Legal Counsel for the Committee. 


The Committee resumed consideration of Chapter VI of a draft report to the 
House. 


At 10.15 p.m., the Committee adjourned to 8 p.m. Monday, March 6. 
THURSDAY, March 9, 1967 
(53) 


The Special Committee on Drug Costs and Prices met in camera today at 
3.06 o’clock p.m. The Chairman, Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout and Messrs. Brand, Harley, Howe (Hamilton 
South), Hymmen, Isabelle, MacDonald (Prince), Mackasey, MacLean (Queens), 
O’Keefe, Orlikow, Rynard, Yanakis (13). 


The Committee considered a draft report to the House. 


At 5.55 p.m., the Committee adjourned to 8.00 o’clock p.m. this evening. 


E 
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EVENING SITTING 
(54) 


The Committee reconvened at 8.15 o’clock p.m. The Chairman, Mr. Harry C. 
Harley, presided. 


Members present: Mrs. Rideout, and Messrs, Brand, Sarley, HOWE 
(Hamilton South), Hymmen, Isabelle, Mackasey, MacLean (Queens), O’Keefe, | 
Orlikow, Rynard, Yanakis Ci2)); 


The Committee resumed consideration of a draft report to the House. 


At 10.20 p.m., the Committee adjourned to 1.00 o’clock p.m., Friday, March 
10, 1967. 


FRIDAY, March 10, 1967. 
(55) 
The Special Committee on Drug Costs and Prices met in camera today at 
1.10 o’clock p.m. The Chairman Mr. Harry C. Harley, presided 


Members present: Mrs. Rideout and Messrs. Brand, Harley, Howe (Hamilton 
South), Isabelle, Mackasey, MacLean (Queens), O’Keefe, Orlikow. 


The Committee resumed consideration of a draft report to the House. 


At 3 o’clock p.m. the Committee adjourned to 9.30 a.m. Tuesday, March 14, 


TUESDAY, March 14, 1967. 
(56) 


The Special Committee on Drug Costs and Prices met in camera this day at 
9.55 a.m. The Chairman, Mr. Harry C. Harley, presided. 

Members present: Mrs. Rideout, Messrs. Brand, Harley, Howe (Hamilton 
South), Howe (Wellington-Huron), Isabelle, Mackasey, MacLean (Queens), 
O’Keefe, Orlikow and Mr. Rynard Cla 

The Committee resumed consideration of a draft report to the House. 

Agreed,—That a letter from Mr. J. J. Frawley, Special Counsel, Executive 
Council of Alberta, dated March 8, 1967, with reference to a statement quoted in 
Dr. Steele’s brief be printed as an appendix to the Committee’s Minutes of 
Proceedings and Evidence (See Appendix “D”) 


At 12 o’clock noon, the Committee adjourned till after the Orders of the 
Day. 
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AFTERNOON SITTING 
(57) 


The Committee reconvened in camera at 4.15 p.m. The Chairman, Mr. Harry 
C. Harley, presided. 


Members present: Mrs. Rideout, Messrs. Brand, Harley, Howe (Hamilton 
South), Howe (Wellington-Huron), Isabelle, Johnston, MacLean (Queens), 
O’Keefe, Orlikow and Mr. Tardif (11). 


The Committee resumed consideration of a draft report to the House. 


At 6 o’clock p.m. the Committee adjourned to 8 p.m. 


EVENING SITTING 
(58) 


The Committee met again in camera at 8.10 o’clock p.m. The Chairman, Mr. ~ 
Harry C. Harley, presided. 


Members present: Messrs. Brand, Forrestall, Harley, Howe (Hamilton 
South), Howe (Wellington-Huron), Mackasey, MacLean (Queens), O’Keefe, 
Orlikow and Mr. Rynard (10). 


The Committee resumed consideration of a draft report to the House. 


At 10.10 o’clock p.m. the Committee adjourned to 9.30 a.m. Thursday, 
March 16 at 9.30 a.m. 


THuRSDAY, March 16, 1967. 
(59) 
The Special Committee on Drug Costs and Prices met in camera this day at 
9.45 o’clock a.m. The Chairman, Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout, Messrs. Brand, Enns, Harley, Howe 
(Hamilton-South), Howe (Wellington-Huron), MacLean (Queens), Orlikow and 
Mr. Rynard. 


The Committee resumed consideration of a draft report to the House. 
At 12.15 p.m. the Committee adjourned until after the Orders of the Day. 


AFTERNOON SITTING 
(60) 
The Committee reconvened in camera at 3.45 p.m., the Chairman, Mr. Harry 
C. Harley, presiding. 


Members present: Mrs. Rideout, Messrs. Brand, Enns, Harley, Howe 
(Hamilton South), Howe (Wellington-Huron), Isabelle, Johnston, MacLean 
(Queens) and Mr. Orlikow (10). 


The Committee resumed consideration of a draft report to the House. 
At 6 o’clock p.m. the Committee adjourned to 8.00 o’clock p.m. this evening. 
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EVENING SITTING 
(61) 


The Committee reconvened in camera at 8.30 p.m., the Chairman, Mr. 
Harry C. Harley, presiding. 


Members present: Mrs. Rideout, Messrs. Brand, Enns, Forrestall, Harley 
Howe (Wellington-Huron), Hymmen, Isabelle, Johnston, MacDonald (Prince), 
MacLean (Queens), and Mr. Orlikow. (iz). 


The Committee resumed consideration of a draft report to the House. 


At 9.45 p.m. the Committee adjourned to 8.00 o’clock p.m. Monday,March 
20. 


Monpay, March 20, 1967. 
(62) 
The Special Committee on Drug Costs and Prices met in camera this day at 
8.10 o’clock p.m. The Chairman, Mr. Harry C. Harley, presided. 


Members present: Mrs. Rideout, Messrs. Asselin (Richmond-Wolfe), Harley, 
Howe (Wellington-Huron), MacDonald (Prince), Mackasey, MacLean (Queens), 
Orlikow, Whelan and Mr. Yanakis. (10). 


The Committee resumed consideration of a draft report to the House. 


At 10.10 the Committee adjourned to 1 o’clock p.m. Tuesday, March 21. 


TUESDAY, March 21, 1967. 
(63) 


The Special Committee on Drug Costs and Prices met in camera this day at 
1.05 o’clock p.m., the Chairman, Mr. Harry C. Harley, presiding. 


Members present: Messrs. Asselin (Richmond-Wolfe), Forrestall, Harley, 
Howe (Wellington-Huron), Hymmen, Johnston, MacDonald (Prince), Mackasey, 
MacLean (Queens), Orlikow, Tardif, Yanakis (12). 


The Committee resumed consideration of the draft Report to the House. 
On motion of Mr. Forrestall, seconded by Mr. Orlikow, 


Resolved (unanimously) ,—That the Report to the House be adopted and 
that the Chairman be ordered to present it as the Committee’s Second and Final 
Report. 


On behalf of the Committee, Mr. Orlikow expressed to the Chairman the 
grateful appreciation of the Members for his able and sympathetic manner in 
which he presided over the meetings, and for his assistance in the preparation 
and adoption of the final report. 


At 2.05 o’clock p.m. the Committee adjourned sine die. 


Gabrielle Savard, 
Clerk of the Committee. 
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APPENDIX “A” 


SUPPLEMENTARY SUBMISSION TO THE 
HOUSE OF COMMONS SPECIAL COMMITTEE 
ON DRUG COSTS AND PRICES 
BY THE PHARMACEUTICAL MANUFACTURERS 
ASSOCIATION OF CANADA, FEBRUARY 1967 


As the Committee is no doubt aware, various witnesses who closed out the 
hearings gave testimony on several critical issues that is in conflict with evidence 
presented by Dr. Irwin Hilliard, the Canadian Medical Association, the Canadian 
Pharmaceutical Association, the Patent and Trademark Institute, and PMAC. 
Accordingly, we respectfully request that the Committee receive and give con- 
sideration to this supplementary submission in lieu of a further formal appear- 
ance by PMAC. 


In his testimony, Mr. David Henry, director of investigation and research 
under the Combines Investigation Act, proposed that drug prices could be 
lowered by means of licensing imports. His proposal depends on the assumption 
that FDD can guarantee the safety and efficacy of all imported drugs. As Mr. 
Henry himself stated, if the FDD cannot provide this guarantee, “then the 
exercise comes to an end.’’ The Directorate, of course, was never constituted to 
perform such a mommoth task. Dr. C. A. Morrell, testifying before the Com- 
mittee on Drug Safety when he was FDD Director-General, said rightly that 
you cannot put “‘government-approved” on a drug. 


His successor, Dr. Chapman, told your Committee in his last appearance that 
it is essential to inspect all imported drugs for purity and quality. But surely it is 
equally imperative, as has been pointed out by both Dr. Hilliard and the chief of 
FDD’s pharmaceutical chemistry division, Dr. L. Levi, that safety should be 
considered in terms of efficacy. This, of course, applies not only to imported 
drugs but also to the question of compulsory licensing of secondary domestic 
manufacturers. Unless a secondary manufacturer can prove to FDD the clinical 
equivalency of his product, then he cannot rely on the medical information 
developed and provided by the originator through experience with his own 
preparation. 


The problem of therapeutic equivalency is still an area of great complexity 
and limited knowledge, as evidenced in the recent announcement by the United 
States’ Food and Drug Administration of a major research program with an 
initial expenditure of $5 million. In the public interest, we therefore urge the 
Committee to step warily in making any new recommendations that would 
create fresh problems in this area, at the same time repeating our wholehearted 
endorsement of the Hilliard Committee proposals which should be vigorously 
applied through new legislation or regulations. 


Mr. Henry and Dr. Henry Steele, the associate professor of economics from 
Houston University who appeared on behalf of the Alberta government, have 
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posed the question whether, in fact, we should have a drug industry in Canada. 
PMAC is confident that the Committee will take into account what effect the 
Committee recommendations will have on the research-based industry here, its 
substantial investment and employment capacity, and its R & D expenditures 
which have increased so markedly over recent years. They have tripled in the 
last five years and now represent the highest research expenditure of any 
industry in Canada. There are many reasons why international drug companies 
will want to make Canada an ever more important base of operations; political, 
economic, scientific and man-power reasons. But proper patent protection is an 
essential adjunct to these, and the companies must understandably view their 
future plans on an international basis. 


In this connection, we would mention that the Department of Industry is at 
present conducting a special survey of the chemical industry to assess its 
contribution to Canada, and will include the pharmaceutical sector. In addition, 
the Economie Council of Canada is currently making a major survey on the 
effects of patents and trademarks. The findings of both these bodies will certain- 
ly have an important bearing on national policies concerning our industry. 


The long-term advantages to Canada of a strong research-based drug indus- 
try far outweight any temporary price reductions which could result from further 
emasculation of drug patents. If greater price competition among manufacturers 
is to be encouraged then it must be on an equitable basis; the copiers should pay 
fairly for the benefits they receive. This means that, contrary to the present situa- 
tion condemned by many witnesses both in and outside the industry, there 
should be a qualified tribunal to judge licence applications and assess royalties. 
The latter must ensure that the originator receives adequate compensation for 
his costs of research, product introduction and servicing which the licensee does 
not have to carry. 


Prices must be assessed in the light of the profits necessary to finance the 
expansion of a high-risk industry. Taking note of this, the Hinchliffe Committee, 
for example, stated: “The cost of research must be provided in the prices of 
proprietary (prescription) medicines, and a good profit record is essential if the 
industry is to be encouraged to invest capital in continued development projects. 
The pharmaceutical industry is one which has to face unusual risks. The sudden 
discovery of a new therapy anywhere in the world can put a product, on which a 
great deal has been spent, off the market Overnight.” 


The drug industry in Canada is one which has re-invested a very large part 
of its earnings into further growth. International research-based companies have 
brought a great deal of investment capital into Canada. They have made a 
Significant contribution to the country’s industrial development and, as we have 
indicated, should be expected to make a still larger one. Unless the Committee 
adopts the position that direct foreign investment per se is a bad thing, these 
companies cannot be faulted on their corporate citizenship in this area. A crucial 
fact is that about 80 per cent of the manufacturer’s sales volume is represented 
by payments and investments made in Canada. If Canadians were to be solely 
dependent on imports, then the importers would be obliged to meet the heavy 
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costs of medical information, packaging, distribution and marketing, thus swell- 
ing their prices. There is no safe short cut from the custom house to the sickbed. 


In answer to criticism of our level of marketing expense, we have already 
stated in our brief that companies would be happy if they could reduce expendi- 
tures. This is difficult owing to the competitive situation, as evidenced by the 
large number of new-product introductions, which in turn is indicative of 
therapeutic progress. We have proposed the establishment of an independent 
source of drug information covering both therapeutic value and cost of treatment 
and the new Compendium of Pharmaceuticals and Specialties of CPhA is a 
promising step in this direction. But its usefulness as a main source of informa- 
tion would depend upon its acceptance by physicians. This proposal notwith- 
standing, the detailman remains the key factor in two-way information between 
company and physician. The Canadian Medical Association stated in its brief: 
“We do not agree with those who malign the detailman, but we favor his 
retention in his current capacity with additional training to make him still more 
useful.” 


As a final comment on marketing, we would quote Sir Derrick Dunlop, 
chairman of the British Ministry of Health Drug Safety Committee, who has 
stated: “It is probable that without the mass-marketing techniques which are so 
often bitterly assailed, few of the drugs on which modern medical practice 
depends would be affordable at all.” 


Misunderstandings concerning the comparative value of applied versus basic 
research have led to some critism of the industry’s efforts. The point surely is 
that industry research, whatever the label, has resulted in Canadians, along with 
the other people in the world, benefiting from a wide range of therapeutically 
effective drugs. Industry, university and government need each other as partners 
if the brilliance of the basic scientist is to benefit mankind by products, not just 
concepts. Industry has already ably demonstrated its ability to transform con- 
cepts into commodities. 


Looking to the future and the advent of medicare, we would like to 


emphasize again the need for widespread availability of programs for drug — 


insurance of prepayment, with priority given to government support for those 
citizens unable to meet the cost. We might add that whether the organizers of 
such programs be government or private agencies, it is evident that the strength 
of their buying power will enable them to negotiate on prices and so confine the 
cost of these programs through the cooperation of all concerned. 


But no such system should be allowed to justify the limitation of the 
physician’s right to prescribe a specific drug preparation for his patient, or the 
forcible reduction of any group to the level of second-class citizens by the 
imposition of anything less than the highest qualify of medical care. This, of 
course, has been a sine qua non of the British National Health Service. From a 
purely economic viewpoint, it is worth noting the following finding by the 
Hinchcliffe Committee on the cost of prescribing: ‘‘We reject substitution as a 
practical method of securing economies in the drug bill.” 
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We suggest that Nobel Laureate Ernst Chain summed up the matter suc- 
cinctly when he said: “The public must understand that the pharmaceutical 
industry is life Saving and as such fulfils a public function of very great 
importance...I cannot visualize how the industrial pharmaceutical] research 
laboratory could adequately be replaced by another non-industrial structure, 
and those who wish to abolish it by nationalization for theoretical-reasons, or 


economic, it is of prime importance that no harm be done. Let us be sure that we 
move in the right direction. 


Appendix “A” 


STATEMENT ON THE BRIEF OF 
THE ALBERTA GOVERNMENT 


We regard it as unfortunate that the evidence of Professor Henry B. Steele 
was heard in the very last session of the Committee. His written submission 
contains several assertions which we fee] need to be further clarified, 


The major assertion is on page 103, within the Chapter III A 2, namely, that 
the granting of compulsory licences for the import of patented drugs could 
eventually cut prices by 50 per cent and thereby save Canadian Consumers 
$100 million. 


But a considerable part of the consumption of $200 million consists of drugs 
which are not patented, and which accordingly are already subject to the “open 
price competition” which Professor Steele advocates. 


We attach a broad analysis of this $200 million. We estimate that the 
patented drugs which in practice would likely be subjected to licensed competi- 
tion from imports would amount to about $40 million. This includes such drugs 
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as Hoffmann-LaRoche’s chlordiazepoxide (‘LIBRIUM’) and diazepam (‘VALI- 
UM’) and Smith Kline and French’s trifluoperazine (‘STELAZINE’) for which 
compulsory licences exist or are likely to be granted, and which therefore are or 
will be subject to ‘open price competition.” 


Even if the prices of this $40 million could be cut by 50 per cent, the saving 
would be only $20 million. This is quite different from the $100 million prospect 
which Professor Steele holds out. 


You will doubtless have noticed that Professor Steele shows by his extensive 
quotations that he studied the Hoffmann-La Roche submission very carefully. He 
must therefore have seen that Roche explained, in paragraph 30 (c) (Minutes of 
Proceedings and Evidence No. 11, page 765) and elsewhere, why the Hall Report 
recommendation to licence imports could not have any further marked influence 
on the price of drugs. 


The essence of Roche’s explanation was that the cost of manufacturing the 
active ingredient is a very small part of the total costs, most of which must in 
any case be incurred in Canada, and that the compensation for the grant of a 
licence is at present a declared “pittance.” It is true that Professor Steele’s 
Recommendation 1, on page 123, says “subject to reasonable royalties.”” But the 
general presumption of his submission is that he does not think that reasonable 
royalties’ should be very different from the present awards. 


There are, in fact, no factual grounds for belief that enabling licensees to 
import would increase the number of their applications markedly. That should 
be clear to the Committee from the evidence of the group that calls itself The 
Canadian Drug Manufacturers and other firms such as Micro Chemicals, which 
actually have made such applications. Though they naturally advocated many 
things which they hope would advantage them, they notably did not press for 
licences to import. 


The Roche evidence shows that licensees do not in fact willingly cut the 
price by anything like 50 per cent when they get a compulsory licence. They 
want as much as possible of a margin created by the patentee’s heavy costs built 
into the price and they freely admit that they are not interested in licences for 
the many smaller selling drugs. Even so, their own evidence before the Com- 
mittee shows that they find it difficult to survive, let alone to expand; hence their 
various pleadings for Government assistance. These basic facts would be 
unaffected by whether imports were licensed or not. 


Professor Steele’s Chapter IV may very well indicate that he realizes all 
this. It is by no means clear that he hopes or expects that the existing originators 
would continue to do business in Canada notwithstanding a 50 per cent reduction 
of their turnover. But he is silent as to why they should be prepared to create 
the market for new drugs by a heavy investment in providing information to 
doctors, in face of the certainty that it will be immediately invaded by com- 
pulsory licensees. 


Professor Steele himself stresses how difficult it is for the small Canadian 
firms to enter even an established market. It should follow that it would 
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practically be impossible for them to establish a market for a new drug. He 
would seemingly therefore create a vacuum in which no “launching pad” could 
exist for new drugs. He nevertheless suggests that in such a situation some 
prospect would remain for natural expansion of drug research in Canada. It is 
difficult to imagine that he really believes that. 


In the course of Professor Steele’s appearance before the Committee he 
explained that the 50 per cent could be made by eliminating: 


(a) Nine-tenths of the promotion costs ...... 29% 

LF aN R76) U1 Ca aha tS 10% 

(c) shetRederalsSales Taxis 28 so) 11% (now 12%) 
TOGA IS: ht eee ah EO. 260) Lt 50% 


This merely emphasizes as regards (a) that no new drug could effectively 
and quickly be brought to the notice of doctors; and as regards (b) that the 
prospects for the hope for expansion of the small Canadian-owned firms would 
be exceedingly dim. The Sales Tax has no part of Professor Steele’s argument in 
Chapter III A 2 concerning import licences, and must be presumably regarded as 
in irrelevant afterthought. 


Professor Steele also fails to discuss a main theme of the Roche submission, 
namely how the past capital of the international firms in Canada arose or was 
provided, and what practical prospects there are for the small Canadian-owned 
firms to be able to replace them while making drugs generally available to the 
Canadian consumer. It may very well be that the cross-examination by the 
Committee of the Canadian Drug Manufacturers about this dilemma has caused 
Professor Steele to add Chapter IV to his arguments. 


SUMMARY OF APPENDIX “A” 


1. 1966 sales of “ethical pharmaceutical products” in Canada amounted to 
approximately $200 million. 


2. Since Professor Steele’s proposed cut in manufacturers’ prices is, accord- 
ing to his testimony to the Committee, to be related only to “prescription drugs”, 
all sales of over-the-counter products (OTC) such as vitamins, nutrients, cough 
and cold preparations, analgesics, etc. should be deducted. Very few of these 
products would be patented. 1966 sales of OTC products amounted to approxi- 
mately $50 million. 


3. It should be noted that the remaining $150 million includes not only sales 
of prescription products manufactured and distributed by the international drug 
companies, but also those by the Canadian-owned (generic) companies. 


4. It should also be noted that the $150 million referred to above comprises 
not only the sales of patented prescription products but also the sales of: 


(a) unpatented products (example: phenylbutazone) 


(b) products, in respect of which the Canadian patent has expired (ex- 
ample: sulfisoxazole) or has been invalidated by a court of law. 
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(c) products, in respect of which compulsory licences under Section 41 
(3) of the Patent Act have been granted many years ago and which 
are being distributed today by numerous “generic” companies (ex- 
ample: chlorpromazine and chloramphenicol) 


(d) those products for which the sales volume is so small that competition 
cannot really exist in the market. 


In respect of (a), (b), and (c) there is, of course, already what Professor 
Steele has termed “open price competition” and consequently Professor Steele 
would not have envisaged a 50 per cent price cut in respect of these products. 


5. Since the testimony of the CDM before the Committee clearly indicates 
that they are mainly if not only interested in large volume products, one should 
look at the reality of this problem by considering only the widely prescribed 
patented prescription products. 


The 1966 sales volume of the top 50 “Ethical Pharmaceutical Products” in 
Canada amounted to approximately $60 million. This includes all products down 
to a volume of approximately $600,000. If we conduct from the $60 million the 
sales of the products referred to in 4(a), (b) and (c) plus the sales of the 
unpatented OTC. products, there remains only a sales volume for 1966 of 
approximately $40 million which could be subjected to Professor Steele’s ‘50 
per cent cut’. 


APPENDIX “B” 


STATEMENT ON THE TESTIMONY OF THE FOOD 
AND DRUG DIRECTORATE 


There has been much misinterpretation in the lay press of the testimony of | 
Dr. R. A. Chapman, Director-General of the Food and Drug Directorate. One | 


particular statement on page 4 of the “Summary of Data on Drugs” presented on 
Janyary 26 by Dr. Chapman has been singled out by news writers: 


“The following conclusions can be drawn from the data shown in Appen- 
dices I to V. 


(i) There does not appear to be any significant difference between drugs 
sold under a generic name and those sold under a brand name. Similarly 
imported drugs appeared to be of the same general quality as domestic produc- 
tion.” 


We can understand why observers would seize upon such statement in the | 


light of the long-standing controversy over generic and brand names. However, 
we feel that Dr. Chapman’s generic and brand names. However, we feel that Dr. 
Chapman’s statement is unfortunate, in that it has created confusion in an area 


that sorely needs clarification. The primary consideration is not nomenclature, 


but clinical equivalency. FDD, by Dr. Chapman’s own admission, makes no 
attempt to compare the clinical equivalency of these two groups. The broad 
implications of Dr. Chapman’s statement could lead your Committee to errone- 
ous conclusions. 
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We remind you that PMAC has never said that the origin of a drug is 
necessarily indicative of its quality. We have stressed, however, that we can 
vouch for the integrity of PMAC member companies and their efforts to produce 
high quality products. As Dr. Chapman himself told your Committee: “The 
responsibility for the quality, efficacy, and safety of a drug must rest with the 
manufacturer.” 


Dr. Chapman in his testimony has told the Committee that drugs imported 
from abroad are not all of satisfactory manufacture: “Continued vigilance by the 
Food and Drug Directorate in the area of drug importation is imperative, for we 
found that there are many Euorpean companies who do not have proper produc- 
tion facilities and, applying merely patent specifications, fail to achieve the same 
accuracy and precision of analytical quality control as the original manufactur- 
er.” (p.p. 7-8 of “Some Observations on Drug Control in Europe’”—presented to 
the Committee on January 26) 


Dr. Chapman has pointed out the very dangers we have emphasized and the 
awesome problems of policing imports. 


Our contention that manufacturers with the proper motivation to produce 
top quality drug products will do so better than those who are in the market for 
a quick profit by cutting corners was amply confirmed by Dr. Chapman in his 
written statement of January 31, 1967. 


Much testimony before your Committee indicates that some persons tend to 
minimize the importance of proper formulation apparently under the impression 
that as long as the proper quantity of the active ingredient is present in the drug 
product, the therapeutic action will necessarily follow. This conclusion of course 
is scientifically unsound. The art of pharmaceutical formulation is one of the 
most valuable assets of the pharmaceutical manufacturer. 


PMAC does not contend more than the fact that it is possible to put some 
highly unsatisfactory drugs on the Canadian market today if a manufacturer or 
importer wants a quick profit and does not care too much for his reputation. 


This is confirmed by Dr. Chapman in his statement to the Committee on 
January 26: (pages 3 and 10), wherein he points out that “it would require 
many times the present resources of the directorate to conduct limited tests on 
each lot of drugs to confirm compliance with label claims alone.” 


The situation is complicated by the fact that Food and Drug Directorate does 
not know the country of origin of the basic ingredients used in the manufacture 
of drug products as evidenced by an answer given by the Honorable A. J. 
MacEachen, Minister of National Health and Welfare, to a question by Dr. 
Isabelle (Hansard, Feb. 15, p. 13067). 


It is our belief that Dr. Chapman’s testimony is not in conflict with PMAC 
testimony, but rather is subject to widespread misunderstanding and misinter- 
pretation. 
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APPENDIX “‘C” 


STATEMENT ON THE BRIEF OF 
THE CONSUMERS ASSOCIATION OF CANADA 


One has the right to expect that a brief purporting to present the view of 
Canadian consumers will approach its subject in an objective and well-informed 
manner. This brief, however, appears rather to plead a predetermined case, 
based on the recommendations of the Restrictive Trade Practices Commission 
and the Hall Commission, even though several of these recommendations run 
counter to the laudable concern of the CAC for better assurance of drug quality. 


Throughout the brief there is a tendency to prejudge the issue by the use of 
pejorative terms. For instance: 


1. “The consumer is the captive in this chain of events.” (Minutes 1171) This 
seems to mean that the consumer buys the drug his doctor prescribes. 


2. ““...companies spend more to mis-inform than to inform the physicians.” 
(Minutes 1177) This is a grotesque overstatement of any position. 


3. “The physician is bombarded daily with propaganda from pharmaceutical 
houses.” (Minutes 1178) Another considerable over-statement. Much of the six 


or seven pieces of mail the physician receives per business day has an advertising 


content, but much of it, too, is essential scientific information. 


4. “...rivalry of competition takes the form of promotional gimmicks and 
selling campaigns and minor product variations” (Minutes 1185) This, again, is a 


highly coloured and unbalanced description of the competition by product inno- 


vation which has resulted in the present availability of a large number of 
therapeutically effective drugs. 


5. Referring to savings from the abolition of the sales tax: “‘...their being | 


passed on to him (the consumer) hinges on the effectiveness of competition in 


the drug industry.” In view of the declaration of numerous companies that they | 
would pass on these savings in their own prices, this is an unwarranted slur on | 


the ethics of the industry. 


In addition, there are throughout the brief a number of technical misstate- 


ments and unbased assumptions. 


1. “The Pharmaceutical Manufacturers Association of Canada...claims that 
the drugs made or distributed by these firms (independent manufacturers) are 
of inferior quality.” (Minutes 1171) 


PMAC does not claim anything of the sort. But it has shown, through the 
evidence of scientific experts, that there is a real risk of lack of therapeutic 


equivalency in the products of some non-research based companies. (See also 


Appendix “B’’.) 


2. “Hospitals pay less for drugs than do most pharmacists.” (Minutes 1174) | 


This is true for some products of some companies; it is not a general situation. 
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3. With reference to the cost of research. ..“are we being asked to pay more 
than our share because of our proximity to the American market place?” 
(Minutes 1176) Hee DAE, a6 E 


Canadians benefit in common with peoples all round the world from the 
research successes of the pharmaceutical companies, and a share of this cost 
should surely be met in Canada. Canadians also pay North American ‘prices for 
drugs—as they pay North American prices for other goods and services. 


4. “Some ads distort the therapeutic value of a drug or fail to include 
necessary data on side effects. The physician either accepts the ad or is forced 
into a tedious search of the literature in order to determine the true nature of the 
drug.” (Minutes 1176) 


In cooperation with the Food and Drug Directorate, PMAC has set up a 
review board for the advertising of its member companies, to ensure that 
advertisements carry essential information. Further, few if any advertisements 
are designed to carry all prescribing information, which the physician has 
readily at hand. 


5. “The association feels that a pharmacist has an obligation to inform the 
consumer about possible savings (through the purchase of generic-named drugs) 
(Minutes 1180). 


When a physician prescribes a specific preparation it is wrong for the 
pharmacist to question the professional judgement of the physician with the 
patient. 


6. “...it is surprising to find the PMAC arguing that the costs of drugs in 
Canada are lower than in most other developed countries. This claim is based on 
a simple averaging of a selected group of drug prices in terms of labour hours.” 
(Minutes 1184) 


In fact, the PMAC brief contained the following statement: “It has been 
widely maintained that the cost of drugs to Canadians is unduly high in com- 
parison with what is paid in other countries...These comparisons were made 
in terms of actual prices, translating the foreign currencies into Canadian dol- 
lars. They did not take into account either standards of living or earning powers 
in the countries concerned.” 


7. “To present a fair picture of the cost of drugs to Canadians, it is, we 
believe, essential that these factors be related to the prices paid.” (Minutes 291) 


Interestingly, in his evidence, Dr. English, speaking for CAC, refers to the 
cost of labour as the first of what he describes as “real costs.” (Minutes 1136) 


8. The CAC makes a comparison between U.S. and Canadian prices to show 
the impact of tariff duty and sales duty. (Minutes 1187) This is calculated on the 
basis that finished goods are imported, not raw materials or even bulk goods. As 
such, it is by no means representative of the present situation in Canada. In 
general, Canadian prices are closely comparable with those prevailing in the 
United States. 
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9. ““When.a Canadian subsidiary buys pharmaceutical chemicals or finished 
drugs requiring further manufacture from a parent company, these goods are 
valued at the estimated cost of production plus an allowance for profit equal to 
50 per cent of the exporters’ manufacturing cost.” (Minutes 1188) 


This use of the word “profit” is inappropriate. It is a customs mark-up for | 
the determination of the fair market value. 


10. “The Kefauver Report pointed out that significant discoveries had been 
made by European pharmaceutical industries in countries which did not offer | 
patent protection, and at that time these advances had outstripped the rate of 
innovation in the patent-protected United States drug industry.” (Minutes | 
1189-90) 


This statement is based on table 38 developed by the Kefauver Committee 
staff, and its inaccuracy was testified to by the U.S. Commissioner of Patents. For | 
instance, two of the most productive countries, Germany and Switzerland, were 
listed as non-patent countries, although they do in fact grant significant patent | 
protection to drugs, Patent attorney George Frost characterized the table as “‘full | 
of errors of fact, errors of law and errors of analysis.” He found in it 24 errors of 
fact. 


11. The Consumers Association uses 1960 figures to show that the patent | 
laws do not lead companies to undertake research in Canada. (Minutes 1190) 


The CAC might reasonably have tried to find out whether more up-tp-date 
figures were not available. The expansion of research expenditure in Canada in 
the past five years has more than tripled. 


12. Suspension of patent legislation “‘would greatly increase competition in 
the ethical drug industry, thus improving Canada’s international competitive | 
stance in pharmaceuticals...’ (Minutes 1190) 


Since the main result of such action would be to discourage the expansion of 
the research-based industry in Canada, it is hard to see how it would improve | 
our “international competitive stance.” 


13. “Extension of FDD powers to include checking of imports under licendl 
and inspection of plants producing final dosage forms would insure the quality of 
drugs imported under these licences.” (Minutes 1190) 


Extension of FDD powers in the drug safety field, and a strengthening of 
FDD staff, are most desirable, but the Directorate, as its spokesmen have 
themselves said, are not capable of “insuring” the therapeutic quality of all 
drugs sold in Canada. 
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APPENDIX “B” 


UNIVERSITY OF TORONTO 
Faculty of Pharmacy 


Toronto 5, Ontario 
FEBRUARY 24, 1967. 


Dr. H. C. Harley, M.P., 

Chairman, 

Special Committee on Drug Costs and Prices, 
Parliament Buildings, 

Ottawa, Ontario. 


Dear Dr. Harley: 


This letter is submitted jointly by the Canadian Conference of Phar- 
maceutical Faculties and the Canadian Association of Deans of Pharmacy. The 
former is an organization of the eight university schools and faculties and is 
representative of all members of teaching staffs. The latter is representative of 
the administrative heads of these same schools and faculties of pharmacy... _ 


Having knowledge that the Canadian Pharmaceutical Association presented 
a brief to and appeared before your Special Committee, and in consideration of 
the special area the Committee was charged to investigate, our organizations had 
not contemplated making a submission. However, in view of statements made to 
the Committee, and particularly certain statements by Mr. S.S. Bass of Van- 
couver in a brief and in his evidence when appearing before the Committee on 
November 17, 1966, it is now deemed desirable to place the following views of 
our organizations on the record. Because we are aware that the work of the 
Committee is now in its final stages, we will content ourselves with a very 
brief statement pertaining to two matters which are directly related to pharma- 
ceutical education. 


The Extent of Pharmaceutical Education required by Modern Pharmacists 


In his brief (pp. 1319 and 1320) Mr. Bass is critical of the present course of 
studies and recommends that it be “reduced to two years from the existing five’. 
In the evidence on page 1289 and again on page 1298 there is reference to this 
subject and what appears to be some measure of agreement by one member of 
the Committee. 


For the record, it first should be stated that the present course of studies 
comprises four academic years subsequent to senior matriculation (or its equiva- 
lent). This is the requirement accepted by the Canadian Conference of Phar- 
maceutical Faculties. Our organizations adhere firmly to the view that a four- 
year university course is the minimum essential to the training of a pharmacist. 


Of interest, in the above connection, is the fact that a five year baccalaureate 
programme became effective in 1960 as the minimum requirement in the mem- 
ber colleges of the American Association of Colleges of Pharmacy. In view of 
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the fact college entrance in the United States is at a level one year below our | 
senior matriculation, this course of studies is considered to parallel the Canadian 


standard. In Great Britain, effective from September 1965, all entering stu- 
dents are required to take a baccalaureate course of studies. Again considering 
the entrance level, in this case one year beyond Canadian senior matriculation, 
this training is of equivalent length to the Canadian standard. 


We wish to draw the Committee’s attention also to a misconception which | 


appears to exist in some quarters that the present course of studies represents 
four years of professional training. In point of fact the equivalent of two years is 


made up of courses in general education and in basic physical, biological and | 
medical sciences which provide an essential background to the professional — 


courses. This background is necessary for a proper understanding of the nature 
and uses of modern drugs and we support the concept that, as our drugs have 
become more complex in nature, more specific in their action but at the same 
time more prone to side effects and adverse reactions, the pharmacist, as the 
expert on drugs, is becoming more significant in health care for what he knows 


thani for what he does. This belief brings us into direct conflict with the | 


interpretation presented to the Committee by Mr. Bass and which appears to 
view pharmaceutical services merely on the basis of the physical act performed 
in dispensing the prescription. 


Safety Factors provided by Pharmaceutical Services 

We submit to the Committee that the corner-stone of the legislation exem- 
plified in provincial pharmacy acts and in federal drug regulations is the fact 
that drugs are potent agents and that both indiscriminate use and misuse can be 


hazardous. It is for such reasons that certain restrictions are placed on their | 


distribution and that certain responsibilities have been placed upon the profes- 
sion of pharmacy. The modern curriculum has been designed to create an expert 
on drugs, one who understands the physical, chemical, and biological properties 
of the drug and its structure-activity relationships, the biopharmaceutical as- 
pects of the various dosage forms, and the pharmacology of drug actions, 
including undesirable side reactions. 


Inasmuch as prescription drugs are not marketed as are other commodities, | 
and to the extent that they thus are removed from unrestricted competition, and | 


also because their servicing requires a substantial measure of professional time 
and care, such arrangement does make for a built-in additional cost factor. We 
believe that the matter of the amount of pressure that the pharmacists’ remuner- 
ation for professional services rendered can withstand before a deterioration of 
safety standards sets in is one that merits careful consideration. 


We have no hesitation whatever in placing our organizations firmly on 
record as opposing Mr. Bass’s appraisal of the individual pharmacist’s daily 
dispensing potential. Without necessarily discounting his contention that he has 
achieved a higher output by introducing assembly-line methods at his prescrip- 
tion counter, we believe that dispensing techniques do not properly lend them- 
selves to this treatment. 
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We also wish to express disagreement with Mr. Bass’s implication that, 
because some prescriptions now are dispensed in hospitals and in physician’s 
offices without pharmaceutical service, the idea of lowering pharmacy’s stand- 
ards should be entertained. We disagree specifically with his generalization that 
“in our Armed Services, prescriptions are dispensed by orderlies” inasmuch as in 
the majority of DVA and Armed Services hospitals pharmaceutical services are 
being provided by pharmacists. The fact that patients in many small hospitals 
across Canada do not receive the same high standard of pharmaceutical service 
that non-hospitalized patients receive from the community pharmacy is regret- 
table and calls for renewed efforts by pharmacy to solve professional manpower 
and other difficulties, including the economic problem, in order to remedy this 
situation. 


We trust that these comments can be brought to the attention of your 
colleagues on the Committee and that they will prove helpful. 


Yours very truly, 


J. E. Halliday, Chairman, 

Canadian Conference of Pharmaceutical 
Faculties. 

F. Norman Hughes, President, 
Canadian Association of Deans of 
Pharmacy. 


APPENDIX "C” 


THE UNIVERSITY OF BRITISH COLUMBIA 
Vancouver 8, Canada 
Faculty of Pharmacy 


FEBRUARY 20, 1967. 


Dr. H. C. Harley, 

Chairman, 

Special Committee on Drug Costs and Prices, 
House of Commons, 

Ottawa, Ont. 


Dear Dr. Harley: 
It is unfortunate that the Committee didn’t question me in more depth when 


_Tappeared for the Consumers Association of Canada. The work that I carried on 


phenylbutazone and reported on in the C. A. C. brief has stirred up much 
controversy. I can do nothing but stand by the results that I obtained even if 


these are in conflict with Food and Drug data. 


In fairness to the Food and Drug Directorate, the samples which I checked 


were obtained during the summer of 1965. The work was completed by the 
summer of 1966 and reported on at the research conference in St. John. I know, 
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from my years with the Food and Drug Directorte, that there can be differences 
between lots of drugs but this doesn’t detract from the statements I have made. 


I am enclosing several copies of a speech that I made here at U. B. C. 
Unfortunately, I do not have sufficient copies for all the Committee members but 
you may wish to circulate those that I have enclosed. I have sent one copy to Dr. 
Brand, who appears to be interested in drug quality. 


I would like to thank you and the Committee for the courteous treatment 
that I and Dr. English received when we appeared last fall. I only hope that we 
contributed something to the solution of a very complex problem. 


Sincerely yours, 


M. Pernarowski, Ph.D., 
Associate Professor. 


THE QUALITY OF GENERIC DRUGS 


Lecture by: Dr. M. Pernaroski Associate Professor, Faculty of Pharmacy, 
University of British Columbia, Vancouver, B. C. 


Pharmacy Refresher Course, 1967 
February 16, 17 and 18, 1967 


Faculty of Pharmacy 
University of British Columbia 
Vancouver, B.C. 


The pharmaceutical analyst’s world is filled with numbers and words that 
have little meaning to the average person. He speaks of “quality” and “potency”, 
quotes liberally from his pharmacopeia, and confuses all with the subtlety of his 
art. Because his basic approach to quality control is chemical rather than 
physiological, his results may be misleading and are often misunderstood. By 
tradition, he is a chemist. By force of circumstances, he is asked to assess the 
products that are prescribed by physicians and dispensed by pharmacists. 


It should be obvious that we cannot comment on product quality unless we 
first define certain words that are part of the vocabulary of the pharmaceutical 
analyst. The dictionary states that quality is a “distinctive trait” or “excellence 
of character”. Potency, on the other hand, is the quality of being “highly 
efficacious chemically or medicinally.” It is at this point that the pharmaceutical 
analyst comes in conflict with himself. Can he show, by chemical means, that a 
product is “highly efficacious medicinally”? Many pharmaceutical analysts to 
speak of ‘‘excelence of character”, are readily able to comment on the chemical 
characteristics of dosage forms, but will not comment on the therapeutic efficacy 
of the products they are asked to assess. They know that chemical equivalency is 
not the same as therapeutic equivalency. They know that the test procedures 
described in the pharmacopeias and in the scientific literature are, too often, 
completely unrelated to the processess that occur in the body. Knowing this, they 
are ready and willing to do two things. 
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First, by subjecting products to pharmacopeial tests, they can comment on 
the legal acceptability of these products. 


Secondly, by using more sophisticated procedures and relating these to in 
vwo activity, they can show that legally acceptable products do not always meet 
the criterion of being “highly efficacious medicinally”’. 


I. COMPLIANCE TO PHARMACOPEIAL STANDARDS 


Our technology is such that products containing the same drug should be 
chemically and physically equivalent. But are they? To answer this question, it is 
first necessary to outline the procedures that the pharmaceutical analyst uses to 
assess products. For tablets, three basic procedures are used. 

1. Assay 


The analyst selects 20 tablets from a bottle, weighs them, reduces them to a 
fine power, assays a portion of the powder, and then calculates the amount of 
drug in a tablet of average weight. 


2. Weight Variation Test 

The analyst selects 20 tablets from a bottle, weighs each of these individual- 
ly, and then checks for compliance to the standard. For example, if the average 
weight of the 20 tablets is 200 mg., two of the tablets may deviate from the 
average by more than 7.5 per cent but none may deviate by more than 15 per 
cent. 


The object of this test is to control dose variation. If a tablet is too light, it 
will contain too little drug. If it is too heavy, it will contain too much drug. 


3. Disintegration 

The analyst selects six tablets and places these in a tablet disintegration 
apparatus. Disintegration is considered to be complete if the tablets have broken 
down into particles that pass readily through a No. 10 mesh screen. The mean 
maximum disintegration time for compressed and coated tablets is 60 minutes. 


There are, of course, certain other tests that are used in specific cases. For 
the moment, we will set these aside and concentrate on these three basic tests. 
The first two deal with drug content and weight uniformity. A product could 
easily pass these tests and still not be therapeutically effective. It is only the last 
test that even pretends to judge products for their therapeutic effectiveness. 
However, it is a physical test and, because of this, is subject to much criticism. 


Approximately a year and a half ago, I began to test the generic equivalen- 
cy hypothesis. Our studies are just beginning but the results, to date, to say 
the least, are interesting. However, before I begin to discuss these, I would 
like to present some data that was recently released by the Food and Drug 
Administration in the United States. 


The Food and Drug Administration assayed 4,573 drug samples and found 
that 8.2 per cent failed to comply with minimum standards. (PMA Newsletter, 
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February 3, 1967, p. 6) It is clear, therefore, that the performance of American 
industry is less than satisfactory. 


We can now turn to the results that we have obtained in our laboratory. 
During the past year, we have examined 23 brands of sugar coated phenylbuta- 
zone tablets, four brands of enteric coated phenylbutazone tablets, twelve brands 
of prednisone tablets, and four brands of p-aminosalicylic acid tablets. 


1. Phenylbutazone Tablets (Sugar Coated) 

Of the 23 brands, two contained less than 95 per cent of label claim—the 
legal minimum. One product failed to disintegrate in 60 minutes. This means that 
13 per cent of the brands failed to comply with minimum requirements. 


2. Phenylbutazone Tablets (Enteric Coated) 


We examined four brands. One brand failed to disintegrate in 60 minutes. 
Just to make sure, we checked a second lot of the same brand. It too failed to 
disintegrate in 60 minutes. This means that 25 per cent of the products tested 
failed to meet minimum requirements. 


3. Prednisone Tablets 


We checked twelve brands. One of the twelve brands contained more than 
110 per cent of the amount claimed on the label—the legal maximum. This 
means that 8.3 per cent of the products tested failed to meet minimum require- 
ments. 


4. p-Aminosalicylic Acid Tablets 
We checked four brands. All complied with pharmacopeial standards. 


During the past year, we checked a total of 43 products. Five of these, or 
11.6 per cent failed to comply with minimum standards. We checked far fewer 
products than did the Food and Drug Administration in Washington but arrived 
at about the same conclusion—this being that there appears to be something 
wrong with about eight to eleven out of every one hundred products tested. 


II. COMPLIANCE TO PHARMACEUTICALLY ACCEPTABLE STANDARDS 


Many pharmaceutical analysts stop their assessment of products at this 
point. They conclude that if a product is legally acceptable, it must be 
therapeutically effective. Other pharmaceutical analysts conclude that they do 
not know this to be a fact and, for this reason, subject products to certain other 
tests. One of these tests is described in the United States Pharmacopeia and in 
the National Formulary, another is used by those researchers who study generic 
equivalency in depth, and the last is used by some drug manufacturers to assess 
their own products. 


Without going into detail, I will outline the nature of these tests and their 
significance. 
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1. Content Uniformity Test 

The weight variation test is assumed to control dose variation. If the 
granulation that is fed into the tablet machines is properly mixed and if the mix 
is not disrupted during the tabletting process, this assumption is probably valid. 
However, if the product is not properly mixed, tablets may pass the weight 
variation test but certain tablets may contain much more or much less than the 
amount claimed on the label. 


The content uniformity test attempts to control this type of situation. The 
analyst selects 30 tablets, assays ten individually, and then tests compliance to 
the standard. If all of the ten tablets contain not less than 85 per cent and not 
more than 115 per cent of label claim, the product is satisfactory. If one tablet 
contains less than 85 per cent or more than 115 per cent of label claim, the 
remaining 20 tablets are assayed. Not more than one tablet out of 30 may contain 
less than 85 per cent or more than 115 per cent of label claim. 


2. The Dissolution Test 

The disintegration test is a physical test. The dissolution test is chemical in 
that the analyst must determine the actual amount of drug released from the 
tablet to the test medium. 


In general, a tablet (or tablets) is placed in a basket suspended on the end of 
a stirring shaft. The basket is then submerged into a specified volume of 
simulated gastric or intestinal fluid. The analyst sets the stirrer in motion and 
then samples the medium over a period of time. He can then draw a dissolution 
curve (mg. in solution versus time) and can calculate a Tsox value, that 
is, the time required for the tablet to release one half of its drug content. 


3. In Vivo Tests 

There are many in vivo tests. Tablets can be given to a patient, blood 
samples taken at suitable time intervals, and these blood samples can be 
analyzed for drug content. It is then possible to draw a graph of drug concentra- 
tion in the blood versus time. The area under the curve for one product can then 
be compared with the area under the curve for another product. 


Another approach to in vivo product testing is based on product failure. 
The doctor notes that a particular brand does not produce a therapeutic effect. 
He administers a second brand. This product does produce a therapeutic effect. If 
an analyst can study the dissolution characteristics of the products, he can 
calculate Tso~ values and use these to assess other products containing 
the same drug. 


We may now turn back to the products we have studied in our laboratory. 


1. Phenylbutazone Tablets (Sugar Coated) 

One of the 23 brands failed the content uniformity test. Another product 
was so variable that we put it into the unsatisfactory classification. Most phenyl- 
butazone tablets have a dose range of about 7 mg. This product had a dose range 
of about 25 mg. 


We next checked the dissolution characteristics of 12 of the products. Most 
of the products released their phenylbutazone content to the simulated intestinal 
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medium quickly but four of the products had Tso~ values in excess of 120 
minutes. One of the four products failed the disintegration test but the remaining 
three would be legally acceptable. 


To check the validity of our dissolution test, we administered three of these 
products to three subjects and one patient. The subjects were also given a 
pharmaceutically acceptable product. After we had completed our blood anal- 
yses, we plotted blood curves and then calculated areas under the curve for each 
of the products. We then calculated a product index in the following way. 


Area Under the Curve for Test Product 


Product Index— 
Area Under the Curve for Standard 


We obtained the following results: 


Product A (Standard) = 1.00 
Product E =. 05.76 
Product X =) O55 
Product W =-0.425 


This means that product E yields approximately 75 per cent of the amount of 
drug to the blood given up by Product A. In the case of Product W, the amount 
that was released to the blood was so low that the patient would have received 
equal relief from two Life Savers. 


We concluded, therefore, that at least seven of the 23 brands of phenylbuta- 
zone tablets were significantly different in one respect or another from those that 
were uniform and released drug quickly to a test medium or to the blood. This 
means that 30.4 per cent of the products examined were not equal to the best 
brands available to the profession. 


2. Prednisone Tablets- 


In 1963, Campagna, et al. (J. Pharm. Sci., 52, 605 (1963) reported 
the following and I would like to quote from their paper. 


“A 25 year old white married female of Mediterranean ancestry has 
been under the care of one of us (FAC) for approximately five years. Her 
clinical diagnosis was familial Mediterranean fever. The prompt use of 
oral prednisone in amounts of 20 mg. in a 24 hour period for the first 2 or 
3 days would promptly abort the clinical symptons...The patient’s pre- 
scription had been written under the generic name ‘“‘prednisone’’. On one 
occasion, after 72 hours of 5 mg. four times a day, the patient had no 
clinical effects from the medication. It was discovered...that a different 
brand of prednisone had been dispensed...The patient was immediately 
transferred to the brand of prednisone used previously and again within 
24 hours there was almost complete resolution of the clinical syndrome.” 


The late Dr. Nelson, a pioneer and expert in the field of biopharmacy, deter- 
mined the dissolution characteristics of both products. Both products disinte- 
grated in less than 6 minutes. However, the Tso value for the clinically active 
preparation was 4.3 minutes and that for the clinically inactive product was 100 
minutes. 
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In 1964, Levy, et al., (Am. J. Hosp. Pharm., 21, 402 (1964) reported a 
Similar case. The inactive product, in this case, had a Tso% value of 174 
minutes. It was noted in this paper that this product disintegrated in less than 3 
minutes. 


In our laboratory, we have examined the dissolution characteristics of 12 
brands of prednisone tablets. Using the dissolution apparatus described in the 
papers cited above, we found that five of the brands had Tso% values of 
more than 120 minutes. In two cases, it was difficult to calculate the value 
because at the end of seven hours in the apparatus, very little of the five mg. in 
the tablet had gone into the solution. 


One of these five brands contained more than the allowable amount of pred- 
nisone. Therefore, it is legally unacceptable. However, the other four brands 
meet all existing standards. I, for one, would not dispense these brands. 


This means, therefore, that five (or 41.7 per cent) of the 12 brands are not 
equal to the best brands on the market. 


3. p-Aminosalicylic Acid Tablets 


I have previously said that all four brands are legally acceptable. Our 
results were based on products that had been purchased through a local whole- 
saler (or obtained from the manufacturer). Analyses were carried out as soon as 
the bottle had been opened. 


Many drugs decompose on storage. By carefully formulating a product, such 
decomposition can be kept to a minimum. We, therefore, set up a stability study 
for the products tested. 


Three of the products were relatively stable under all test conditions. The 
fourth product was not. For example, after being kept at 30°C and 90 per cent 
relative humidity for eight days, it lost 5 per cent of its potency. At higher 
temperatures, for example at 40° C., it assayed at 75 per cent of label potency at 
the end of ten days. 


The first condition, that is, a temperature of 80° to 90° F and a relative 
humidity of 90 per cent, is not unrealistic. Such conditions are common in many 
parts of Canada during the summer months. The moral of the story is that one 
should handle, dispense, and store this product in a dry box, or better still, 
dispense a product that will withstand normal storage conditions. 


We must, therefore, reject one of these four brands even though it met 
existing specifications at the time that the bottle was opened. 


4. Phenylbutazone Tablets (Enteric Coated) 


I have already said that one of the four products tested failed the disintegra- 
tion test. 


We have administered three of the four products to two subjects. Pre- 
liminary results have indicated that the product which failed to disintegrate 
yielded about 50 per cent-60 per cent of the amount of drug to the blood given 
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up by Product A—the standard used in our studies on sugar coated phenylbuta- 
zone tablets. 


One of the other brands did give depressed blood levels. However, at this 
time, we are not sure if the product is satisfactory or unsatisfactory. 


We cannot, therefore, fail more than one of the four brands tested. 


Ill. SUMMARY OF RESULTS 


We may now summarize all of our results. We examined 43 products. If I 
were the Director of Quality Control for the companies concerned, I would not 
permit the marketing of 14 of these products. This means that 32.6 per cent of 
the products failed either legally acceptable standards or standards which have 
been established in our laboratory or by other researchers. 


It can be argued that some of the tests that we used in the laboratory are 
not described in the pharmacopeias or are not considered to be official by the 
Food and Drug Directorate. Furthermore, it can be argued that biopharmaceu- 
tics is still in its infancy and no one really knows its significance with respect to 
therapeutic activity. I understand both of these arguments and, if I were 
dealing with something other than a drug, I would not be too concerned. 
However, because I am dealing with a drug, I will not pass a product unless I am 
absolutely sure that it is satisfactory in all respects. Personal responsibility is 
just as important as legal responsibility. 


Some of you may have observed that I have studiously avoided a direct 
comparison of brand name drugs with generic name drugs. You know that many 
generic houses market drugs only under a brand name. Similarly, many ethical 
manufacturers market drugs under their generic name. A comparison of brand 
name drugs with generic name drugs has, therefore, little meaning. 


I realize, however, that I cannot avoid the final question. Who manufactured 
the 14 products that I find unacceptable? I will not list the companies involved 
but I can make certain generalizations. In pharmacy, we like to refer to “ethical” 
drug manufacturers. This word carries a certain meaning to most of us. It 
implies that we trust the products that are manufactured by these companies. 
Some of us like to be more specific and say that all of the members of the 
Pharmaceutical Manufacturers Association of Canada are “ethical” manufactur- 
ers. I am not too ready to accept this definition but to get myself into a position 
where I can comment on the products that we have tested I will assume this to 
be a fact. 


Of the 14 products that failed one or more tests two were manufactured by 
companies that belong to the PMAC. The remaining 12 were manufactured by 
independent companies. You may draw your own conclusions from these figures. 


In conclusion, my concern is with product quality only. We expect a certain 
level of performance from the students that we teach. We fail students for 
committing lesser sins in our dispensing laboratories that those committed by the 
manufacturers of the 14 products I have been discussing. Can we then give our 
blessing to these products? My answer is “no” because the final responsibility is 
not to ourselves but to the patients who will receive the medication that we 
dispense. 
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APPENDIX “D” 


EXECUTIVE COUNCIL 


J.J FRAWLEY, Q. C. 
Special Counsel 


Ottawa, Ontario 
MARCH 8th, 1967. 


Miss Gabrielle Savard, 

Clerk of the Special Committee 
on Drug Costs and Prices, 

Room 406, West Block, 

OTTAWA, Ontario. 


Dear Miss Savard, 


Re: Submission of the Province of Alberta 


During the questioning of Dr. Steele in the Committee on February 14th, he 
quoted a statement made by Dr. Walter Modell of Cornell University to the 
Kefauver Committee concerning new diseases brought about by the untoward 
effect of drug therapy. The passage in Dr. Steele’s brief dealing with this reads as 
follows: 


“Dr. Walter Modell of the Cornell University Medical School com- 
mented that some 40-odd new diseases had been identified as brought 
about by the untoward effects of drug therapy. (9a)” 


Dr. Rynard expressed the view that Dr. Steele’s statement was not put in its 
proper perspective and introduced a wrong impression. 


It has occurred to me that it would be best to place before the Committee 
the full text of what Dr. Modell said to the Kefauver Committee. I apologize to 
the Committee for not having done so when the discussion was taking place in 
the Committee. 


Dr. Walter Modell, Director of Clinical Pharmacology and Associate 
Professor of Pharmacology, Cornell University Medical College, appeared before 
the Kefauver Subcommittee on July 20th, 1961. The part of his testimony to 
which Dr. Steele was making reference appears at page 317 of Part 1 of the 
Hearings record: 


“Senator Kefauver. All right, Doctor, proceed. 

“Dr. Modell. Thus, there are sins of omission as well of commission as 
a result of insecurity and lack of precise knowledge of drugs. And the 
sins—both kinds—are visited on the patients. 

“How often is there real trouble? Much too often. It was published in 
the Journal of the American Medical Association 5 years ago, when it was 
under the aegis of Dr. Austin Smith, that in one large New York hospital 5 
percent—i.e., 1 of every 20 patients, was admitted as the result of the 
sanctioned and well intentioned use of some drug for either treatment or 
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diagnosis. Dr. David Barr, then professor of medicine of Cornell Uni- 
versity Medical College, stated in this article that reactions to drugs ‘could 
be regarded as one of the commonest conditions encountered.’ Drs. Friend 
and Hoskins of Harvard have pointed out that 40 new diseases or syn- 
dromes have resulted from drugs used in therapy and that diseases of 
medical progress are on the rise. But even these statements do not give 
the full picture of the difficutles arising from the use of drugs, the poor 
medical practice resulting from lack of precise and truthful information 
about drugs. Compilations of toxic reactions do not take into account the 
number of patients who are undertreated because their physicians are 
fearful of new drugs they do not understand, patients who, therefore 
regardless of the merit of the drug they receive, receive token doses only 
and consequently get substantially less than the best treatment, hence 
patients who may suffer, whose illnesses may linger, or who may even die 
because they received inadequate treatment with an adequate drug. There 
are no data at all on this aspect of the calamity. 


The writer will be glad to make the entire volume available to the Com- 


mittee if that is desired. 


Yours very truly, 
J. J. Frawley. 


' 
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Monpay, April 3, 1967 


The Special Committee on Drug Costs and Prices 
has the honour to present its ; 


SECOND AND FINAL REPORT. 


CHAPTER I—TERMS OF REFERENCE 2) ies 
On February 15th, 1966 your Committee was constituted with the following 


_ Order of Reference: f 3) 


“RESOLVED,—That a Special Committee be appointed to continue the inquiry 
into and to report upon costs of drugs, begun by Special Committee ‘during the 
Twenty-Sixth Parliament; AY enh Tees 

That the Committee consist of 24 Members to be designated later: by: the 
House; and be empowered to sit while the House is sitting; Iipy 5 mpd 

That the Committee be empowered to consider and recommend, as it may’ 
deem expedient, respecting a comprehensive and effective program to reduce ‘the 
price of drugs; pe eee ae ee 

That the Committee be empowered to send for persons, papers, and records, 
and to report from time to time, to print such papers and evidence from day to 
day as may be deemed advisable, and to engage the services of counsel, account- 
ants, and such other technical and clerical personnel as may be deemed neces= 
sary; galt Hye 108 


That the Minutes of Proceedings and Evidence given before the Special 
Committees at the 26th Parliament be referred to the said. Committee and. be 
made part of the records thereof; Pits 

That the provisions of Standing Orders 66 and 67 (1) be suspended in 
relation to such Committee.” ot 


On February 24, the following Members were appointed to the Committee: 
Messrs. Brand, Chatterton, Coté (Dorchester), Enns, Haidasz, Harley, Howe 
(Hamilton South), Howe (Wellington-Huron), Hymmen, Isabelle, Langlois 
(Chicoutimi), MacDonald (Prince), Mackasey, Macquarrie, Mitchell, O’Keefe, 
Orlikow, Pascoe, Patterson, Prud’homme, Roxburgh, Rynard, Tardif ‘and 
Yanakis. NSS 


Messrs. Asselin (Richmond-Wolfe), Clancy, Whelan, Mrs. Rideout, Messrs. 
Scott (Danforth), Olson, MacLean (Queens), Johnston, Goyer, Noble, and 


'Forrestall have also served on the Committee replacing some of the above 


members. 


Dr. Harry C. Harley, M.D., Member for Halton, (Ont.) and Mr. Patrick 
Asselin, Member for Richmond-Wolfe, were respectively elected Chairman and 
Vice-Chairman on April 26. 


In accordance with a resolution passed on the same date, the following 
Members were appointed by the Chairman to act with him on the steering 
subcommittee on agenda and procedure: The Vice-Chairman, Mr. Asselin, Dr. 
Rynard, M.D., Dr. Howe, M.D., (Hamilton South), and Mr. Patterson who was 
later replaced by Mr. Johnston; Dr. Isabelle, M.D., also served on this steering 


committee. 
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On May 12, 1966, in accordance with the Committee’s authority, Mr. A. M. 
Laidlaw, Q.C. of Ottawa was appointed legal Counsel to the Committee and Mr. 
W. J. Blakely, C.A. of Kingston, Ontario, was appointed Accountant to the 
Committee. 


Your Committee held 63 meetings during this Session and examined many 
firms, associations and private individuals who your Committee felt would be 
useful in assisting it in determining whether or not drug prices in Canada were 
in fact too high; and, if so considered, in making concrete proposals designed 
to lower drug prices to the Canadian consumer. 


The witnesses appearing before the Committee are set out in Appendix “A” 
attached hereto; and the evidence at the hearings including the briefs will be 
tabled later. 


CHAPTER II—BACKGROUND TO THE REPORT 
1. The Basic Principles 


Early in the hearings (Page 195 of the Minutes of Proceedings and Evi- 
dence) it was pointed out that perhaps the onus lay upon the drug industry to 
show cause why the various recommendations by previous investigators should 
not be implemented. This theme kept recurring throughout the hearings, al- 
though your Committee remained fully conscious that its responsibilities in fact 
exceed those of the Commissions in that the Committee’s conclusions must be 
such that any of its recommendations, if adopted, should continue to maintain a 
proper balance between industry and consumer and take into consideration the 
importance of continued and increased scientific research in Canada. No recom- 
mendations could be considered, which, although designed to lower drug prices 
in Canada, might produce drugs of questionable safety or have a detrimental 
effect upon other aspects of the Canadian economy. How such a balance between 
consumer interest in price and continued pharmaceutical research (one of the 
professed causes of high drug prices) may be maintained, and the resulting effect 
on the drug industry will be discussed as this Report proceeds. 


2. Material Available 


Your Committee, prior to receiving evidence, had before it the research 
studies and findings of three Canadian Commissions—The Royal Commission on 
Health Services (hereinafter referred to as the Hall Commission) which reported 
in 1964; the Report of the Restrictive Trade Practices Commission concerning the 
Manufacture, Distribution and Sale of Drugs, which was presented in 1963 and > 
which was based on an enquiry undertaken by the Director of Investigation and 
Research under the Combines Investigation Act, (the basic material for the 
enquiry being summarized in a document described as the “Green Book” which 
was submitted to the Commission on February 28th, 1961); and the Royal 
Commission on Patents, Copyright and Industrial Designs, (hereinafter referred 
to as the Ilsley Commission) which reported in 1960 and in which Section 41 of 
the Patent Act, 1935, as amended, dealing with patents on foods and medicines 
was considered and recommendations made thereon. 


For purpose of convenience your Committee has set the summaries of the 
recommendations of each of these Commissions in the form of Appendices to this 
Report as follows: 


Recommendations of the Hall Commission as Appendix “B”’; 


Recommendations of the Restrictive Trade Practices Commission as — 
Appendix “‘C’”’; and 


Recommendations of the Ilsley Commission dealing with Section 41 of the 
Patent Act as Appendix “D”’. 


It should also be mentioned that your Committee has had access to other 
reports and texts dealing with drug costs and prices; and in the case of foreign 
reports and texts it has attempted, in the preparation of the recommendations 
that follow, to draw conclusions from these that would take into full considera- 
tion any discrepancies not peculiar to the Canadian situation. Perhaps the most 
important of these reports, apart from the reports from the three Commissions 
above-noted, is that of the United States Senate Subcommittee on Anti-Trust 
and Monopoly of the Committee on the Judiciary (referred to as the Kefauver 
Report) which in considerable detail investigated drug costs and pricing in the 
United States up to about 1960. There does not seem to be any reason to believe 
that facts and figures used in that Report have changed to any considerable 
extent since its publication. Nevertheless your Committee has been extremely 
cautious in accepting the figures of this Report which, of course, only apply fully 
to the situation in the United States. The international features of the drug 
industry, however, indicate that foreign studies and comments are not to be 
entirely ignored when Canadian aspects are in fact only those being investigated. 


Other reports and material made available to the Committee include the 
final Report on the Cost of Prescribing (referred to as the Hinchliffe Report) 
published in the United Kingdom in 1959; a Report on the Retail Structure of 
Drug Prices in Manitoba issued in 1961 by a Joint Committee of the Manitoba 
Pharmaceutical Association and the Government of Manitoba; a Report on Survey 
of Dispensing Costs prepared in October 1965, on behalf of the Canadian Phar- 
maceutical Association of British Columbia; the Alberta Act of April 5th, 1962 
which permitted druggists to substitute an equivalent generic drug for a brand 
name drug in any prescription unless substitution was specifically forbidden by 
the physician; the Report of the Select Committee of the Ontario Legislature on 
the Cost of Drugs which issued in 1963; and the Report prepared for the Hall 
Commission by the Research and Statistics Division of the Department of Na- 
tional Health and Welfare dealing with the Provision, Distribution, and Cost of 
Drugs in Canada which was published in 1964. The Committee considered the 
recommendations of the Boyd Committee and the Hilliard Committee who were 
appointed by the Department of National Health and Welfare to study some 
aspects of the drug industry. 


It is apparent, therefore, that the wealth of material available, arising as it 
has from exhaustive studies based on evidence rendered by many parties under 
cross-examination, forms the background of this Report. Evidence given directly 
before the Committee in response to questions asked by members of the Com- 
mittee and Counsel has been correlated with the prior background material to 
bring about your Committee’s final conclusions and recommendations. 


3. Introduction of Medicare and/or Other Health Services 


Your Committee has been fully conscious throughout the proceedings of the 
importance of its task, not only because its recommendations, if carried out, 
might benefit the consumer of drugs, but eventually benefit the Canadian tax- 
payer. If any tax supported scheme be introduced to help ease the burden on the 
individual drug consumer, it is of paramount importance that the causes of high 
drug costs be identified and remedied now. This will ease the eventual charge on 
taxpayers generally. 


CHAPTER II—THE DRUG INDUSTRY IN CANADA 


il Types of Industry 


.. The drug industry in Canada comprises what is generally known as the 
medicinal and pharmaceutical preparation industry which, in turn, may be 
divided into four different groups: Chemical, Pharmaceutical, Biological and 
Proprietary, although these groups are not necessarily mutually exclusive. The 
manufacture of medicinal chemicals as such, i.e. chemicals which form the active 
ingredients as the basis of pharmaceutical preparations is not a large industry in 
Canada for the reason that Canada, economically, is not sufficiently populated to 
be able to support particular raw material plants of this type; and, in conse- 
quence, a large percentage of the active ingredients used in pharmaceutical 
preparations which appear in eventual solid or liquid dosage forms require 
importation from the United States, the United Kingdom and other countries. 
(Refer to page 208, Minutes of Proceedings and Evidence where it was stated 
that only 20 per cent of therapeutically active substances used in Canada are 
‘manufactured in'this country). 


It is the pharmaceutical industry in Canada which is the industry under 
investigation by your Committee. It is this industry which prepares and com- 
pounds the active ingredients obtained from fine chemical producers and which, 
through formulating, tabletting, capsuling, etc., provide therapeutic substances 
for the eventual Canadian consumer, The term “manufacturing” as used by the 
Pharmaceutical Manufacturers’ Association of Canada means the production of a 
pharmaceutical from its therapeutically active substance or substances. It is 
noteworthy that Canadian drug manufacturers by and large import the basic 
raw ingredients that form the basis of Canadian pharmaceuticals. However, the 
Committee is informed that there is a slight increase in the production of basic 
ingredients in Canada. 


To a lesser extent the biological group comprises a segment of the pharma- 
ceutical industry wherein these companies produce in dosage form drugs which 
finally appear as vaccines and the like. The final group, namely, the manufac- 
turers of proprietary medicines are in a separate category, as patent medicines or 
well. advertised household remedies which are manufactured by these companies 
are available to the public directly (without prescriptions required) through 
over-the-counter sales in drug stores or in other retail outlets. This report is not 
unduly concerned with the cost of such proprietary medicines as their sale, as in 
the sale of other goods, is subject to open competition. Home remedies are rarely 
prescribed by the physician and the buyer may “shop around” for this type of 
medicine or remedy. 


It is reported that in 1963 there were some 173 establishments engaged 
chiefly in the manufacturing of pharmaceuticals and medicines almost all of © 
whom are concentrated in Ontario and Quebec. Without actual statistics provid- 
ed for later years it can be assumed that this number approximates those in © 
existence in Canada today, although were there any change in these statistics our 
findings would not be influenced. The study also states that more than two-thirds » 
of these plants are what might be considered multi-line pharmaceutical manu- 
facturers and approximately three-quarters are multi-line proprietary manu- — 
facturers, i.e: which companies manufacture both pharmaceuticals and proprie-_ 
tary medicines. The balance of the number comprise small regional concerns 
which manufacture.a few medicinals only and whose activities may be engaged © 
more with wholesaling and retailing, packaging and the like. 
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2. Control of the Industry 


The Committee feels it should point out at this stage the extent of foreign 
control over the Canadian drug industry At the time the Report of the Hall 
Commission was written the thirteen largest firms in the drug field in Canada, 
exclusive of Connaught Research Medical Laboratories, were all branches or 
subsidiaries in Canada of foreign firms with the exception of one Canadian. 
company. It was reported that all these thirteen companies had annual sales in 
excess of $4 million each and were the only drug firms in Canada having sales of 
that magnitude. Since that report was written the last large Canadian firm was 
purchased by an American corporation. 


This overwhelming control of the drug industry in Canada by foreign firms 
leads to a number of consequences which have been studied by your Committee. 
International patent control enters the picture. Canadian subsidiaries pay patent 
royalties to their parent corporations. Dividends received by Canadian subsidi- 
aries pass to their parents except for earnings retained for expansion of the 
Canadian industry. Foreign corporations charge their subsidiaries for “inter- 
national” research costs. Most subsidiaries import pharmaceutically active in- 
gredients from their parent corporations. The scientific research involved is lost 
to this country. All these factors tend to obscure the workings of the industry and 
the resulting effect on the Canadian consumer; and your Committee has taken 
these factors into account in the preparation of its Report and the conclusions it 
has drawn. 


3. Drug Manufacturers 


Viewing the drug industry in Canada in another way (and not, considering 
those manufacturers solely engaged in the preparation of proprietary medicines) 
the industry may be considered to be divided into three distinct groups: (a) the 
large manufacturing drug houses which include the well-established Canadian 
subsidiaries of foreign parent corporations, and which are largely represented by 
the Pharmaceutical Manufacturers’ Association of Canada (referred to as 
PMAC). This Association has at present some 57 members who produce about 85 
percent of the dollar volume of prescription drugs sold in Canada, under both 
brand and/or generic name. 


The second largest group (b) in the drug manufacturing industry in Canada 
is a recently-formed association called “The Association of Canadian Drug 
Manufacturers” representing about 10 percent of the entire Canadian pharma-~ 
ceutical industry. There are some fifteen members of this group. They consider 
themselves to be Canadian owned and operated as opposed to the large manufac- 
turers which are, of course, Canadian also but whose parent corporations are 
situated in foreign countries. They are the so called “‘generic manufacturers” as 
opposed to “brand name manufacturers’, but it should be pointed out immedi- 
ately that some members of this group also market their products under “brand 
names” as well. They do little, if any, research in respect to the development of 
new drugs, as opposed to many but not all members of the PMAC group who 
carry out certain research activities in Canada. The PMAC group and the 
“Canadian Drug Manufacturers” are violently opposed in their views on certain 
aspects of drug manufacturing and pricing of drugs, and the expression of both 
views was repeatedly given before the Committee. The opposition stems from 
the issue—discussed later—that one group considers itself the “innovators” in 
the drug industry, the other being mere “copiers”. 


The third group (c) in the drug industry in this country represents not more 
than 5 percent of the industry. These are those who might be named the 
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“Independents”. Included in this group are drug manufacturers who sell their 
products under brand name and/or generic name, and who by choice do not wish 
to be members of the first two groups or who mighi not be permitted to be. Also, 
small importers of drugs fall into this category. None of these latter small 
importers appeared before the Committee. It can be safely assumed that the 
third group does not entertain in any way the views of PMAC. 


In any event, all three groups are the suppliers for the Canadian drug 
market, whether the drugs are manufactured into dosage forms from largely 
imported bulk material or active ingredients, or whether manufacture consists of 
completing the procedure from imported semi-finished dosage forms or, indeed, 
whether the drugs are imported in finished marketable state. It is important to 
note that patent-protected drugs either in bulk material, semi-finished dosage or 
final dosage form cannot be imported except by the patentee, his assignee of 
licensee. 


Insofar as the export market is concerned, unless the patent owner is 
Canadian, the international patent system can prevent, and does discourage 
further development of the drug industry in Canada. With most foreign owned 
patents, subsidiary companies of the parent patentees control the market within 
their own jurisdictions; and export activity must therefore be confined to world 
areas where patents are not taken out—areas which commercially are not too 
significant. On a question, for example, addressed to one Canadian subsidiary of 
a U.S. parent corporation, the answer was succinctly put: “We have so many 
plants all over the world I just do not know where we would export to”. 


It should also be added that even if exports of drugs could be increased in 
certain areas, many domestic patent laws limit importing, requiring manufactur- 
ing to take place within their jurisdictions on pain of forfeiture of the patent. 


All this is pointed out to indicate that increased production of drugs in 
Canada—which conceivably could lower prices—is not likely to incur through 
foreign sales. 


As will be described later, one factor in influencing drug prices at the. 
consumer level is the cost of producing drugs at the manufacturer’s level, i.e. to. 
that point where the manufacturer sells to the wholesaler or, in other cases, sells 
directly to the retail druggist, hospital or government department. There is, as 
mentioned, serious disagreement between those companies represented by 
PMAC and those other companies represented by groups (b) and (c). The PMAC 
members consider that their manufacturing and selling costs and pricing gen- | 
erally are “fair and reasonable” while their opposition claims that PMAC manu- > 
facturers’ costs are excessive for reasons that will be dealt with later. As stated, 
PMAC alleges that its rival manufacturers are “copiers” as opposed to “in- 
novators” which the PMAC claims to represent. The “copiers” apparently ‘suffer’ 
from two arguments advanced by PMAC, first, through the implication that 
generic named drugs (in the case of the generic drug manufacturers) do not 
possess the corresponding high qualities possessed by brand name products; and, 
secondly, that through its members’ research program and high quality control 
in their drug production, better and safer drugs result—an argument violently 
opposed by the Association of Canadian Drug Manufacturers and the In- 
dependents. It might be well at this point to describe in more detail the 
distinction between generic and brand name products, as this distinction was of 
considerable importance in laying the basis for some of your Committee’s recom- | 
mendations. 


10 


4. Nomenclature in the Industry 


As a prelude to the study of the drug industry it is necessary to be familiar 
with the nomenclature of drugs. Drugs constitute, of course, a group of fine 
chemicals (i.e. therapeutically active ingredients) which can be clearly defined 
by standard chemical names following standard chemical nomenclature. These 
follow the ordinary rules of chemistry which describe chemical compounds. 
However, as the synthesis of chemicals grew in number, the chemical names 
attached to the new compounds became unwieldy; hence a consequent introduc- 
tion of a peculiar pharmaceutical nomenclature became necessary to overcome 
this particular problem. The chemical name still remains the standard of refer- 
ence for the particular identity of the drug but, because of the difficulties 
involved in expressing the true chemical name in a manner understandable by 
those less informed than organic chemists, a system of “recognized names” was 
developed. This new recognized name of a drug is selected when it is introduced 
by an official organization, or is designated as such in an official drug publication 
such as the British Pharmacopoeia, the United States Pharmacopoeia, etc. In 
Canada, the new name becomes the “proper”? name or, in other jurisdictions, the 
“approved name” or even, inded, the “international non-proprietary name’’. In 
any event and regardless of whether the newly-named drug is referred to by any 
of the above designations, or such name is generally quoted as a “generic name”’ 
(in fact, a misnomer) it becomes the abbreviated scientific name to be used 
prescribing or identifying those particular drugs which have unwieldy chemical 
names. 


It is the Committee’s understanding that in most Schools of Pharmacy and 
Medicine the generic name of a drug is taught to students as the “recognized” or 
“proper” name of the particular drug. Certainly drugs ordered by hospitals or 
through government purchasing agencies are ordered by their generic names. 


The Committee recommends 


That all medical and pharmacy students be instructed during their studies 
in the generic nomenclature for drugs. 


However, it became clear at an early date to drug manufacturers that 
considerable advantage might be attained if a still more simplified designation 
for drugs could be found; and accordingly a system developed whereby a 
manufacturer designated a particular drug under “a brand name” or a “pro- 
prietary name” which was registered as a trade mark in that country or coun- 
tries where the drug was sold. The “brand name” designated the particular 
manufacturer, and the manufacturer through strenuous promotional activity was 
thereby able to introduce a system of marketing where drugs would be, and 
usually were, ordered by their “brand name” as a particular product of an 
identifiable manufacturer. The “brand name’’ chosen was, of course, one which 
generally had an euphonious sound usually involving few syllables and a name 
more easily retained in the physician’s mind because of its simplicity. Each 
“brand name” continued to have, of course, its corresponding “‘generic name”; 
and it is still the “‘generic name” that is published in pharmacopoeia and 
formularies. Regardless of the wide use of the “brand name” by manufacturers, 
we find that the use of the generic name of a drug should by no means be 
disparaged. 


We quote from the study relating to the Provision, Distribution, and Costs of 
Drugs in Canada prepared by the Research and Statistics Division of the De- 
partment of National Health and Welfare as follows: 


“In Canada every effort is made to follow the nomenclature of the 
Expert Committee of the International Pharmacopoeia of the World 
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Health Organization. Excellent co-operation exists between this organiza- 
tion and the official bodies in the United States and the United Kingdom 
to maintain uniformity throughout the world in pharmaceutical nomen- 
clature. For practical purposes the names “proper name”, ‘approved 
name”, “adopted name”, “pharmacopoeial name”, “international non-pro- 
prietary name” and “generic name” are used as synonyms in the trade.” 


(page 8) 


The “brand name” manufacturer of pharmaceuticals takes every possible 
step to protect its position by brand name advertising and promotion. It will do 
this, firstly, because it is in its peculiar interest to identify drug products with its 
own manufacture, knowing that use of the generic name is more likely to be 
forgotten or ill-remembered in repeat orders of quantities of such drugs. The 
“brand name” manufacturer knows that the physician or pharmacist is more 
likely, after repetitious promotional activity, whether through advertising or 
through detail men, to become indoctrinated to prescribe and dispense brand 
name drug products. It appears that most physicians and pharmacists have more 
confidence in drugs manufactured under a brand name. One of the interesting 
side lights of this is that the generic manufacturer, aS soon as monies become 
available, tends to create his own form of brand name nomenclature and enters 
the ranks of those who have preceded him and to whom he was formerly op- 
posed. 


Secondly, the feud between the brand name manufacturers and their gener- 
ic counterparts brings the subject into the realm of safety upon which the 
Report by your Committee to the previous Parliament was based. It is natural 
and good business that manufacturers of brand name drugs will, by any reputa- 
ble means at their disposal, seek to inculcate into the minds of those who order 
prescription drugs that their products are “safe” because the identity of the 
manufacturer is clearly revealed by the brand name product. Unfortunately the 
brand name manufacturer often gives the impression that generic products are 
not safe. It is the opinion of your Committee, however, that this viewpoint is not 
necessarily valid, it not only having been challenged by the generic drug 
manufacturers but also by purchasing agents of some hospitals and government 
departments who have ordered, and continue to order, (see Minutes of Pro- 
ceedings and Evidence, page 1497) drugs by their generic names. The Food and 
Drug Directorate made it clear that, in their opinion based on the testing they 
perform, generic named drugs and brand name drugs are equally “‘safe’’. 


5. Profits in the Industry 


This portion of the report is based on Appendix E: Profits of Drug Manu- 
facturing Firms in Canada, prepared for the Committee by the Accountant, Mr. 
W. J. Blakely. 


The Committee believes that the profits of pharmaceutical companies in 
Canada appear about twice as high as the level of profits of the manufacturing 
industry as a whole. Your Committee believes this to be true for pharmaceutical 
companies generally, whether they be so called “innovators” or “copiers”; or 
brand name or generic producers. It should be pointed out in all fairness (as seen 
in Table 4 of the Appendix E), that the pharmaceutical industry showed (in 
1963) the seventh highest rates of return on resources employed, and are 
exceeded by distilleries, wineries, motor vehicles, petroleum and coal products, 
motor vehicle parts and accessories, wire and wire products, and office and store 
machinery. As may be expected in our free enterprise economy, pharmaceutical 
manufacturers must work for a profit. The Committee is not concerned primarily 
with reducing profit below a reasonable level but is concerned with reducing 
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costs of drugs to the consumer. The Committee is convinced that this can be done 
within the framework of the free enterprise system. 


The financial experience of Canadian pharmaceutical manufacturing firms is 
shown in the appendix and does not reveal, as some have claimed, that the 
business risks are greater than in the general manufacturing industry. 


6. Regulatory Control of the Industry 


The regulatory control of the drug industry is administered by the Food and 
Drug Directorate of the Department of National Health and Welfare. 


In keeping with other committees and commissions dealing with the Food 
and Drug Directorate, the Committee found it to be staffed with competent 
skilled personnel who worked very closely with the Committee to provide, as 
diligently as possible, all the information that was requested. The Directorate 
carries out its functions efficiently and competently, subject only to its limita- 
tions of staff. These have been detailed previously in the last Report of the 
Special Committee of the House of Commons on Food and Drugs and, though the 
Situation has improved, more assistance is still required; and if the present 
recommendations of this Committee are carried out, then additional staff will be 
required. 


The Food and Drug Directorate has two main functions that are based on 
criminal law in Canada and administered under the Food and Drugs Act. These 
functions are to protect the consumer against fraud and hazards to health in the 
sale of foods, drugs, cosmetics and medical devices. 


When a company wishes to test a new drug clinically, it has to send in a 
“pre-clinical submission” to the Food and Drug Directorate. This is information 
on the new drug—composition, action, toxicity, side effects, dosage, etc. The Food 
and Drug Directorate then decides whether the drug should be tested on humans. 
If justified, the Directorate issues permission to the Company which then re- 
leases the drug to the clinical investigator. The clinical investigators (doctors 
who will use the drug on patients) are known to the Directorate. A careful check 
is kept by the company of the location of all new drugs so they can be recalled 
quickly, if necessary. This data on clinical use in the form of a new drug 
submission is forwarded to the Food and Drug Directorate and finally, it this 
submission shows the drug is useful and the risks from the drug within justifia- 
ble reason, the drug is allowed for sale on the market by issuance of a Notice of 
Compliance. It remains classified as a “new drug” at the discretion of the Food 
and Drug Directorate until is has been in use “for sufficient time and in sufficient 
quantity” to assure the Directorate that it is safe and effective. This time usually 
exceeds five years. Once it loses its “new drug” status, other companies may 
produce it (patents and compulsory licence will be discussed later) without 
further data on the drug for the Food and Drug Directorate other than meeting 
the requirements for all drug manufacturers. They must however notify the 
Food and Drug Directorate within thirty days that they have placed this drug on 
the market. Up to this time, as long as a drug is a “new drug”, if other companies 
wish to market it, they have to go through the same procedures for a “new drug” 
with the Food and Drug Directorate. Needless to say, companies other than the 
originator never have manufactured a drug during its “new drug” status, but 
wait until it loses that status. To do otherwise is expensive in time and money, 
and actually is a duplication of work done. This matter has been raised in the 


Hilliard Report. 
It is the duty therefore of the Food and Drug Directorate to protect the 
public against unsafe drugs. The Committee is satisfied that the work done by 
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the Directorate is of a high standard, but is hampered by its lack of sufficient 
staff and adequate facilities. Some of the recommendations of this Committee 
will increase the work and scope of the Directorate and will emphasize the 
necessity for more staff. You Committee therefore recommends 
That the personnel and facilities of the Food and Drug Directorate be 
expanded to make possible the implementations of the recommendations 
of the Boyd Committée, the Hilliard Committee and this Committee. 


7. The Hilliard Report and the Boyd Report 


This Committee commends and supports the recommendations of the Boyd 
Report and the Hilliard Report. In the Hilliard Report particularly the Com- 
mittee makes reference to the section on New Drugs and the Hilliard recommen- 
dation for amendment of the definition of ‘New Drug” to include old drugs in 
which new or serious or more frequent side effects develop. This was referred to 
in many committee meetings. The Justice Department has ruled that “the 
Governor-In-Council has no authority under the Food and Drugs Act to make a 
regulation to include in the definition of a new drug an old drug if previously 
unknown serious adverse reactions develop from its use.” 


It is understood that the Food and Drug Directorate can, under the present 
Act meet this problem of old drugs that produce unexpected reactions. The 
Directorate has authority to make regulations respecting the sale or condition of 
sale of drugs. At the present time the “new drug” regulations require a drug 
manufacturer to notify the Food and Drug Directorate of unexpected side effects, 
injury, toxicity or sensitivity reactions. This notification is to be made as soon as 
possible in every case—and no later than fifteen days—from the date the 
reaction is reported to the drug manufacturer. The problem of this type of 
reaction to a drug, not under “new drug” status, can be met by making the above 
regulation apply to all drugs. 


CHAPTER IV—COST OF DRUGS TO THE CANADIAN CONSUMER 


Representations to your Committee that drug prices are too high stems from 
a number of sources. First, the Canadian Pharmaceutical Association supplied 
the Committee with statistics indicating the number of prescriptions and the 
value of prescriptions made out in Canada over past years; and these figures 
indicate that the average price of a prescription in 1949 to the consumer was 
$1.38 and the average price of a prescription in 1965 was $3.32, an increase in the 
sixteen year period of some 140 percent. The comparable over-all cost of living 
index prepared by the Bureau of Statistics over the same period of time showed 
a general increase in consumer goods of only 40.8 percent. Although these 
percentages are not strictly comparable in view of the fact that many of the 
“new” drugs introduced during the fifties’ and the early sixties’ were much more 
expensive and widely prescribed, nevertheless the figures are at least suggestive 
that drug prices are now too high, particularly when during that time the 
number of prescriptions per year in Canada increased sizably. Normally it could 
be expected that expanded sales would result in lower prices. Although the 
precise figures for the years mentioned above have not been made available to 
the Committee, it is interesting to note that in 1955 some 32,908,185 prescriptions 
were filled and only nine years later in 1964 some 51,635,671 were filled. r 


To be fair to the Canadian Pharmaceutical Association, however, it was 
stated in their supplementary brief (page 1934) to the Committee that statistics 
prepared by the Dominion Bureau of Statistics show “that prices in general 
increased some 36.8 percent between 1949 and 1964, while drugs increased by 
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only 20.7 percent’. The Bureau’s Statistics, it is understood, however, were 
obtained from a survey of some five drugs in the field of antibiotics, sedatives, 
hypnotics and ataractics; and the drugs used were not necessarily those of the 
more recent “wonder drug” variety. Two explanations for the discrepancy in the 
figures can therefore be made: prescriptions in recent years are being filled with 
more expensive drugs and the Bureau’s figures do not reflect the change in 
medical prescribing over the period of time quoted. 


Secondly, a thorough and comprehensive comparison between Canadian 
drug prices and those in other countries was undertaken by the Director of 
Investigation and Research under the Combines Investigation Act, which study 
resulted in the Green Book earlier referred to, and which comparison showed 
clearly the evidence that Canadian drug prices appeared to be surprisingly high. 
In fact, one of the conclusions reached by the Director was that “prices of drugs 
in Canada are among the highest in the world”. 


Thirdly, more up-to-date figures on the comparison of prices of drugs in 
Canada with those in other countries having relatively advanced economies were 
presented to the Committee by the Consumers’ Association of Canada. (Minutes 
of Proceedings and Evidence, page 1182-3). These figures likewise substantiated 
the conclusions of the Green Book. 


Fourthly, PMAC also produced a table of international drug prices (Minutes 
of Proceedings and Evidence, page 353) in which, on the face of the statistics 
presented, it also appeared that Canadian drug prices, generally speaking, were 
among the highest of certain selected countries, although PMAC in an exhaustive 
argument on this point took the view that these statistics could be read in a 
manner more favourable to its own presentation. This argument will be dealt 
with later. 


In any event, both the Restrictive Trade Practices Commission and the Hall 
Commission made findings as a result of their economic studies that dealt with 
ways and means of bringing drug prices down which fact in itself indicates both 
Commissions were of the view that drug prices in Canada were too high at the 
date of conclusion of their enquiries. 


Your Committee, in order to assure itself, in the interval between the time 
both Commissions reported and the date of this enquiry, that the situation 
remained more or less unchanged, checked on its own behalf from reliable 
sources the cost of drugs at the retail level in Canada, the United States and six 
European countries. Twelve of the most commonly used and important drugs 
were selected. The result, in Canadian dollars, appears as Appendix “F”’ to this 
Report. 


Your Committee confirms the previous findings now on public record; and it 
has come to the inescapable conclusion that drug prices in Canada are in fact 
high and that every fair and reasonable step should be taken to reduce these 
prices. In conclusion, and in order to discount any claim that these statements 
are exaggerated, it is well to bear in mind the comment made by the Director of 
Investigation and Research under the Combines Investigation Act that if drug 
Prices were not too high “they were higher than they need be”. (Minutes of 
Proceedings and Evidence, page 2183). 


It is necessary, however, to deal with PMAC’s lengthy presentation leading 
to the conclusion that comparative prices of drugs in foreign countries and in 
Canada do not by themselves present the whole picture and, in fact, are mislead- 
ing. The Association’s presentation related costs of drugs in various countries in 
terms of labour income. Wage rates were related to selected drugs resulting in 
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comparisons of drug prices in terms of labour hours. ‘Labour Indices” were 
prepared which indicated that Canadians were able to buy their drugs with less 
labour than people in most other countries; and in fact the “Labour Indices” 
showed, for example, (Minutes of Proceedings and Evidence, page 292) that the 
“real” cost of drugs in the United Kingdom was still appreciably higher than in 
Canada although on actual tables showing comparable drug prices in terms of 
Canadian dollars this did not so appear. 


Your Committee cannot accept this argument. If any Canadian price of any 
product was translated into labour income, one is undoubtedly going to find that 
it costs Canadians less to buy that product than it would cost most foreigners, the 
United States being possibly the only exception. In the ascertaining of the price 
of a product, whether at the manufacturers’ level or at the retailers’ level, it 
appears to the Committee that real cost should be looked at, namely, the cost of 
labour, raw materials, research and the capital required. This is the true com- 
parison, together with demand, when explaining price differentials between one 
country and another. It is a question of total efficiency of an industry which must 
be looked at and your Committee wi!l deal with this when regarding factors that 
affect drug costs and prices. The Consumers’ Association of Canada discounted 
PMAC’s submission in this respect, and the brief of the Province of Alberta also 
was critical of the economics of PMAC’s argument. 


CHAPTER V—THE ROLE OF THE PHYSICIAN, THE HOSPITAL AND 
THE GOVERNMENT IN DRUG USAGE 


1. The Physician 


The physician is the person who has most control over the purchase of drugs, 
in an indirect but absolute way. The doctor writes his prescription for the drug 
and the pharmacist has no choice but to fill this prescription as written (except 
in Alberta where substitution is allowed). In the hospital the doctor still has this 
role and in addition may play a large part as a member of the Pharmacy 
Committee in the purchase of drugs for hospital use. In addition to this, the rural 
practitioner whose practice is in a remote area, often serves as the pharmacist 
and is involved in the direct purchase and re-sale of drugs to his patient. Dental 
practitioners (who prescribe certain medications, particularly analgesics (pain 
killers) and antibiotics) are not dealt with in this report as the volume of 
medication is small and their attitudes are probably close to those of the medical 
practitioner. 


The Committee feels that it is to the medical profession that a great portion 
of this report will be useful. The Committee also realizes the fact that few of the 
medical profession will actually read this report in full. The doctor’s time is 
limited. While some of the material issued by drug companies is very useful, a 
great portion of the doctor’s mail is never studied and the large volume of 
product advertisement is wasted as a shower of multi-coloured advertisements 
hits the wastepaper basket, unread. The ‘‘ads” in journals are often not read as 
the physician prefers more impartial reports in the body of the issue itself. The 
doctor sees the detail man, with one eye on his demonstrations and the other on 
his watch. As most detail men represent the large manufacturing firms he never 
hears actual presentations from the smaller firms. The doctor is concerned with 
the growing reports of diseases caused by the drugs he can prescribe and by the 
multiplicity of side effects they can produce. He prescribes those drugs he has: 
heard of, has read of, and has some knowledge of—he is a cautious man and 
prescribes the drug manufactured by a company known to him. He may or may 
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not know what the drug costs and he may or may not realize there are cheaper 
_ “equivalents” on the market. Much of the physician’s information is obtained 
from commercial and biased sources. 


The Committee realizes that to ask the doctor to change his prescription 
habit is a serious responsibility. It should be done only if the doctor can be 
assured that the drugs he has the option of prescribing are as safe as possible. To 
do this the doctors should and, indeed, must have free access to a non-biased 
current report on drugs which would include the following data: 


(1) Generic name of the drug 


(ii) Names of all manufacturers of the drug, and brand names of the 
above drug 


(iii) Comparative costs and clinical equivalency of the above drugs 
(iv) Therapeutic action of drug 
(v) Side effects of drug, contra-indications and toxicity 


(vi) Last assay for each company’s product, of content and availability of 
active ingredient, solubility and disintegration 


(vii) Any problems with any company’s product—toxicity, impurity, sei- 
zures, court actions, failure to meet standards, etc. 


The Committee feels that the Food and Drug Directorate has been keeping 
its activities from the medical profession. Its findings on drugs should be openly 
reported to the medical profession in a public document. If there are poor quality 
drugs on the market, then the medical] profession should be told. The medical 
profession has to be convinced that the Food and Drug Directorate has full and 
accurate knowledge of the drug industry and to do this, the Food and Drug 
Directorate should report fully every aspect of the drug problem to the medical 
profession. 


A major recommendation of the Committee is 


That the Food and Drug Directorate publish not less than once a month 
an informative bulletin to the medical profession giving complete de- 
tails on drugs and their actions and reviewing major drug uses in Canada. 


This will require the Food and Drug Directorate to increase its staff and is a 
tremendous undertaking, but it will do a great deal to bring down the cost of 
drugs if it can assure the medical profession that a less expensive drug may be 
used with safety. The Committee is confident that such a publication would be of 
tremendous value to the medical profession and would be used extensively. It 
would be sent free to every medical practitioner, dentist, and pharmacist in 
Canada. The Committee is satisfied the cost of publication and distribution would 
be more than met by resulting savings to the drug consumer. 


2. The Hospital 


The hospital is also purchasing large quantities of drugs, which are not 
Subject to the federal sales tax. A good many hospitals now buy their drugs on 
the tendering system, which reduces the costs even more significantly than the 
absence of sales tax. In many hospitals this is directed by a Pharmacy Committee 
on which the medical staff plays a large part. Many hospitals use a type of drug 
formulary which allows bulk purchases, and which also lowers the cost. The 
formulary drugs are used by most of the medical staff but individual doctors who 
insist on certain brands of drugs are allowed to prescribe these as they wish. It 
Seemed apparent to the Committee that doctors were using, in the hospital care 
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of their patients, drugs manufactured by companies whose products they did 
not normally prescribe. This suggests that some medical practitioners may be 
willing to extend their use of a formulary to their office practice. 


3. The Governments 
(a) Federal 


The Federal government purchases most of its drugs (which in a recent year 
amounted to approximately $5 million) by the tender system. Most of the drugs 
purchased are from so-called “generic”? houses. Only those companies who can 
meet the requirements of the Canadian Government Specifications Board— 
Standard for Manufacture Control and Distribution of Drugs (74 GP 1) are 
allowed to submit tenders. It is obvious that this competitive method of drug 
purchase lowers the price of drugs. The federal sales tax on drugs is not paid for 
drugs in hospital use, which lowers the price of drugs, but it was obvious from 
the evidence produced before the Committee that this difference did not account 
completely for the lower cost of drugs purchased by the government. 


(b) Provincial 
The provincial governments are also large purchasers of drugs. They also 
use the tendering system and some provinces have instituted their own inspec- 
tion services to ensure quality. This is repetitious and expensive to the govern- 
ment involved and could be carried out by the Food and Drug Directorate. 


CHAPTER VI 
FACTORS AFFECTING DRUG COSTS AND PRICES 


Your Committee realized from the outset of this investigation that there 
would be no simple nor single recommendation that would lead to the reduction 
of cost of drugs to the consumer. Lowering of drug prices, it was realized, could 
only be brought about through a variety of means; and for this reason the 
Committee has looked at factors affecting drug costs and prices at the manufac- 
turer’s level, the wholesale level, the retail level, and the effect of phar- 
maceutical patents or trade marks on drug prices generally. 


1. At the Manufacturer’s Level 
(a) Anti-Dumping Duties and Tariffs 


The Restrictive Trade Practices Commission in its Report expressed the 
view that “with respect to ethical drugs and more especially antibiotics and 
tranquillizers, the dumping duty rules may sometimes operate to increase the 
cost of some Canadian importers without giving any substantial protection to 
Canadian manufacturers”. Although, as we have indicated, most pharmaceutical 
drugs used in the manufacture of antibiotics and tranquillizers are not in fact 
produced in Canada, nevertheless most pharmaceutical preparations containing 
these drugs are ruled by the Department of National Revenue to be of a class or 
kind made in Canada for purposes of dumping duty. In short, any drug not made 
in Canada but which falls within the same class of drugs made in this country is 
subject to dumping duty if imported at a price less than the “fair market value” 
of the equivalent drug sold in the exporting country. The Restrictive Trade 
Practices Commission considered that, for this reason, imported finished dosage 
forms of drugs might well be priced higher than would normally be the case, 
especially in those instances where the importer was a subsidiary of the parent 
exporting company. | 
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The Hall Commission recommended that in the administration of anti-dump- 
_ing regulations in respect to drugs, the Minister of National Revenue be given 
discretion to establish “market value” at lower levels than that resulting from 
present practice. The continuing threat of possible imposition of anti-dumping 
duties on drug imports apparently was of sufficient concern to be recognized by 
both the above named Commissions as one factor affecting basic drug costs. The 
parent exporter of the basic ingredient of a drug in finished dosage forms would 
be inclined, in its transactions with its related subsidiary, to set its price to its 
subsidiary higher than perhaps necessary in order to avoid such duty. In any 
event, it is clear that because “class or kind” has been given such a broad 
meaning to include different drugs that can be used for the same general purpose 
(e.g. antibiotics or tranquillizers) a wide variety of imported drugs are subject to 
possible imposition of this duty. A second reason why the import price of drugs 
(either the basic drug or in the semi-finished or finished form) may be too high 
is that there is no reliable guide to determine the “fair market value” of the drug 
in the foreign exporter’s home market. To understand this it is necessary to 
appreciate the method used concerning custom valuation for imported drugs. 
The standard basis of valuation, used not only for drugs but used generally to 
determine whether or not dumping is taking place in Canada is, of course, the 
determination of “fair market value” in the country of export of the goods, i.e., 
the value or prices at which like goods are freely sold at the time and place of 
shipment to purchasers at the same or substantially the same trade level as the 
importer, and in the same or substantially the same quantities for consumption in 
the country of export in the ordinary course of trade. For finished phar- 
maceutical preparations in dosage form this is a relatively easy determination. 
For drugs exported to Canada which consist only of the basic active ingredient, 
however, or drugs exported in semi-finished form, this determination is not 
possible as the exporter is not selling in all likelihood that particular form of 
product in the foreign country in the precise condition as that exported to 
Canada. 


The present practice of the Department of National Revenue, therefore, is to 
use ministerial discretion under the authority of Section 38 of the Customs Act to 
charge duty on basic drugs imported into Canada at manufacturing cost plus 50 
percent when the drug requires further manufacture with other materials, and 
to charge manufacturing cost plus 75 percent for pharmaceutical preparations in 
bona fide bulk for packaging, etc. in Canada (less when the exporter’s gross profit 
on home market sales of the finished product is less than the percentage ad- 
vance). Undoubtedly, and in view of the extent to which the Canadian industry 
is made up of subsidiaires of foreign parent corporations, the “manufacturing 
cost”? may indeed be fixed higher than necessary to avoid possible anti-dumping 
duties. Also, quite apart from) the fact that transactions between parent firms and 
their subsidiaries do not involve ‘“‘arm’s length” transactions there is no compa- 
rable customer in the foreign country to which reference can be made and a 
“manufacturer’s cost” accurately determined. The only guide to a “fair market 
value” may indeed be the price to a wholesaler in the foreign country. Conse- 
quently it may mean that the Canadian company may be charged that price, 
equivalent to the price paid by a wholesaler in the foreign country, if dumping 
duties are to be avoided. 

Your Committee is therefore concerned for the reasons advanced above that 
a tendency exists for Canadian importers to pay more, or be required to pay 
more, for the imported drugs regardless whether the drug is imported as a basic 
ingredient, a semi-manufactured drug or a drug in final dosage form. 
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Your Committee therefore recommends: 


That present ministerial authority as provided in Section 38 of the Cus- 
toms Act be amended insofar as the importation of drugs into Canada is 
concerned, and that future value for duty be set in all cases at the cost of 
production of the imported drug plus an allowance for gross profit (i.e. an 
allowance to cover the actual manufacturer’s administrative overhead, 
selling costs and net -profit, etc.). 


It would be desirable to fix some maximum allowance. It was suggested 
before this Committee in the presentation made by the Province of Alberta 
(refer to page 2533, Minutes of Proceedings and Evidence) that perhaps an 
appropriate study would indicate that a 10 percent allowance for gross profit 
might be adopted for drugs; and if this were done the motivation for foreign 
parents to charge high prices to Canadian subsidiaries to avoid anti-dumping 
duty would be removed. 


As already mentioned, pharmaceutical preparations are by and large held to 
be of a class or kind made in Canada for purposes of dumping duty. It is 
understood from a statement by the Minister of National Revenue (Minutes of 
Proceedings and Evidence, page 29) that “basic to the Department’s attitude is 
the assumption that, of necessity, most imported pharmaceutical drugs must be 
used in the manufacture of preparations in Canada”; and the Minister went on to 
express the Department’s view (page 30) “that it was thought necessary to 
classify all broadly competitive or substitutable preparations as of one “class or 
kind” if any protection is to be afforded the Canadian producers”’. However, your 
Committee feels that if dumping duties were limited only to affect those drugs of 
a kind made in Canada, the undesirable effect of inflating prices of drugs not 
actually manufactured in Canada could be eliminated while at the same time 
Canadian production, both existing and future, would be protected. Your 
Committee therefore makes this recommendation: 


That the Customs Act be amended to make clear that dumping duties with 
respect to drugs be limited only to affect those drugs of a kind made in 
Canada. 


In making this recommendation your Committee is aware of the difficulties 
expressed by the Minister of National Revenue in his presentation in applying 
the “kind” concept to pharmaceutical preparations and the fact that competitors 
might import substitutes for a Canadian drug product which, although used for 
the same purpose, would technically be of a kind not made in Canada and 
consequently free of dumping duty. On balance, however, your Committee 
considers the consumer’s interest to be paramount. 


The Hall Commission also proposed that the Tariff Board be requested to 
review tariffs on drugs with a view to establishing which tariff should be reduced 
or abolished covering imported drugs included in its proposed National For- 
mulary. Your Committee recommends: 


That the federal government instruct the Tariff Board to review the drug 
tariff structure. 


(b) Marketing and Promotional Expenses 


PMAC provided the Committee with its annual statistical survey for 1964 
which set out in considerable detail, among other things, marketing expenses of 
41 of its member companies (Minutes of Proceedings and Evidence, page 350). 
Marketing expenses include field selling, general advertising and promotional 
expenses, and administrative costs of departments charged with promotion. 
Advertising and promotional expenses incurred by the industry include costs for 
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medical exhibits, advertising in medical and pharmaceutical journals, direct 
mail advertising, the supply of promotional samples to physicians and additional 
miscellaneous expenses. For easy reference and to study the break-down of the 
total of $32,977,561 that was spent by the above-named 41 companies in 1964 
alone (and these companies do not represent the entire drug industry), Ap- 
pendix “G”’ is attached hereto. 


Approximately 23 percent of the manufacturer’s sales dollar goes for the 
provision of physicians’ information through detail men, literature and samples, 
while other marketing expenses primarily directed to the pharmacists account 
for 6.6 percent of the manufacturer’s sales dollar. The net result is that these 
manufacturers’ marketing expenses amount to approximately 11 percent of the 
prescription dollar; or, to put it another way, it represents 30 percent of the 
. ale dollar (Minutes of Proceedings and Evidence, pages 286 and 
302). 


It is interesting to note that the Chairman of the Canadian Drug Manufac- 
turers considered that promotional expense averaged out by members of his 
Association was about 20 percent, about one-third lower than the expense in- 
curred by the PMAC membership. This would indicate that once a drug compa- 
ny leaves the manufacture of generic named drugs to enter the brand name drug 
field it becomes entrapped by its chosen method of expansion and incurs 
automatically increased promotional costs (Minutes of Proceedings and Evi- 
dence, page 475). One of the “independent” Canadian drug manufacturers 
(promoting brand name drugs only) on questioning by the Committee indicated 
that 20 percent or more of its manufacturing dollar was also devoted to market- 
ing expense. 

Your Committee is completely in agreement that the funds expended on 
promotional activity by the industry is excessive, particularly when it is noted 
that only an equal amount of the manufacturer’s dollar is expended in materials, 
labour and plant costs; and only 7 percent of the manufacturer’s dollar is spent 
on research and development (Your Committee later received figures indicating 
that the percentage spent on research and development in 1965 by 37 of 58 
members of PMAC amounted to 7.6 percent of sales. The 1965 break-down of the 
manufacturer’s dollar is not provided as these figures were not available). 


No one disputes the fact that money spent on marketing by the drug 
industry far exceeds money spent for similar purposes by other industries. 
However, it is clear that the drug industry differs uniquely from other industries 
and that merely a comparison of these costs, without understanding the reason 
therefor, would be quite unfair. The consumer of drugs has no choice of pur- 
chase. It is the physician who chooses the drug, makes out the prescription and it 
is the pharmacist who fills out the prescription as ordered. Generally speaking, 
the consumer does not know the name of the drug he is taking, and the labels on 
the bottles containing his prescription do not inform him. Promotional activities 
by the drug industry are not directed to the final consumer, as is the case with 
all other industries, but are directed in the main to the physician and, also to a 
certain extent, to the pharmacist. The third category, which receives the atten- 
tion of the drug industry includes the purchasing agents of hospitals and govern- 
ment departments. The Committee was told, and it believes, that under the 
present system—assuming it will be continued—marketing expenses of the drug 
industry will not decrease. The intense competition between the drug companies 
in pushing their own brand name products apparently requires this high market- 
ing expense. The Chairman of PMAC was asked whether it would be possible for 
members of the Association to exercise voluntary restraint, for example, cut 
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marketing costs in half with the result that if all members abided by the rules 
the competition between members could remain the same and the consumer 
would be the beneficiary (Minutes of Proceedings and Evidence, page 246). 
PMAC took the view that such a voluntary undertaking by the members might 
be an offence under the Combines Investigation Act although the Committee’s 
Counsel and the Director of Investigation and Research under the Combines 
Investigation Act were not of this opinion (Minutes of Proceedings and Evi- 
dence page 2230). Your Committee, taking the above into consideration and the 
evidence that a great deal of drug promotion to the physician is wasted, recom- 
mends: 


That drug manufacturers revise their promotional practices on a volun- 
tary basis, as considerable savings could be made and passed on to the 
consumer. 


However, if voluntary restraint of promotional advertising is not successful in 
lowering costs, other more definitive action may have to be undertaken. 


Your Committee feels that the detail man has a definite role to perform in 
the exchange of information between doctor and manufacturer. The Committee 
is only concerned with that portion of his role relative to his promotional 
activities for a particular company and a particular drug. As previously outlined, 
the Committee has recommended the publication of a drug bulletin by the Food 
and Drug Directorate; your Committee expects that the publication of the above 
bulletin will significantly alter the function of the detail man. 


Certain drug company representatives are paid salaries and commissions, 
some receiving commissions on sales alone. The Committee feels that payment 
by commission leads to unnecessary and repetitive activity on the part of detail 
men, especially in the marketing of similar drugs under different brand names. 
Under the commission system, the detail man is more likely to be interested in 
the sale, rather than in providing information to the physician. On the other 
hand, a salaried representative, having no personal interest in the volume of 
sales, would be more likely to act in a more professional capacity. With full 
realization of the difficulties involved, your Committee feels it worthwhile to 
recommend to the pharmaceutical industry: 


That the pharmaceutical industry take steps to ensure that all representa- 
tives of the drug industry engaged in field selling be paid by salary and 
not by commission. 


Your Committee realizes that the Federal Government has no power to 
implement this recommendation. 


The Hall Commission likewise came to the conclusion that marketing ex- 
penses in the drug industry were too high, and recommended a compulsory 
method whereby this expense might be lowered, namely, “that in the application 
of the provisions of the Corporation Income Tax Act to the manufacturers, 
importers and distributors of drugs, consideration should be given to establishing 
a maximum of 15 percent of total sales as the allowable deductible expense for 
advertising, sales promotion, ‘detail men’, and other similar items”. 


Your Committee repeatedly asked witnesses for their views with respect to 
this recommendation of the Hall Commission; but most witnesses, whether 
members of the PMAC, the Canadian Drug Manufacturers Association or others, 
considered that promotional expenses, although high, could not easily be reduced 
and, even if attempts were made to reduce these by income tax amendments, 
promotional expenses would continue to be incurred in the same amounts with 
such expenses eventually passed on to the consumer. Further, it was considered 


22 


that such an approach would amount to direct interference with business prac- 
tice which should not be entertained in a free enterprise system. And thirdly, 
such a proposal would react against smaller manufacturers rather than against 
those who perhaps could afford to reduce their promotional activities. 


There are other reasons against the Hall Commission’s proposal. Drug costs, 
i.e. the manufacturer’s sale price to the wholesaler or, indeed, to the retailer are 
one thing; price to the consumer is quite another. The latter can be reduced by 
open competition; but reduction of the former by disallowing promotional ex- 
penditure, which otherwise would be an allowable deductible item of expense, is 
something else. There is no guarantee that the Hall recommendation, even if the 
Companies automatically lowered their budgets on marketing costs, would result 
in savings passed on to the consumer. More than likely the monies budgeted for 
and remaining unspent would pass to the shareholders. Yet again, regardless of 
the savings hopefully expected as a result of the recommendation, it might well 
be that the drug companies would, regardless of increased taxes, press their 
promotional activity to meet the continued competition of their rivals—which 
might easily result in higher costs at the manufacturers’ level, and then higher 
drug costs to the consumer. 


The answer appears to lie in increased competition (See Chapter 6, item 6). 
The greater the competition, the greater the pressure against high prices. As 
prices drop, inefficiency is bound to decline, and a cut-back in promotion and 
marketing costs is almost bound to ensue. Your Committee, is not prepared to 
recommend this proposal of the Hall Commission relating to maximum tax 
allowable promotional expenditures. 


(c) Brand Names 


There is not doubt that the use of brand or proprietary names in the drug 
industry is a factor contributing to the high price of drugs. As we have seen, the 
use of brand names invokes extreme and expensive competition within the 
industry through massive promotion of drugs which actually may be identical or 
very similar to others already on the pharmaceutical market. Incidentally, it is: 
worthy of note that the supporters of brand names for drug products press the 
fact that there are no two “identical” drugs, and that even drugs containing the 
same active ingredient do not necessarily yield the same therapeutic results. 


The well-established brand-name firms contend that, quite apart from the 
active ingredient present in the product, there exist many variables such as 
stability, disintegration time, solubility, sterility, etc., and because of these 
factors the generic products are not identical to the brand name products. Your 
Committee recognizes the truth contained in this statement. The marketing of 
products sold under generic labels that set out potency values, etc., would have 
prevented high cost promotional competition without undue risk to the consum- 
er; and indeed, might have once been the proper basis on which to build when 
the drug industry was in its infancy and when regulations forbidding the sale of 
drugs under brand names could have been made mandatory without business 
disruption. However, it seems clear that any regulations that could now be 
imposed that would prevent the use of brand names in the marketing and sale of 
drugs would be out of character with present day commercial practice. The 
problem, indeed, seems to be one of education rather than prohibition. 


Having come to this conclusion, however, your Committee further consid- 
ered the advisability, as recommended by the Hall Commission, “that provincial 
governments consider legislation enabling pharmacists in the dispensing of pre- 
scriptions to use a drug or a drug combination that is a non-proprietary name: 
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equivalent of that named in the prescription unless the physician specifically 
indicates otherwise’’. At the moment, legislation to this effect is in existence in 
Alberta (Statutes of Alberta, 1962, Ch. 61). Your Committee does not consider 
that such legislation, even if adopted by all the provinces, would bring down 
prices to the consumer to any measurable extent. If, for example, the pharmacist 
had a choice of using a brand name product prescribed by the physician, or a 
generic name product of the same drug of equal potency and pharmacological 
activity, he would still be more likely to fill out the prescription with the brand 
name product; and the well-intended purpose of the legislation would be of little 
avail to the consumer. The Committee’s opinion is strengthened in this by 
surveys reported by the Hall Commission that physicians prescribe brand names 
over generic names in the proportion of 15 to 1. Also, evidence presented to the 
Committee by the Province of Alberta indicated disappointment with the results 
obtained under the above Statute. 


(d) Research and Development 


In the evidence presented to this Committee, much was made of the fact by 
leading Canadian drug manufacturers that research and development led to 
higher costs; and because of the necessity for continuing research in a “research 
oriented” industry, this was a factor that did affect the end price to the consum- 
er. Your Committee is fully cognizant of the necessity for continued and in- 
creased research in Canada, not only generally but also in the drug field; and it is 
hoped and expected that none of the recommendations of this Committee will in 
any way impair the quality or volume of future scientific research in medical or 
related spheres. The Committee, therefore, found it necessary to examine in close 
detail the claims of the Canadian drug companies with respect to research 
carried on by them in Canada to ascertain the effect of this research, and to 
determine the effect research has with respect to drug prices to the consumers; 
and, in general, to ascertain whether or not these claims to research and its 
resulting benefit to Canadians are valid and worthy of approbation. 


As mentioned, your Committee has had before it from the outset the Report 
of the Hall Commission published in 1964 which, in respect of drugs, was based 
largely on the earlier report of the Restrictive Trade Practices Commission. The 
evidence presented before this Committee has merely brought these findings up 
to date. The Hall Commission found that “in the light of what has already been 
said, we do not think that there can be any real dispute about the fact that the 
research conducted in Canada attributable to the commercial drug firms has 
been modest” (Hall Report, p. 668-669). Your Committee, in the questioning of 
witnesses appearing before it, was well aware of this earlier situation; and it is 
glad to confirm that since the Hall Commission Report was published there 
appears to be increased activity by Canadian drug manufacturers relating to 
research generally. As explained later, part of this activity has been generated 
by governmental assistance through tax concessions. 


Before pursuing this subject further, however, it is important to know just 
what the meaning of the words ‘‘research and development”’ is, as it seemed to 
your Committee that the use of these words may give rise to different interpre- 
tations. Although in some instances it is difficult to be precise and nomenclature 
may vary, your committee considers that, firstly, there is “basic” or ‘‘pure” 
research, which is that research carried out solely in the hope of attaining 
“breakthroughs” in scientific knowledge. The solving of a particular problem, for 
example, is not the main consideration. Such research is expensive and generally 
carried out by governments, universities and the like. This type of research is also 
carried out to a much lesser extent by the drug industry, but only in specific 
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centres situated, except in one or two Canadian instances, in foreign countries. 
Secondly, there is applied research which entails that research necessary to bring 
into production those products desired by, and of benefit to, the ultimate con- 
sumer. It is this form of research that forms the basis of much of secondary 
industry and is protected by the patent system. And thirdly, there is product 
development that involves, among other things, clinical research requiring con- 


tinual testing of a product to ensure high quality and safety both before and 
after marketing. 


It has been difficult to obtain an accurate breakdown of what the Canadian 
drug companies contribute in respect to basic research that might eventually 
lead to entirely new drugs likely to score successes by providing remedies for 
illnesses not combatted by drugs presently known. In making this statement the 
Committee has in mind, for example, earlier departures made through the discov- 
eries of insulin and the broad range of antibiotics. In any event, basic research 


of this type is negligible in the Canadian drug industry; and, as mentioned, is 
extremely costly. 


The Committee believes it was to both basic and applied research to which 
the Hall Commission was referring when dealing with the question of whether 
the patent system could be defended on the usual grounds that it is necessary 
to provide incentive for research, they stated: “It appears that Canada, a small 
country where most of the significant pharmaceutical research is done by other 
than the drug companies, has copied an institutional arrangement which can only 
be appropriate to a country like the United States where the higher prices which 
the patent system permits in fact supports research by the industry on a 
substantial scale” (Hall Report p. 670). 


Much of the research that is in fact carried out by the Canadian drug 
companies has been generated for two reasons: (a) to satisfy the Food and Drug 
Directorate of the Department of National Health and Welfare in respect to the 
introduction of new drugs and substantial clinical testing, with respect to these 
and other matters pertaining to product development; and (b) to take advantage 
of Tax concessions granted to Canadian corporations generally for promotion of 
research, A third reason for heavy expenditures being made for research in- 
volves the “working around” of patents issued to others (referred to in the 
industry as ‘‘molecular manipulations’’) i.e. by replacing specific atoms or mole- 
cules in chain or cyclical organic chemical compounds to produce new drugs with 
perhaps sufficient or even partial pharmaceutical differences to justify active 
market promotion. This latter type of research activity is apparently not carried 
out in Canada to any great degree. 


Your Committee has been conscious throughout, as already mentioned, that 
continuing research in the drug industry in Canada should not be inhibited by 
any recommendations made in this Report; and, for this reason, it is necessary 
initially to appreciate the fact that basic and applied research as performed in 
Canada, apart from very few Canadian companies, is relatively modest because 
of the unique character of the drug industry which has developed on an interna- 
tional basis, not only for historical reasons but for economical reasons as well. 
It was natural that the important research in the drug industry was begun and 
carried out in those countries which initially had the most substantial resources; 
this refers in particular to the United States. With resources available to almost 
an unlimited extent, with a large consumer population and aided by a strong 
patent system, American research in the drug industry has clearly dominated the 
international scene—at least from the Canadian viewpoint. The same situation 
exists, of course, in other more industrially developed countries such as the 
United Kingdom, France, Germany, Japan, Switzerland, etc. It seems clear that 
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Canada was a “late starter’; and, because of this, the true international aspects 
of the drug industry must be studied with full realization that any aproach to 
the promotion of further research in the Canadian aspect of that industry should 
be thoroughly examined before any hasty recommendations are made. For 
example, any further tax concessions that might be conferred on the Canadian 
drug industry should be considered in the light of what benefits are likely 
attainable from the total package of research and development undertaken, or 
benefits derived solely from basic and applied research. Indeed, if this distinction 
is not made, it is conceivable that the taxpayer will be asked to pay for clinical 
research and testing (which are normal expenditures in any industry) and the 
manufacturer will reap the benefit at the expense of the taxpayer. 


The drug industry naturally does not approach the problem of research on 
the above “dissection” approach. Research of all kinds is considered to “flow 
together” regardless of its form or type. For example, one of the key witnesses 
for PMAC stated early in the proceedings (Minutes of Proceedings and Evi- 
dence, page 198) that he considered the Committee’s Counsel was grading re- 
search into first class, second class and third class types. Then he went on to 
say: ‘Let me state right from the beginning that each of them are essential 
before a drug can be introduced, and clinical testing is as essential a form of 
research as synthesizing a new compound”. However, your Committee is more 
concerned with prices to the consumer without harming basic and applied re- 
search in Canada. 


Turning now to specific figures that have been brought before this Com- 
mittee, evidence has been given by PMAC (Minutes of Proceedings and Evi- 
dence, page 295) that international expenditures on pharmaceutical research 
now exceed $400 million a year; that specific projects on which such research is 
carried out are by no means all successful, it being estimated that only 1 in every 
3,000 compounds tested yields a drug of sufficient value to justify its introduc- 
tion. With this in mind the Canadian situation was examined. 


PMAC in its survey of 37 of its member companies received information to 
the effect that the total research and development spent in Canada (i.e. meaning 
all forms of research) amounted in 1964 to $5,504,323 ($8,144,870). In addi- 
tion, there was charged to the Canadian companies by related companies outside 
of Canada the sum of $1,579,140 ($1,380,622); and there was paid to non-related 
organizations located outside of Canada by these Canadian companies $8,703 
($28,987), making a total in all of $7,920,166 ($9,544,479). The “reasonable 
estimate” of the cost of research and development performed on behalf of these 
37 companies by related companies but for which no charge was made was 
$5,439,303 ($6,389,086) making a total claimed expenditure, either paid by the 
companies or considered a possible charge against them by related companies 
(although no such financial payments were made), of $12,531,469 ($15,933,565) 
(Minutes of Proceedings and Evidence, page 351 and page 2200). Under ques- 
tioning by members of the Committee it was indicated by PMAC (Minutes of 
Proceedings and Evidence, page 200) that Canada “benefited” in 1964 to the 
extent of almost $5,500,000 from international research whereas its contribution 
to international research by payment to related companies or others was only 
approximately $1,500,000. In 1965, the “‘benefit” to Canada from international 
drug research was almost $6,400,000 while that same year the Canadian firms 
contributed to the international picture approximately $1,400,000. Canada, it was 
claimed, received tremendous advantages from work performed in foreign coun- 
tries. The differential “favouring” Canada was $4 million in 1964 and $5 million 


lQater the Committee received PMAC’s annual statistical survey for 1965 pertaining to 
research and development and these figures are given in brackets. 
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in 1965. This, of course, lends credence to the theory that all countries, whether 
research oriented or not, benefit equally from research activity regardless of 
where it is performed, although this is not altogether true as countries carrying 
out basic and applied research to a great extent benefit from the peripheral 
blessings created by research, especially the attracting of scientists to those 
countries and the impetus thereby created to primary and secondary industry. 


It is interesting to note that total research and development expenses, either 
spent in Canada or charged to Canadian companies, (represented by 41 compa- 
nies in 1964 and 37 companies in 1965) is also capable of being broken down to 
indicate that laboratory expenses counted for $4,820,833 (6,924,713) whereas 
clinical investigation (including medical departments) cost $1,917,169 ($2,204,- 
825) the balance representing research and development grants and unreported 
break-down. Clinical investigation costs, then, accounted for some 27 percent 
of the dollar spent on “research” in 1964 and some 23.2 percent in 1965. The 
statistics clearly indicate that expenditures made by the reporting companies 
on applied research and product development are increasing; but it should per- 
haps also be remembered that, at the same time, total sales of packaged human 
pharmaceuticals by the reporting companies also increased from $110,465,396 in 
1964 to $125,054,386 in 1965. 


These figures, encouraging as they may seem, must, however, be looked at in 
a different way to comprehend fully the actual cost of human pharmaceuticals to 
the consumer who in the long run must bear the cost of research and develop- 
ment. In terms of the manufacturer’s dollar, 7 per cent was spent for research 
and development of all kinds as reported by 41 PMAC companies in 1964. This 
figure would be somewhat higher for 1965, possibly relating to increased tax 
concessions for Canadian research. If it can be assumed that the manufacturer 
receives only 50 percent of the pharmacists’ price to the consumer and the 
suggested list price for a specific drug was $5.00, then the consumer’s contribu- 
tion to research and development as a result of that particular purchase would 
be 174¢—in any event, a fairly insignificant sum. 


It should also be borne in mind when considering these research figures that 
most companies outside the PMAC group do not attempt research of any kind, 
although one or two small but growing independent companies apparently are 
considering expending money on research. 


Your Committee has come to the conclusion that the drug industry in 
Canada will continue in the foreseeable future to remain largely within the 
international framework; that the larger Canadian companies will remain sub- 
sidiaries of foreign corporations; and that any further noticeable increase in 
research in Canada by these subsidiaries will in all likelohood not take place, 
unless stimulated by government policy. 


Your Committee has three recommendations to make regarding research 

and development in the Canadian drug industry. Your Committee recommends: 

That the federal government should make a substantial increase in grants 

to the Medical Research Council, for the promotion of basic phar- 
maceutical research. 


The results of this basic research whether patentable or not, would belong 
to the public. Your Committee further recommends: 


That the pharmaceutical manufacturing industry take full advantage of 
the federal incentive program for research. 


Another concern of your Committee is that insufficient research is presently 
being carried out with respect to the manufacture of the active ingredients of 
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drugs which, to a large extent, are now being imported. Further and proper 
development of the drug industry in Canada cannot be expected if research is 
confined to experimental clinical testing or mere product development that does 
not involve making Canada more self-sufficient in this secondary industry. The 
Committee realizes that a balance must be struck between the cost of importa- 
tion and the cost of manufacture and that normal economic considerations must 
apply; however, it is conceivable that the drug industry up to now has failed in 
Canada to direct maximum attention to basic product manufacture. 


An interesting suggestion was raised in Committee concerning possible 
stimulation of research by increasing royalty payments to patentees subject to 
compulsory licensing (see item 4 of this chapter), provided the patentees affected 
could prove that research carried out in Canada by them exceeded a basic 
minimum. Such a recommendation would appear to have considerable merit, 
particularly if the end result would be to stimulate research in Canada. How- 
ever, any percentage increase in royalty should, in the opinion of the Commit- 
tee, be related to research of drugs discovered and initially developed in Canada. 
The increased royalty would not add significantly to the cost of the drug to the 
consumer, 


Your Committee therefore recommends: 


That the Patent Commissioner, on assessing royalties on the granting of a 
compulsory licence, shall consider that the patentee who discovers and 
initially develops the drug in Canada should have higher royalties than 
the drug manufacturer who discovers new drugs outside of Canada. 


(e) Maintenance of Special Drugs for Special Purposes 


In the PMAC brief (Minutes of Proceedings and Evidence, page 301) it was 
called to the Committee’s attention that the research laboratories of the interna- 
tional pharmaceutical companies have developed many products, often lifesav- 
ing, that are available for rare illnesses and conditions. A survey of PMAC 
membership showed that 18 companies listed 84 products of this type and that 
such products are made available frequently to physicians either free of charge 
or at factory cost. Few, if any, of these products are in fact manufactured in 
Canada; most of these are made available to Canadian subsidiaries by parent 
corporations. They constitute drugs for which there is no great demand. 


It was suggested that the cost of these products cannot easily be determined 
but their value was inestimable. Your Committee considers that their continued 
availability for Canadian use is a matter of importance and, in this respect, the 
large drug companies deserve commendation. However, insofar as drug costs and 
prices are concerned your Committee considers that retention of these items and 
their availability to physicians is not a factor that significantly affects prices to 
the consumer. 


(f) Drug Safety and Quality Control 


In the manufacture of drugs, the safety factor is usually referred to as 
quality control. Until recent years the provision of quality control measures was 
not obligatory under the Food and Drug regulations. Due to fairly recent 
changes in the regulations, quality control is now a necessary part of the 
manufacturing process. 


The Committee feels that all the cost of quality control cannot be easily 
segregated from usual manufacturing costs, as it is often an integral part of the 
usual manufacturing process in any industry, whether pharmaceutical or other. 
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In any event the Committee feels that safety must be assured and that any cost 


of quality control is a necessary part of the cost of manufacture. No recommend- 


ation of this Committee will be made in any way that would tend to reduce 
monies spent on quality control. Safety must be placed above cost. It is realized 
actually that the cost of quality control although small is essential. 


The Special Committee on Food and Drugs’ Report to the House of Com- 
mons of December 1964 found the dangers from the use of drugs small in 
proportion to their value. The present Committee in its thorough study of cost 
has again been deeply interested in the related matter of safety. The Committee 
notes that the incidence of significant hazards to health is relatively rare in 
Canada. This does not mean that side reactions to drugs are unimportant, and 
indeed this aspect of the problem is a worrisome and growing problem to all 
those concerned with drugs—manufacturer, doctor, druggist and patient and, of 
course, the Food and Drug Directorate. 


Many of the recommendations of the Committee on the safety of drugs have 
been implemented. The Committee is pleased that the Notification Program for 
all drug manufacturers, recommended by the Special Committee on Food and 
Drugs dealing with the safety of drugs, has been implemented by the Food and 
Drug Directorate. 


The Committee feels that the medical profession does not appear to have full 
awareness of the Adverse Drug Reaction program and therefore recommends: 


That the Food and Drug Directorate publicize the Adverse Drug Reaction 
program in co-operation with the Canadian Medical Association. 


(g) The Federal Sales Tax 


Federal sales tax applies at the regular rate of 12 per cent on all drug 
preparations, whether the drug is manufactured in Canada or whether it is 
imported, except Adrenocorticotrophin (ACTH), Cortisone, Insulin, Radium, 
liver extract for use exclusively in the treatment of anaemia, vaccine for use in 
the prevention of poliomyelitis, and material used exclusively in its manufac- 
ture. In addition, exemptions are afforded bona fide charitable institutions and 
hospitals. 


Thus, the consumer who receives his drugs as a patient in a public hospital 
receives them sales tax exempt. But following discharge, he is compelled to pay 
for his drugs at prices that include sales tax. Thus an anomaly exists in the 
present situation. When the Committee commended its deliberations the rate was 
11 per cent. This was subsequently raised to 12 per cent. All submissions to the 
Committee with respect to federal sales taxes have been on the basis of the 11 
per cent rate. 


Considerable discussion of the effect of the sales tax took place before the 
Committee, the following being perhaps one of the most cogent statements: 

“Because of the nature of demand for prescription drugs, a tax at the 
manufacturer’s level can be pyramided through the various stages of 
distribution and passed on to the consumer in magnified form.” (Province 

of Alberta). In the same brief we read, “In industries where price compe- 

tition is largely inactive, and distributors’ markups chiefly a matter of 
tradition or convention, the tax will be dependably and automatically 
pyramided as the sellers attempt to shift the tax forward to the final 
consumer by adding their traditional markups to the tax-included prices 


which they pay”. 
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Accordingly, the price of drugs to the consumer is increased not only by the 
sales tax paid but also by the margins added on the tax by the wholesaler and 
the retailer. 


The impact of sales tax upon the price to the consumer will vary depending 
upon the particular pricing method used at the retail level. The evidence before 
the committee suggests that there are three basic methods in use: (1) lst price, 
(2) list price plus a dispensing fee and (3) cost plus a professional fee. The 
Committee understands that the second method is the one most commonly used 
although the third method is gaining in popularity. 


In the “list price” method, the traditional markups above cost are 20 per cent 
by the wholesaler and 662 per cent by the retailer. In this case the impact of 
the tax is to increase the final consumer’s price by eleven percent over that 
which it would otherwise be if sales tax did not apply. This increase represents 
9.87 per cent of the final consumer price. 


The Committee received many and varied calculations of the effect of sales 
tax upon the price of drugs to the consumer. The basic reasons for these 
differences in calculations are: 


1. Interpretation—Some were dealing with the amount of tax paid 
only; others were dealing not only with the amount of sales tax paid but 
also with the result of the application of pricing policies at the wholesale 
and retail levels. 


2. Variable factors—There are variations in the pricing methods in 
use at the retail level as well as in the amount of the “fee” that is often 
charged by the pharmacist. 


The Committee’s accountant has calculated the impact of sales tax upon the 
average price to the consumer under each of the three basic pricing methods. In 
these calculations, he used the average prescription prices of $3.43 and $3.67 for 
the “list plus dispensing fee” and “cost plus professional fee” methods respec- 
tively as reported on behalf of the Canadian Pharmaceutical Association and 
included in the association’s brief to this Committee (Appendix to brief: ‘“Pre- 
scription Pricing Patterns in Canadian Pharmacies in 1964”, page V). The 
traditional markups above cost were used for the “List price’? method. The 
following results were obtained: 


Per Cent of Price to Consumer 


List List price plus Cost plus 


Price dispensing fee professional fee 
SAIC SebaX pt tee ECS OE Ee 4.96% 4.1% 4.4% 
Wholesaler’s margin added to sales tax... 0. 99% 0.9% 0.8% 
Retailer’s margin added to sales tax..... 3. 92% 3.4% — 
Total 9.87% 8.4% We 


Nore: These calculations are based on a rate of tax of 11%, not the present rate of 12%. 


From these figures one might be inclined to conclude that elimination of 
sales tax could result in an average reduction of 5 to 10 per cent in the price of 
drugs to the consumer, depending upon the particular pricing method in use. 
However, reduction in prices is not ensured simply by the elimination of the 
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sales tax. This point was emphasized by many who made representations to the 
Committee. It was pointed out that the elimination of the federal sales tax 
should be taken as part of a program to reduce drug prices and that this can 
be better assured by introducing competition into the drug market. Evidence, 
for example, has been shown that tariff reductions have not always been 
accompanied by a corresponding decrease in the price of drugs although the 
cost to the manufacturer was lower. 


Both the drug manufacturers and retail pharmacists offered the opinion 
before the Committee that the benefits of a reduction in sales tax would be 
passed along to the consumer. However, the Committee concludes that, without 
more effective operation of competitive forces than presently exists in the drug 
industry in Canada, the only certain result from removal of the tax would be a 
reduction in costs to the manufacturers. The consumer must also understand that 
the removal of the 12 percent federal sales tax on drugs will not, (however 
much drug manufacturers and retail pharmacists honestly co-operate), lower 
the price of drugs 12 percent for the reasons already discussed in this section. 


One other suggestion concerning the federal sales tax on drugs should be 
mentioned. It was suggested by the Canadian Drug Manufacturers that the tax 
should continue to be collected and that the revenue obtained should be kept 
aside and used by the federal government to create a new agency (non-profit) 
“The Drug Research Institute”. This was originally proposed to the committee by 
Empire Laboratories and endorsed by the Canadian Drug Manufacturers; for 
details of this proposal see Chaper IX, Item 7 of this report. 


Many people have claimed it is unjust to tax the sick, who are often those 
least able to meet added expenses. In proportion to the total revenue of the 
government the amount of tax collected on prescription drugs is small, amount- 
ing to approximately $20 million last year. It is felt by the Committee that the 
loss of revenue that would be suffered by the government if the tax were 
removed, is more than justified if its removal reduces the cost of drugs to the 
sick who are, in many cases, the needy. 


Your Committee is also conscious of the fact that large stockpiles of drugs 
already exist on which federal sales tax has already been paid. Some time will be 
required to elapse before warehouses, manufacturers’ depots and drug outlets 
have emptied their shelves of these tax-paid drugs. The public must be aware, 
therefore, that the removal of the Federal Sales Tax may not mean an in- 


stantaneous drop in the price of drugs. 


Taking all these aspects of this matter into consideration your Committee 
recommends: 
That the federal sales tax be removed from the sale of prescription drugs. 


2. At the Wholesale Level 


After consideration of the submission of the Canadian Wholesale Drug 
Association which, it is understood, represents virtually every major full service 
drug wholesaler in Canada, the Committee has come to the conclusion that net 
operating profits of the drug wholesalers are not high. According to this Asso- 
ciation’s 1965 operating survey, net profit after taxes of 10 wholesale drug firms, 
representing 28 members, was 0.59 percent of net sales while for 1964 net profit 
after taxes for 15 members was 0.60 percent. Net sales aggregated over $127 
million for 1965 as opposed to over $113 million in 1964. The Association was 
frank to admit that there exists a paucity of information with respect to Canada’s 
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wholesale drug industry, and that the surveys provided insufficient statistical 
data. Nevertheless, present evidence indicates profits in the wholesale drug 
industry are not high. 


It is interesting to note that a number of pharmaceutical manufacturers 
carry out their own distribution, acting as direct sellers, and do not channel their 
products through wholesale houses. These manufacturers generally sell at 40 
percent off suggested retail price directly to the pharmacist who is supplied from 
the manufacturers’ depots. Most pharmaceutical manufacturers who make ex- 
tensive use of drug wholesalers allow a discount of 16% percent with perhaps an 
extra allowance of 1 or 2 percent for cash (Minutes of Proceedings and Evidence, 
page 1620). 


In any event, it would appear that of all businesses engaged in the chain, 
making up the pharmaceutical industry, the wholesaler operates in the most 
competitive area. The submission of the Province of Alberta (Page 74) puts this 
succinctly: “Drug manufacturers have their markets protected by patents, trade 
marks, tariffs and dumping duties, sales promotion practices; fewness of num- 
bers and large average size. Druggists have a protective market because of the 
institution of brand name prescribing and other prescription regulations which 
put the consumer at a unique disadvantage, plus the advantages associated with 
being a closed profession regulated by semi-autonomous professional associa- 
tions which may be able to limit entry. But the wholesaler has no comparably 
strong bargaining position. If unsatisfied with the performance of wholesalers, 
drug manufacturers can integrate forward and sell directly to retailers. Simi- 
larly, groups of retailers, or even larger retailers, can integrate backward, as it 
were, and buy directly from the manufacturers. Hence the wholesaler must 
provide suitable services, reasonably priced, or find himself out of business.”’ 
Your Committee agrees with this conclusion and makes no recommendation © 
along the lines of the representation of the Canadian Wholesale Drug Association 
that manufacturers should distribute through wholesale druggists on the ground 
that there would be a decrease in manpower and related costs (i.e. wholesale 
houses would replace manufacturers’ depots) without diminution of services. | 
Your Committee does not agree with this latter conclusion. 


The Committee feels as outlined above, that the wholesaler provides a 
service for the drug retailer and in doing so does not contribute to the cost of | 
drugs significantly. Your Committee considered the possibilities of the whole- — 
saler purchasing his total drug needs for a certain period of time in bulk form 
and re-packaging the drugs in quantities as required by the retail pharmacist, in 
appropriately sized containers. This of course would require the services of a 
pharmacist. Your Committee wondered whether considerable savings might be | 
made in this maner and passed on to the consumer. This re-packaging was done | 
in some volume in the past but is done to a small extent now. 


Control drugs or narcotics are potentially dangerous drugs and are under 
rigid federal regulation. Manufacturers are required to have a federal licence for 
the manufacture and distribution of control and narcotic drugs. Distributors are 
required to have a federal licence which permits the distribution only of control 
and narcotic drugs and this licence forbids them to re-package and does not 
allow them to change in any way the form in which it is received from the 
manufacturer. Approximately 160 narcotic dealers are licensed (including 
manufacturers) and approximately 300 control drug dealers (including manu- 
facturers) are licensed. Each depot of a manufacturer is licensed separately. 


No licence for distribution is required for drugs that are not narcotics and 
are not control drugs. Any individual or firm may distribute these drugs without 
a federal licence. If this same individual or firm decides to re-package them (and 
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therefore re-label them) and distribute them, then by definition under the Food 
and Drugs Act this individual or firm becomes subject to all the regulations laid 
down under the said Act. This practice, if it were done to any extent, would 
greatly increase the work of the Food and Drug Directorate, and the savings 
would have to be considerable to justify this added work and expense. If many 
small distributors were to begin business as above, the problems of policing them 
could be tremendous. With the manufacturer (who is already under Food and 
Drug Directorate inspection) doing a good portion of the distribution and some 
of the remaining distribution (dealing with control and narcotic drugs) under 
federal licence, there seems to be little justification for changing the system 
when the savings are unknown and questionable. 


Another problem in any re-packaging process is that the lot number may be 
lost and the possibilities of drug recall are gone. To re-package and retain 
records of lots etc. will add to the cost in the form of more and more documenta- 
tion. 


Most distributors do not have the trained staff or the facilities or equipment 
to re-package the many varieties of drugs on the Canadian market and to do this 
in fact might add appreciably to the cost of the wholesaler, and therefore to the 
cost of the drug. 


Your Committee is aware that some retailers group together to get large 
volume purchase discounts and may to some minor extent do re-packaging, but 
this is uncommon. It is understood that the pharmaceutical associations discour- 
age for safety reasons this re-packaging at the group retailer level. 


‘Taking all these factors into consideration your Committee is satisfied that 
changing the present system of drug distribution in Canada would not reduce the 
cost of drugs to the consumer. 


3. At the Retail Level 


It became clearly evident during the course of the hearings that one of the 
major factors affecting drug prices was at the retail level; and it was at this level 
that probably most difficulties would be encountered in any endeavour to in- 
troduce competition which could result in lower prices of drugs to the consumer. 
This became evident from the evidence provided by the Canadian Phar- 
maceutical Association Incorporated which is representative of the provincial 
statutory pharmacy organizations in Canada and their over 8,000 registered 
pharmacists, excepting those of the Collége des Pharmaciens de la Province de 
Québec, which withdrew from the Association at an earlier date. Membership in 
the Association comprises pharmacists in all fields of pharmaceutical endeavour 
in Canada without exception. (Minutes of Proceedings and Evidence, page 54). 


The provincial pharmaceutical associations appear to exercise great control 
over their pharmacist members through their regulations and “standards of 
ethics’; and in considering what might be accomplished in reducing prices at the 
drugstore level your Committee kept well in mind the division of powers 
between the federal and provincial governments. Basic to the problem is the fact, 
as previously pointed out, that the physician is the purchasing agent for the 
buyer, only the agent knows the product to be purchased and the buyer pays the 
price. Generally speaking, the physician is motivated primarily to order from the 
pharmacist for his patient that drug most suitable for him, regardless of price; 
and the pharmacist is required to fill out exactly that prescription (except in 
Alberta, as previously mentioned). The pharmacist may suggest to the doctor a 
less expensive alternative but this is not common practice. The retail drug buyer 
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is at a complete disadvantage. In all likelihood he does not know the name of the 
drug product he is purchasing, he is hesitant to “shop around”, and he feels 
helpless in the hands of the pharmacist. 


Your Committee recommends 


That the drug consumer be made aware that in fact drug prices do vary 
from pharmacy to pharmacy and it is his right to compare prescription 
prices before purchase, and that neither the pharmacist nor the physician 
should deny this right. 


In the submission of the Canadian Pharmaceutical Association Incorporated 
(Minutes of Proceedings and Evidence, page 57) it was stated that in 1964 there 
were on the average 3,854 customers per pharmacy, each of these procuring 2.68 
prescriptions at an average price of $3.31; and that preliminary figures for 1965 
indicated a utilization rate of 3.0 prescriptions per person averaging $3.32 each. 
Further, it was stated that in 1964 an “average” pharmacy dispensed some 30 
prescriptions in each day of the year, the sales from which represented only 27.4 
percent of the gross sales of the pharmacy. 


It was also stated (Minutes of Proceedings and Evidence, page 1936) that 
the “average” pharmacy, open to the public for 67 hours per week, derived 28.7 
percent of its gross income from prescriptions. These statistics, and others which 
were represented to us, clearly indicate that the average pharmacist in an 
average community could not hope to survive unless he operated his pharmacy 
also as a small goods retail outlet. Less than a third of his income is derived from 
the sale of prescription drugs. Also, statistics indicate that serious inefficiency 
exists as a result of too many drug stores serving too few people, and inefficiency 
leads to higher prices. European practices exist whereby new pharmacies cannot 
be established unless there exists proof that a sufficient number of customers 
require services not provided by existing establishments. In Canada, however, 
there are many small communities requiring a pharmacist and a drug store, and 
any methods of governmental control over their number as related to population 
would not be practicable except possibly in large urban centres. 


Another factor enters the picture, and that relates to the profession of 
pharmacy itself. The pharmacist is a highly qualified professional who requires 
four years of university training before he is eligible to practice his profession. 
The knowledge of pharmacology is absolutely essential for many persons en- 
gaged in drug research, clinical testing of drugs and employed in hospital 
laboratories, etc. To a lesser extent this is also true in the average drug store but 
there the role of the professional has changed. By and large the pharmacist now 
is only required to issue drugs as tablets, capsules, ampules, etc. in their final 
dosage forms. Often it is only a case of handing across the counter a specific 
package or bottle as prepared by the manufacturer, or to make up packages 
for the consumer from larger containers the pharmacist carries in stock. The 
pharmacist’s role is indeed changing from a compounder of medicines to a 
merchandizer of drugs and other manufactured products. There is no doubt in 
the Committee’s view that his function will change even more in this direction. 
Your Committee cannot of course make recommendations for legislation in this 
respect, but does wish to suggest that provincial governments and provincial 
pharmaceutical associations consider seriously the future role of the pharmacist 
in the economy and the non-competitive position he finds himself in vis-a-vis the 
consumer. By retaining the existing non-competitive position, inefficiency re- 
sults, drug sales are reduced, unnecessarily high prices maintained, and the 
pharmacist himself harmed. It may well be that pharmacy associations will have 
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to re-think through their professional activities, e.g. provide in the future for 
two groups of professionals: one group of thoroughly trained pharmacists and 
ee group (with less training) from which the dispensing druggists would be 
chosen. 


It was also brought to the attention of the Committee that a practice exists 
where pharmacists ‘‘code” filled prescriptions so that if a customer asks for 
a repeat order at a different retail outlet the other druggist will know what the 
patient paid for the drug on his first purchase and will in all likelihood charge 
the same on the repeat order. It is the understanding of the Committee that the 
practice has been discouraged by the pharmaceutical associations on ethical 
grounds. The practice, however, does indicate the lengths some may go to 
prevent competition at the retail level. 


Ordinarily there are two ways by which the druggist charges for 
a prescription. The first is by a mark-up over the cost of drug products 
delivered by the manufacturer or the wholesaler, plus a dispensing fee. The 
second method is the charging of a professional fee which is usually fixed (for 
example, $2.00) over and above the cost to him. The second method of establish- 
ing the price to the consumer appears to be gaining favour with the provincial 
pharmaceutical associations and the druggists themselves. This second system 
will lower the cost of the more expensive drugs and will increase the cost of the 
less expensive drugs. Either method results in the same approximate income 
over a period of time. 


It is apparent that if the pharmacist adds a fixed percentage as his mark-up 
for the consumer price, then the higher the cost, the higher his profit in dollars 
and cents. This could be a factor in the pharmacist suggesting, if he has the 
option, a higher rather than lower cost drug. If this mark-up also includes 
mark-up on the federal sales tax, then this again aggravates the problem of cost. 
Your Committee therefore recommends (but realizes it has no power to imple- 
ment) 


That pharmacists use the “cost price plus professional fee’? method for 
determining drug prices to the consumer. 


This recommendation is not to be construed as any proposed arrangement which 
might be an offence under the Combines Act. 


The method of filling prescriptions by cost to the druggist plus a “profes- 
sional” fee has a distinct financial advantage to the consumer particularly if 
physicians prescribe drugs for their patients by generic names. A pharmacist 
could fill such a prescription by the lowest price high quality drug consistent 
with that prescription whether it be a generic or brand name product. Phar- 
macists would make reasonable profits at savings to their customers. However, 
prescription by generic name would, at the present, be resisted by many physi- 
cians, all of whom are quite properly safety minded but who have more confi- 
dence in brand name products. The Committee feels this is a matter of continu- 
ing education or experience; and the Committee’s recommendation concerning a 
non-biased drug publication will in the course of time enable physicians to 
prescribe reliable and safe drugs without recourse to advertising and marketing 
techniques undertaken by pharmaceutical manufacturers. 


The pharmacist is in many ways the servant of the doctor rather than the 
public. He most often buys his drugs direct from the manufacturer, or from a 
wholesale drug distributor. A pharmacist’s role has changed tremendously over 
the past twenty years—he now rarely compounds medicines but now buys these 
already compounded and ready for “instant use”, however his professional 
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training is still necessary under the present system of prescribing. His paper 
work has increased with various government regulations, forms, narcotic 
prescriptions, drug schedules, etc. 


There is no question that drug prices in various pharmacies, of the same 
drug from the same company, in same dosage form, vary widely. This is of 
course true of most commodities available in Canada and is not specific for 
drugs. Some pharmacies appear able to sell a drug much cheaper than others 
and this is true whether it is a so-called generic or brand drug. It is also true 
whether they are bought in large or small amounts, although large volume 
buying does result in lower prices. 


A suggestion has also been made that, to create more competition at the 
retail level, it might be advisable for pharmacists to label all prescription drugs 
sold to custorners with the generic and/or trade name as ordered by the physi- 
cian so that the contents of the prescription is indicated and the customer patient 
will know his precise medication. 


One of the problems is the risk that patients might associate a particular 
drug with a particular illness, either accurately or mistakenly. In most cases this 
would not be a concern but in certain cases this could be highly undesirable from 
both a medical and psychological viewpoint. It should be pointed out that if the 
doctor wishes the name of the drug prescribed on the label at the present time, 
he has only to indicate this to the pharmacist. 


It has also been suggested to the Committee that one factor that might affect 
drug prices might be pharmacies established by physicians and pharmacists 
acting in partnership. Your Committee is pleased to report that no evidence has 
come before it to justify this suggestion. 


A further suggestion was put forward to this Committee that the particular 
regulation under the Food and Drugs Act relating to advertising of prescription 
drugs should be rescinded in order to allow their advertisement through pub- 
licity media by name only. It was considered that by the use of such advertising 
the patients might be made aware of where to shop and purchase their prescrip- 
tion drugs, that competition between drug stores would thus be enhanced and 
prices to the consumer would accordingly drop. All pharmaceutical associations 
are extremely sensitive on this point and have even gone to Court to exercise 
their very wide powers of restraint contained in their regulations and applicable 
to their large membership. Advertising cut-rate prices by druggists is considered 
unethical by the Pharmaceutical Association as being unprofessional. Our 
Committee makes no firm decision on this point except to wonder how a 
pharmacist whose sales of prescription goods amount to only 25 to 30 percent of 
his total sales can consider himself “professional” on the one hand yet on the 
other, can advertise cut-rate prices on the majority of goods he has in stock to 
sell. There is no question that general advertising has benefited an occasional 
large retail pharmacy, but this has proceeded in considerable defiance of the 
Provincial Pharmaceutical Association. It is claimed that this can be done 
successfully anywhere in Canada, particularly in the large urban centers, and 
this type of drug supermarket would in the opinion of the Committee be one 
effective method of reducing the price of drugs. However, as stated earlier, this 
is a matter under the control of the provincial governments under whom the 
Provincial Pharmaceutical Associations are permitted to operate. 


“Mail order pharmacies” are being established successfully in Canada and 
apparently are helpful in reducing the price of drugs especially in local areas for 
beyond the reach of retail pharmacies. They cannot supply the full drug needs of 
any community. 
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It is possible that advertisement of drugs could bring active competition into 


the cost of drugs at the retail (drug store) level, but advertising does have 


disadvantages. It could produce in the consumer’s mind the conviction that he 
should or should not use a particular drug for his particular illness or condition, 
based on price considerations alone. He might therefore suggest to his doctor that 
he should use a certain drug, and the doctor would be placed in the unenviable 
position of justifying his particular prescription. The patient would not usually 
have the background to discuss this matter on therapeutic grounds, which would 
be the main consideration of the doctor, rather than cost itself. 


In keeping with the many factors dealt with in this section, your Committee 
recommends: 


That the Canadian Pharmaceutical Association and all Provincial Phar- 
maceutical Associations, Faculties of Pharmacy and the Provincial gov- 
ernments should meet to discuss the practice of pharmacy in Canada, 
bearing in mind the following matters: 
1. Ethics of the profession particularly concerning advertising and mer- 
chandizing, and the role of discount and mail order houses; 


2. Qualifications and training necessary for dispensing pharmacists; 


3. Promotion of competition within the profession, in the public inter- 
est; 


4. Distribution of pharmacies, both in heavily populated urban areas 
and less developed rural areas; 


5. Ownership of pharmacies by non-pharmacists. 


Your Committee expresses the hope that provincial governments and pro- 
vincial pharmaceutical associations will take whatever steps are necessary, in the 
light of changing circumstances to ensure that sufficient competition can be 
engendered in the retail drug business to lower prescription drug prices. 


4. Drug Patents and Compulsory Licensing 


When reference is made to drugs or pharmaceuticals in this section of the 
Report, it means only those products whose active ingredients are patented or 
the processes by which they are produced are patented. 


In the consideration of this subject, it is important to appreciate the back- 
ground of patents, especially pharmaceutical patents, as they affect the Canadian 
economy. Not only are the patent laws in each country at variance but patent 
ownership in each country may be either in domestic hands, or under foreign 
control or both. In the United States, for example, by far the greatest number of 
pharmaceutical patents are held by Americans whereas in Canada virtually no 
such patents are issued to Canadian inventors. The vast majority are issued to 
foreigners; the large Canadian pharmaceutical manufacturers operate, in the 
main, under patents assigned or licensed to them from their parent corporations. 
Although no breakdown is given with respect to pharmaceutical patents issued 
in Canada, the latest report of the Commissioner of Patents indicates that from 
the period Ist of April 1965 to the 31 March 1966, 92.33 percent of all Canadian 
patents issued in 1965 went to foreigners. The pharmaceutical patent situation 
would show even a more adverse trend, the reason being that the industry 
apparently is not geared to research in comparison to other more populated 
countries and more research oriented economies. 
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Were drug patents issued in Canada to be absolute and unconditional for the 
normal seventeen year term, as is the case in the United States, monopoly 
domination of the Canadian drug market would rest almost entirely in the hands 
of foreign corporations through their subsidiaries. But monopoly domination in 
the drug industry, through legislation, has not been permitted in Canada since 
1923 nor in the United Kingdom for some years prior to that date. The Canadian 
legislation is based upon the United Kingdom legislation. The erosion of absolute 
monopoly was introduced into patent legislation under a licensing system, 
known as compulsory licensing, which permitted a third party under certain 
conditions to manufacture a drug product by the patentee’s process upon pay- 
ment to the patentee of a royalty. Regardless of the real reason for the introduc- 
tion of the compulsory licensing system into the United Kingsom, and which was 
later adapted to Canadian law, the fact is that this sytem has prevented absolute 
monopoly control in the drug industry for over forty years. 


The Committee found that up to 1949 no application for compulsory licences 
had been made in Canada (Minutes of Proceedings and Evidence, Page 1425). 
The reason for this appears to be that up to that date there were no drug 
“winners”, i.e. drugs which were “breakthroughs” in the industry and which 
forecast volume sales with record profits. Normally, of course, no manufacturer 
is going to the expense of obtaining a compulsory licence until he is certain ofa 
lucrative market; and the various compulsory licences granted since 1949 clearly 
indicate this. Since 1949 the Commissioner of Patents has had to deal with 
thirty-four applications for licences upon medicinal products. Fourteen were 
granted, thirteen were abandoned or withdrawn, one was refused and six are 
pending. As of September 1966, which was the date these statistics were made 
available to the Committee, negotiations by the parties concerned towards settle- 
ment of the pending applications were taking place in respect of four cases. All 
the drugs which formed the subject matter of compulsory licensing applications 
were no longer under new drug status and had a large well established market. 
In summary, there seems no doubt that the present compulsory licensing provi- 
sions of the Patent Act, insofar as the more expensive and newer drugs are 
concerned, have assisted greatly in the lowering of prices of the particular drugs 
involved; and this is borne out by statistics which have been presented in 
evidence before this Committee. 


There is no doubt whatscever that the manufacturer who introduces a new 
drug should be allowed certain time to promote the drug and establish his 
position in the market following appropriate clinical testing and satisfying. the 
requirements of the Food and Drug Directorate, so that for a period of time at 
least he retains his monopoly position. There is no doubt also that the introducer 
of the drug has need of recouping research expenses not incurred by his licensee 
competitor. What length of time a patentee should be allowed to retain his 
monopoly is arbitrary. The Committee had considered a length of time dating 
from the time of application for the patent of the particular drug involved, or a 
term of years following the date the patent issues. In either case, difficulties can 
be anticipated from artifical delays that may be introduced by the patentee 
during the course of prosecution of the application which could lengthen enor- 
mously the period between date of application and the date the patent issues. 
The monetary rewards to a patentee as a result of delaying a compulsory licence 
application can be substantial. 


After full consideration, your Committee is of the opinion that under the 
present system, the patentee has ample time to establish and consolidate his 
position in the market (and thereby recoup his research costs) by virtue of the 
fact that it takes some 4 to 5 years for the drug to lose its “new drug” status as 
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determined by the Food and Drug Directorate. As explained earlier it is most 
unlikely that a compulsory licence will be sought prior to the date that the drug 
loses its status as a “new drug”. (See Ch. III, Item 6). 


Serious representations made to the Committee by the PMAC, certain large 
_ drug manufacturing corporations and the Patent and Trademark Institute of 
Canada suggested that the compulsory licensing system in Canada insofar as 
foods and medicines were concerned should be abolished.” They feel that these 
products should be treated in the same way as all other products are treated 
under the general provisions of the Patent Act. It would be natural in the 
interests of the companies that this step be urged. It is also natural for the Patent 
and Trademark Institute to take the same position, for such an association 
concerns itself with maintenance of the patent system for the encouragement of 
research. They refer disparagingly to the “copiers who ride on the coattails of 
others” which, although true is a sense, does not take into consideration the 
paramount importance of the public interest that has long permitted encroach- 
_ ments on monopoly positions where foods and medecines are concerned. 


Your Committee believes that in no circumstances should the general policy 
of permitting compulsory licensing applications for patents relating to foods and 
medicines be eliminated. Indeed, your Committee has four recommendations 
| regarding compulsory licensing 


(1) Applicant for compulsory licence to have Food and Drug Directorate 
approval; 


(2) Extension of compulsory licensing to imports; 


(3) Payment of Food and Drug Directorate Inspection services outside 
Canada; and 


(4) Licences of right in cases of undue delay; 
all of which will now be elaborated upon. 


The controversial section relating to compulsory licensing of foods and 
medicines is subsection (3) of Section 41 of the Patent Act, R.S.C. 1952, c. 203 as 
amended, which reads as follows: 


41. (3) In the case of any patent for an invention intended for or 
capable of being used for the preparation or production of food or medi- 
cine, the Commissioner shall, unless he sees good reason to the contrary, 
grant to any person applying for the same, a licence limited to the use of 
the invention for the purposes of the preparation or production of food or 
medicine but not otherwise; and, in settling the terms of such licence and 
fixing the amount of royalty or other consideration payable the Com- 
missioner shall have regard to the desirability of making the food or 
medicine available to the public at the lowest possible price consistent 
with giving to the inventor due reward for the research leading to the 
invention.” 


A number of Court decisions have taken place with respect to the interpre- 
} tation of various clauses and possible ambiguities in this section. Under the terms 
of the Section, the Commissioner has the sole discretion to grant the licence. 
Further, he may grant the licence forthwith and, at a later time, determine the 
amount of royalty. Again, further, the Commissioner need only have regard to 


rE : F k Institute of Canada. 
® This is not entirely true in the case of the Patent and Trademar 

Although recommendations were made to abolish S.41 in its entirety, it was felt that S.41(3) 

be replaced by a provision defining objectively the obligations of the public to the holder of 

a drug patent, and the basis upon which such drug patent holder is to be remunerated for 

the use of his invention upon grant of a compulsory licence. 
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the desirability of making the medicine available to the public at the lowest pos- 
sible price; and in this determination it is of interest to note that the royalties 
fixed must be consistent with giving to the inventor, not the patentee, due reward 
for the research that leads to the invention.” Naturally the decisions have been 
somewhat disturbing to the patentees and their assignees. Realizing, perhaps, 
that the compulsory licensing feature of the Canadian patent law might not be 
changed after some forty-four years, the PMAC considered that certain allevia- 
tion might be given “innovators”, at least to the extent of recouping their 
research costs, by making provision to allow higher royalties to patentees who 
came under compulsion to grant licences. It was claimed that present royalty as 
determined by the Commissioner of Patents and paid under the Section amount- 
ed to a “‘pittance”’. 


As stated, your Committee considers that any changes suggested along these 
lines would be inadvisable in view of the lengthy period of time the section has 
been in existence; and further, because the section has been of undoubted benefit 
to the drug consumer in a number of important cases. Although the drug 
licensors would have benefited more had larger royalties been allowed, never- 
theless there is no indication that the companies concerned have suffered to any 
appreciable or unfair extent. 


The first recommendation in the proposed amendments to subsection (3) of 
Section 41 of the Patent Act deals with safety. During the hearings, much 
concern was expressed with respect to the safety of new drugs introduced in the 
market by manufacturers working under compulsory licences. The PMAC at- 
tempted through correspondence with the Food and Drug Directorate to have an 
old drug under compulsory licence reinstated as a “new drug”, in order to 
compel the licensee to repeat the many requirements called for by the Food and 
Drug Directorate after the drug had first passed its pre-clinical tests. The Justice 
Department ruled that the Regulations under the Food and Drugs Act could not 
be interpreted to permit such a change in the definition of “new drug” (See 
Chapter III, Section 7). 


The Hilliard Committee in its report to Parliament tabled on the 12th day of 
May, 1966, considered that the Food and Drug Directorate should collaborate 
closely with the Commissioner of Patents in all applications for compulsory 
licences. However, because of the Commissioner’s sole statutory prerogative with 
respect to the issuing of such licences, the Hilliard Report was not implemented 
in this respect. Instead, and to cooperate with the intent of the Report, the 
Commissioner of Patents requested the voluntary cooperation of the Food and 
Drug Directorate in all future compulsory licence applications. This was readily 
granted; and, at the moment, the Food and Drug Directorate advises the Com- 
missioner whether or not, from the viewpoint of the Food and Drug Directorate, 
a licence should be granted from the standpoint of safety. This arrangement has 
been working well. 


The question remains whether or not subsection (3) of Section 41 should be 
amended to make statutory that what is now being done informally. There seems 
to be only one argument why this formality should not be carried out, and this is 
the question of whether or not further delays would be encountered in the 
granting of compulsory licences by the addition of a second official body in the 
handling of such licences. The Committee has been informed that the time 
necessary to process an application by the Commissioner varies considerably 
with different cases. According to the established practice of the Patent Office, it 
would take six months provided there were no delays. However, many delays 
are encountered and of the fourteen compulsory licence applications mentioned 


®) Refer to Committee recommendation concerning royalties, Chapter VI Item 1 (4d). 
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earlier, the shortest period of time for the licence to issue was 53 months, with 
the longest taking 24 years. The Ilsley Commission was also concerned by the 
possibility of delays: “In view of the possibility of large profits on some patented 
foods and medicines, particularly drugs, the field is such that a substantial delay 
may be of great financial advantage to the patentee” (Report on Patents of 
Invention, page 96). The Ilsley Commission went on to recommend stringent 
rules for the minimizing of delays in compulsory licence applications. On bal- 
ance, however, your Committee considers that the safety factor is of such 
importance that the Food and Drug Directorate should participate in the disposi- 
tion of applications relating to compulsory licences, basing its views also on the 
fact that no delays of any consequence can be expected to originate with the 
Food and Drug Directorate, particularly when such applications are few and far 
between. 


During the hearings, it was suggested that a triumvirate consisting of the 
Commissioner, a representative of the Food and Drug Directorate and an econo- 
mist comprise a tribunal to decide on the terms of a compulsory licence—the 
economist to decide upon the appropriate royalty to be awarded the patentee. 
Your Committee has concluded, however, that this would present an additional 
complication not in the public interest. The fact that decisions respecting royalty 
payments are arbitrary in any event detracts from such a proposal. 


Your Committee therefore recommends 


That Subsection (3) of Section 41 of the Patent Act be amended to 
indicate clearly that the granting of a licence by the Commissioner of 
Patents is subject to a report by the Food and Drug Directorate of 
the Department of National Health and Welfare to the effect that the 
applicant for the compulsory licence has satisfied the Directorate that he 
has met the regulations under the Food and Drugs Act. 


The Second amendment to Subsection (3) of Section 41 which your Com- 
mittee is prepared to recommend deals with the proposal put forward by the 
Hall Commission which was heavily endorsed in the submission of the Province 
of Alberta. This is the awarding of compulsory licences to import, but again only 
with the approval of the Food and Drug Directorate. As seen earlier, approxi- 
mately 80 percent of all the active ingredients in drug manufacture are now 
being imported in bulk form. In addition, nonpatentable drug items are being 
imported in bulk, semi-finished dosage forms, the imports being subject to 
inspection by officials of the Food and Drug Directorate. However, drugs manu- 
factured in Canada under patents are not now imported as the importers of these 
almost certainly would immediately become subject to patent infringement 
actions; and hence Canadians are automatically prevented from being able to 
buy such foreign drugs, regardless of their quality, at any price. There is no 
doubt that some drugs being manufactured in foreign countries are safe and 
inexpensive. 


To date, there has been a natural reluctance to amend the law to allow the 
grant of import licences respecting patented drugs in the belief that Canada 
would gain more by having drugs produced domestically than by being able to 
import drugs more cheaply, even if of the highest quality. No one questions the 
fact that if compulsory licenses to import are granted, the large drug manufac- 
turers would find themselves in open competition with Canadian importers 
purchasing like drugs, perhaps with identical trade names (see next item 5), 
from foreign sources. The proposed injection of this open type of competition 
into the drug industry naturally causes certain perturbation which was feelingly 
expressed from time to time by the witnesses representing the larger segments 
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of the drug industry to whom such suggestions were put. However, the Com- 
mittee does not consider that if this recommendation were to be adopted into 
legislation, the result would be dire or catastrophic as feared. 


The section in the United Kingdom legislation of 1949 corresponding to our 
Section 41(3) (but not identical thereto) authorizes compulsory licences for 
imports, and this fact does not seem to have militated against the British drug 
companies to any great extent. In the representations of Hoffmann-La Roche 
Limited (Minutes of Proceedings and Evidence, pages 802, 809) two unreported 
decisions under the corresponding United Kingdom Patents Act, 1949, were 
brought to the Committee’s attention which dealt with applications for compul- 
sory licences to import. Both cases held that under the specific United Kingdom 
section such licences could be granted and exercised solely through importation, 
although the Comptroller under that Act felt that he ought not, in the circum- 
stances of the particular cases involved, to exercise the power which he had 
under the particular section unless he was satisfied that the balance of public 
interest demanded it. In other words, power to grant compulsory licenses to 
import was available, but considered by the licencing authority in the circum- 
stances not to be used carelessly or automatically. Your Committee appreciates 
and recognizes this view, i.e., that the Commissioner, although in ordinary cases 
of compulsory license applications, shall grant the licenses ‘“‘unless he sees good 
reason to the contrary”; in the case of compulsory licences to import he should 
only grant the licence in his discretion if it is in the public interest so to do. The 
“public interest’? would be, the Committee feels, that need of bringing lower 
drug prices to the consumer weighed against the effect of such import licence on 
the Canadian producer(s) of that drug in question. 


The differentiation between the two types of compulsory licensing should be 
carefully observed. “‘Unless he sees good reason to the contrary’”’ involves only 
simple discretion on the part of the Commissioner wherein the “public interest” 
may or may not be included. In the determination of the question involving a 
compulsory licence to import, however, the “‘public interest” is the sole consider- 
ation. 


Your Committee feels that safety must be paramount. The compulsory 
license to import must not be granted except where the Food and Drug Direc- 
torate has inspected to its satisfaction the manufacturing facilities in the country 
of origin, and in accordance with the same regulations that pertain to Canadian 
drug manufacturers. 


Your Committee recommends 


That Subsection (3) of section 41 of the Patent Act be amended to include 
applications for compulsory licenses to import drug products in all forms, 
subject to inspection of manufacturing facilities by the Food and Drug 
Directorate and provided such importation is in the public interest as may 
be determined by the Commissioner; and to this end, your Committee 
recommends that the Rules under the Patent Act be amiended to permit 
the Commissioner to seek and receive outside independent expert advice 
in the determination of this question. 


The Committee feels that the cost of such inspection services outside of 
Canada should be borne by the importer and therefore recommends 


That the importer of drugs under compulsory licence pay the cost of Food 
and Drug Directorate services outside of Canada. 
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It should be stated immediately that in the determination of “‘public inter- 
est” or, indeed, in any determination relating to Section 41(3) of the Patent Act, 
the Committee is most conscious of the serious responsibility placed upon the 
Commissioner of Patents. The Ilsley Commission also recognized this problem 
and considered that such determinations be taken by a higher authority. The 
recommendations of the Ilsley Commission have not as yet been studied for 
implementation or otherwise; but when this is done, your Committee empha- 
sizes its concern in like manner to that expressed by the Ilsley Commission. 


Another recommendation of your Committee is that Subsection (3) of 
Section 41 be amended so that if the granting of a compulsory licence takes 
longer than 12 months, the Commissioner may be empowered to issue the licence 
subject to revocation if any appeal against such a compulsory licence is upheld, 
providing however that such licensee provide sufficient evidence to satisfy stand- 
ards of the Food and Drug Directorate. 


The question of duration of term of patent protection for drugs and medicines 
also was raised before the Committee. The suggested term ranged from no term 
at all, ie. complete abolition of patent protection on drugs and medicines, as 
proposed by the Restrictive Trade Practices Commission in its Report, to leaving 
the term precisely as it now is and no shorter than the 17-year protection afforded 
any other types of inventions. Should any term between zero and seventeen 
years be taken as the appropriate length of time for patent protection on 
pharmaceutical substances and processes, such a figure would naturally be 
purely arbitrary as is the present term which is only historical. The Committee, 
however, was impressed with the argument that there is a high degree of 
obsolescence in the drug industry, and that many medicinal substances rapidly 
outlive their usefulness and are replaced by more active drugs with increased 
therapeutic value within a few years after the patents issue. Also, in those 
instances where a “wonder drug” continues to remain so and stays in demand 
throughout the entire length of the patent term, this situation is or can be cured, 
insofar as high prices to the consumer are concerned, by the compulsory licens- 
ing system. Therefore, your Committee has no recommendation to make with 
respect to limiting the present term of patent protection on pharmaceutical 
products. 


The Patent and Trademark Institute of Canada recommended the abolition 
of Subsection (2) Section 41 of the Patent Act. The subsection reads as follows: 


“41(2) In an action for infringement of a patent where the invention 
relates to the production of a new substance, any substance of the same 
chemical composition and constitution shall, in the absence of proof to the 
contrary, be deemed to have been produced by the patented process.” 


The Committee considered also the recommendation contained in the sub- 
mission of the province of Alberta that the patent law should be amended to put 
the burden of proof in infringement suits on the plaintiff. As can be seen from 
the present subsection, the burden of proof lies on the defendant to show that he 
has not produced the substance of the same composition and constitution by the 
patented process. In the opinion of the Committee there would be no advantage 
to changing the burden of proof inherent in Section 41(2) particularly consider- 
ing this Committee’s recommendations regarding compulsory licences and the 
difficulties that may be encountered in patent infringement suits. The Com- 
mittee therefore does not recommend any change to this section. 


Before leaving the conclusions it has reached regarding Section 41 of the 
Patent Act, the Committee would like to comment on subsection (1) of that 
Section. 
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Subsection 41(1) reads as follows: 


“In the case of inventions relating to substances prepared or pro- 
duced by chemical processes and intended for food or medicine, the speci- 
fication shall not include claims for the substance itself, except when pre- 
pared or produced by the methods or processes of manufacture particu- 
larly described and claimed or by their obvious chemical equivalents.” 


Both the Usley Commission and the Patent and Trademark Institute of 
Canada (the latter in evidence before the Committee) recommended the repeal 
of this section, noting in each instance that the corresponding provision in the 
United Kingdom patent law was repealed in 1949. The effect of repealing this 
section would be to allow patents on the drug itself as well as the process by 
which the drug is made. This would strengthen the patent system. The present 
section tends to encourage discovery of new processes which are patentable, for 
drugs already marketed. The effect of repealing this section would, in the Com- 
mittee’s opinion, be negligible, while leaving it alone may encourage research 
into new processes; therefore your Committee makes no recommendation in 
this regard. 


In its report the Hall Commission recommended that Section 19 of the 
Patent Act be expanded to include governments of the Provinces. Section 19 
reads as follows: 


“19. The Government of Canada may, at any time, use any patented 
invention, paying to the patentee such sum as the Commissioner reports to 
be a reasonable compensation for the use thereof, and any decision of the 
Commissioner under this section is subject to appeal to the Exchequer 
Court, 


Although your Committee has been advised that this section has not been 
used insofar as drug patents or drug processes are concerned,—probably because 
government agencies, whether Federal or Provincial, meet their drug require- 
ments through tendering—nevertheless there does exist the possibility that use 
may sometime be required of such a section in the interests of the consumer. 
Your Committee feels however that this should remain a federal responsibility, 
and not be extended to the provinces. Patents and drugs are under federal 
control and the Committee feels that no change should be made that would 
give this authority to the provinces. 


Certain evidence also suggested that Section 67 of the Patent Act (which 
sets out the circumstances under which exclusive rights under a patent shall be 
deemed to be abused, such as non-working, or production being prevented by 
the importation from abroad of the patented products by the patentee, or if the 
demand for the patented article was not being met on reasonable terms and to an 
adequate extent, etc.,) was in itself sufficient to correct those circumstances 
wherein the patentee was not properly using his monopoly privilege; and, if 
that were not enough, then Section 30 of the Combines Investigation Act RB.S.C. 
1952 Ch. 314, might well be used to remedy situations where prices were being : 
fixed and patent rights were being misused. However, your Committee considers 
that, although these Sections of these Acts may be helpful overall in dissuading 
a patentee from acting in a manner harmful to consumers, nevertheless they 
appear to lack teeth sufficiently sharp to correct easily and readily all monopoly 
abuses. 
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5. Trade Marks 


Earlier your Committee considered that regulations could not now be im- 
posed that would prevent the use of brand names in the marketing and sale of 
drugs, as this could be out of character with present day commercial practice. 
Nevertheless, trade marks have an inhibiting influence on free and open compe- 
tition in the pharmaceutical industry; and for this reason the Hall Commission 
recommended that the Trade Marks Act be amended to allow the importation of 
trade-marked drugs which have been produced by a company related to he 
Company owning or possessing the same Canadian trade mark, recognizing that 
trademark law can influence the level of drug prices directly and indirectly. 
Under present law the Canadian subsidiary of a foreign parent company can 
prevent the importation of drugs into Canada if these bear trademarks identical 
to those owned and used by it. This, of course, eliminates entirely any possibility 
of legally importing brand name drugs which may he selling at lower prices 
outside Canada and which, in fact, may in many instances be identical to those 
drugs manufactured by the subsidiary from bulk active ingredients imported 
from the parent corporation. 


Prior to 1953 a trademark could not be assigned or transferred to another 
corporation, even a subsidiary corporation, without at the same time transferring 
the goodwill of the business. Under the Trade Marks Act, 1953, this situation was 
reversed and subsidiaries (or licencees) were permitted to become legally enti- 
tled to use the trademarks of their parent corporations under a “registered user” 
system. The subsidiary, for example, provided it operated strictly under a 
registered agreement with its parent corporation, obtained equal rights to the 
trademarks of the parent. This also included the right to bring infringement 
actions against third parties who might attempt to use the trademarks in 
association with similar wares that were imported from companies related to the 
Canadian subsidiary. The Patent and Trademark Institute of Canada considered 
that if the Canadian company does not own the Canadian registration but merely 
uses the mark as a “registered user” thereof, the trademark being actually 
owned by the foreign related company, such sale of the trademark wares 
imported from the foreign related company would not constitute an infringe- 
ment of the registration (Minutes of Proceedings and Evidence, page 1369). In 
the Institute submission it was further stated (at page 1368) that a trademark is 
a badge, for the wares on which it appears, of their origin, their character or 
quality and the conditions of their manufacture. A “registered user” guarantees 
under the trademark law character or quality and the conditions of the manufac- 
ture of the product through the registered agreement between the trademark 
owner and the user; but it is not precisely true to say that these trademarks 
necessarily function as a badge of origin—not only with regard to the plant of 
manufacture but with regard to the country of manufacture. The “badge of 
origin” feature of trademarks can, therefore, be misleading in that it is true to 
say that a particular pharmaceutical product can be manufactured in several 
countries of the world under the same terms of quality and manufacture and yet 


bear the same trademark. 


Be that as it may the Patent and Trademark Institute doubted the need for 
any new or special provisions in the Trade Marks Act in respect of drugs in view 
of the special remedies provided in Section 30 of the Combines Investigation Act 
where the Exchequer Court of Canada could decide, for example, that the 
registration of a trademark be expunged in any case where the privileges 
conferred by a trademark are misused as to unduly prevent or lessen competi- 
tion in the manufacture of any particular article or commodity. Your Committee, 
however, agrees with the submission of the Province of Alberta that the expense, 
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delay and general cumbersomeness and uncertainties of such proceedings make 
this remedy in every sense of the phrase a last resort. (Minutes of Proceedings 
and Evidence, page 2578). 


The Institute (again at page 1369) puts its finger directly on the problem by 
stating that, “if the public interest in the expected lowering of the price of some 
trademark drugs by forcing Canadian companies to compete in the Canadian 
market with their foreign related companies under identical trademarks is 
considered to be paramount and greater even than the public interest in the 
integrity of trademarks, then it will require a very carefully drafted provision 
affecting the whole scheme of the Trade Marks Act and not merely Section 20 as 
suggested in the Hall Report”. Your Committee, in attempting to determine 
whether or not Canadian trademark law should be “watered down” in respect of 
trademarks as applied to drugs, is conscious of the fact that the Institute agrees 
that it is not qualified to deal with the economics of the patent system or 
trademark system as it affects competition in the drug market; the Institute, by 
its very nature, is primarily directed to the maintenance and, if possible, the 
enhancement of these laws insofar as they encourage research, stimulate inven- 
tion, prevent secrecy and bring due reward to inventors for their contribution to 
the art. The ascertainment of the “balance of the public interest” is not neces- 
sarily the purpose of this professional association. 


Your Committee has carefully considered both sides of this dilemma and 
recommends that it is in the public interest to adopt the recommendation of the 
Hall Commission, namely, 


That Section 20 of the Trade Marks Act be amended to make clear that no 
infringement can be claimed where imported drugs are manufactured by 
a “related” company. 


If this recommendation is found acceptable, your Committee directs the 
attention of the drafting authorities, however, to the cautions expressed by the 
Patent and Trademark Institute. 


It was suggested that if this recommendation found acceptance it would be 
of little avail in reducing drug costs because if any Canadian company was being 
injured by importation of identically trademarked wares from related compa- 
nies abroad, it would change the trademark concerned. This is perhaps true but 
the Canadian company, if it followed such a course, would lose the goodwill 
associated with the probably widely known advertised brand name; and to 
change the trade name to another might well be short-sighted from a marketing 
view-point. 


Your Committee considers that if such a recommendation were adopted 
little, if any, harm would actually be incurred by the more well established and 
well known owners or “registered users” of the trademarks concerned. Certainly, 
importation of identically trademarked drugs from abroad at lower prices would 
introduce open competition in the Canadian market with resulting benefit to the 
Canadian consumer. 


6. The necessity for Price Competition 


From the factors set out in this chapter that affect drug costs and prices, it 
becomes immediately obvious that the introduction of increased and open com- 
petition at all levels of the drug industry is the obvious essential element in 
reducing the costs of drugs to the consumer. A variety of recommendations are 
therefore required, and these have been set out following discussion of each 
phase or aspect studied. It is price competition, not product competition, that will 
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lower prices. Product competition breeds increased expenditures at the manufac- 
turer’s level. Price competition at all levels promotes lower costs through 
increased efficiency and cuts through extravagant promotional activity. 


Very recently Drug News Weekly, in its edition of 20th February, 1967, at 
page 13, made specific reference to the effect of competitive factors as being 
“partially the cause of price cuts” on Parke Davis & Company’s Chloromycetin 
(chloramphenicol). As a result of the expiration of Parke, Davis’ basic patent on 
this drug some two months earlier, ‘‘other manufacturers began bringing out low 
price chloramphenicol capsules—generically and under brand names.” The news 
report went on to say that ‘“‘Parke Davis’ price cut had been widely expected by 
trade observers as a result of the chloramphenicol competition that started 
developing in January. Right after the company’s basic patent expired, other 
manufacturers requested approval from the United States Food and Drug Ad- 
ministration to market their own. Their product did not begin appearing on the 
market until early January. Most of the chloromycetin competitors are gener- 
1S? 


It is interesting to note that this competition developed in the United States 
after the principal patent expired. There is no compulsory licensing system in the 
United States as in Canada. Had there existed such a system doubtless a price 
reduction would have occurred long before. 


CHAPTER VII—OTHER PROPOSALS MADE AND CONSIDERED 


1. A National Drug Formulary 


An important recommendation of the Hall Commission was “that the Food 
and Drug Directorate, with the assistance of the Advisory Committee, (i.e. that 
Committee responsible for advising the Department of National Health and 
Welfare), prepare and issue a National Drug Formulary which would be main- 
tained on a current basis. This Formulary would include only those drugs which 
meet the specification of the Directorate, and would be identified as such, and 
therefore eligible for inclusion in the Prescription Drug Benefit within the 
proposed Health Services Programme, one of the objects being to minimize the 
cost of prescribed drugs. There should be established an appeals procedure for 
dealing with rejected applications, and an information service which would issue 
periodic bulletins providing the latest information on drugs and drug therapy to 
physicians, pharmacists, and hospitals.” 


Your Committee did consider a National Formulary. It was suggested that 
drugs would be placed on it which met the requirements of the Food and Drug 
Directorate. These would be purchased by the retail druggist (individually or 
collectively) on the tendering system. Physicians could prescribe by generic 
name and the druggist would dispense the drug that he had in stock. (He might 
stock only one brand of each generic drug). This would eliminate large drugstore 
stocks of various brands of the same generic drug, saving on inventory and 
space. It has been suggested this would eliminate the need for promotional 
advertising to the doctor. This could however merely shift this promotional 
activity from the doctor to the pharmacist. Your Committee feels that this 
represents a major change in medical and pharmaceutical practice which at this 
point would be unacceptable to these professions, and actual implementation 
would be very difficult. It should be pointed out that a great many hospitals now 
use a drug formulary which their staff apparently find satisfactory. As the 
experience grows with this hospital formulary, it may be possible that the use of 
the drug formulary will gradually extend outside the hospital. 
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Your Committee has already recommended a Food and Drug Directorate 
bulletin on drugs, which would be current and non-biased. It would contain (as 
discussed earlier) much of the information that a National Drug Formulary 
would supply to the medical and pharmaceutical professions. 


2. Appeals from the Decisions of the Food and Drug Directorate 


Representation was made to the Committee that some decisions of the Food 
and Drug Directorate are final and binding and that no appeal is possible. In 
many instances, the decision is actually made in a court of law when a manufac- 
turer is charged by the Directorate with an offence under the Act. This decision 
is appealable of course to a higher court. 


At the present time, under the Food and Drug regulation (C.08.009) an 
appeal procedure is laid down concerning decisions affecting the notice of com- 
pliance (date of placing drug on sale). If a manufacturer does not agree with the 
decision of the Directorate in this matter, a “new drug” committee is set up. One 
member is nominated by the manufacturer, one is nominated by the Minister of 
National Health and Welfare (he cannot be an employee of the Directorate), and 
the third member, who is Chairman, is chosen by the other two members. If the 
other two members cannot agree on a choice for chairman, then the Minister of 
National Health and Welfare may appoint him. 


It is understood that the only other area of complaint concerning appeals 
involves the decision of the Directorate as to whether a drug should retain or 
lose its “new drug” status. The Committee feels that an appeal in this matter 
would be reasonable and therefore recommends 


That the Food and Drug Regulation C.08.009 be amended to extend 
appeals to the decision as to “new drug” status. 


3. Insurance Plans for Drug Prescriptions 


The Committee heard interesting testimony from Prescription Services 
Incorporated, authors of the “Green Shield Plan”, a voluntary prepaid plan 
where Prescription Services Ince. acts as fiscal agent for group subscribers from 
the public and for pharmacy members of the Corporation. The Plan provides 
group insurance to cover drug costs incurred by their subscribers. Premiums 
under the plan appear normal and moderate; and there is no doubt that mem- 
bership in the plan can relieve anxiety on the part of those to whom the price of 
drugs, if required, would undoubtedly be excessive. Much was made of the fact 
that the problem of high drug prices was no problem at all if Canadians were 
insured against possible drug costs under this or similar plans. Prescription 
Services Incorporated was not itself apparently concerned with methods that 
might bring down the price of drugs to the consumer. Higher drug prices would 
only affect premiums, and increases in premiums would probably be minimal or, 
at least, bearable. 


This attitude, of course, begs the whole question. Insurance plans can be 
devised to protect any person from any eventuality. Your Committee, although 
acknowledging the merit of pre-paid drug plans, and their great benefit to 
subscribers considers it irrelevant to this inquiry. The presence of such plans 
should not affect recommendations primarily directed towards lowering drug 
costs for the unprotected consumer. 


4. Abolition of “Suggested List” Prices by Manufacturers 


Since the Canadian law was changed to make retail price maintenance an 
offence under the Criminal Code, it has been the common practice of manufac- 
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turers, including pharmaceutical manufacturers, to “suggest” list prices to retail- 
ers for retail sale by marking the suggested list price on the containers of their 
products or in their sales listings. In most instances, therefore, the suggested list 
price becomes in fact the “fixed” price charged to which is added the dispensing 
fee with the corresponding result that competition on this basis in the open 
market in fact ceases to exist. This practice, it should be noted, is changing in 
those cases where the pharmacist charges a professional fee over and above 
actual cost to him. 


With this growing interest shown in the professional fee, it would seem 
advisable, as an additional link in the chain of promoting increased open compe- 
tition at all levels within the industry, to conclude that “suggested list’? prices be 
abolished. It could be expected that a careful shopper for prescription drugs will 
soon learn the amount of the professional fee charged by the pharmacist in his 
Province; and with that information will ascertain the cost of prescription drugs 
as delivered to the drug store of his choice. The pharmacist, in his turn, will have 
opened up to him the possibility of studying the retailing pricing of colleagues in 
the same area. 


Although it cannot be said without actual experience whether such a recom- 
mendation may be helpful in lowering drug prices to the consumer, nevertheless 
your Committee makes this recommendation, namely, 


That the pharmaceutical industry abolish suggested list prices. 


5. Drug Price Restraint Programme 

The Hall Commission recommended “that the Government of Canada, as- 
sisted by the Drug Advisory Committee, sponsor jointly with the drug industry 
and such provincial governments as wish to participate, a study of the feasibility 
of a voluntary drug price restraint programme for Canada, for implementation 
on a trial basis.” 


Such a voluntary price regulation scheme now exists in the United Kingdom 
and has been operating for over eight years. Under the U.K. programme, 
representatives of government and industry settle by common agreement the 
prices charged for drugs in the National Health Service. Apparently only one- 
third of the pharmaceutical output is sold to the state, but the state pays for 
three-quarters of the pharmaceuticals that the industry sells in the home mar- 
ket. With the state politically concerned with accusations that drugs of possible 
benefit to patients might be held off the market, and with the industry concerned 
with representations that it was making large profits out of health-sustaining 
and curative products, a state of compromise or give-and-take is presumably 
reached to permit such a voluntary scheme to work with comparative success. 


Your Committee considers, however, that a corresponding programme of 
voluntary drug price restraint would be neither necessary nor of help in Canada. 
Firstly, the tendering system in operation between government agencies, hos- 
pitals and the industry minimizes excessive profits in public purchases; and 
secondly, the British industry can perhaps be more flexible with self-imposed 
domestic monetary discipline because of its large export drug market—a factor 
not of consequence in the Canadian industry. 


6. A Drug Institute for Canada 


An interesting submission put forward by Empire Laboratories Limited 
received the attention of your Committee. This proposal suggested the establish- 
ment of a Drug Institute in Canada to be administered by a Council drawn from 
the professions of medicine, pharmacy, pharmacology and chemistry. It was 
considered that the significance of drugs in the practice of medicine had changed 
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remarkably in the last generation; and to prevent the situation from getting ‘out 
of hand”, all matters relating to drugs must and should be brought back entirely 
under professional supervision (Minutes of Proceedings and Evidence, pages 
1115-6), presumably as opposed to present commercial instigation and control. 
The functions suggested for the new Drug Institute were as follows: 


(1) To examine the areas of therapy in which new drugs may or may 
not be needed; é 


(2) To regulate some pre-clinical and all clinical trials of a new drug; 


(3) To solicit, receive and correlate all reports of side effects, contra- 
indications and alternative uses of drugs, new and old; 


(4) To solicit and correlate all reports about efficacy of drugs; 
(5) To establish the official (generic) name of a new drug; 


(6) To participate in multiple screening tests for discovery of new 
drugs; 


(7) To accomplish fundamental research in pharmacology and medi- 
cine; 


(8) To promote the development of preventive medicine in Canada. 


Your Committee can see many benefits that might accrue to Canadians 
through the creation of such a Drug Institute. It was made very plain that such 
an establishment would initially have to be subsidized by government (although 
charges for services rendered to profit-making organizations would be made) 
and that it must operate entirely outside the jurisdiction of federal or provincial 
government. It would supplement the present activities of the Department of 
National Health and Welfare. 


It was proposed that one means for providing the funds necessary for the 
creation and subsidization of the Drug Institute would be an allocation to it ofa 
portion of the monies normally netted by the federal government through sales 
tax revenues derived from sales of pharmaceuticals. The latter suggestion was 
seemingly based on the assumption that if the Committee saw fit to recommend 
the abolition of sales tax with respect to pharmaceuticals, and this reeommenda- 
tion was found acceptable, in all likelihood the savings effected on sales tax 
would not be entirely passed on by the manufacturer; and hence the public 
should derive some additional benefit as a result of an almost certain loss of 
revenue to the federal government. All the taxpayers would benefit from such a 
plan which however would be financed only by the sick. If such a plan were to be 
implemented it should be influenced by general taxation. 


After careful consideration, your Committee has come to the conclusion that 
this proposal also does not fall within its terms of reference. Because of the 
possible merits of the scheme, however, it was decided to set out the suggestion 
in some detail for consideration by others at a future time. 


7. Ten-Year Moratorium on Drug Patents 


A ten-year moratorium on drug patents was recommended to the Com- 
mittee. This proposal was considered when the question of patent term was 
under review; and in the light of its recommendations concerning compulsory 
licences on patented processes in drug manufacturing, your Committee has no 
such recommendation to make. 
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8. Triple Damages in Patent Actions 


It was suggested that a defendant in patent litigation, if successful in an 
action for patent impeachment, should be awarded triple damages based on 
actual out-of-pocket costs. This proposal was advanced on the theory that such a 
recommendation would of itself make a patentee hesitate before instituting an 
expensive action against an “infringer” and would discourage or prevent harass- 
ment against innocent parties. Your Committee does not consider that drug 
patents should be singled out from any other patents involved in patent cases 
and that punitive action of this type is neither necessary nor desirable. 


9. Patent Actions and the Exchequer Court 


It was suggested patent actions should be confined to the Exchequer Court 
of Canada. The Exchequer Court of Canada receives its jurisdiction on patents 
under Section 91 of the British North America Act. However, patents are also 
included under Property and Civil Rights, and are also subject to provincial laws 
under Section 92 of that Act. Therefore, this proposal cannot be considered 
although it does possess merit in that it would confine all patent actions to one 
court and give uniformity in legal decisions. 


10. Circumvention of Food and Drug Directorate 


Another proposal was that governmental agencies be permitted to use 
“alternative sources” for “new drugs” on their own responsibility without inter- 
ference from the Food and Drug Directorate, as these could be used under the 
supervision of qualified professionals and would not be available for general 
distribution. Your Committee does not consider that any proposal which en- 
croaches upon or lessens the present responsibility of the Food and Drug Direc- 
torate of the Department of National Health and Welfare should be accepted. 
There must be a final authority dealing with drug safety. 


11. Other Recommendations of the Hall Commission 


The Hall Commission made other recommendations relating to educational 
programmes regarding drugs, centralization by the federal government of all its 
drug purchases, encouragement of the provinces to adopt bulk purchasing and 
methods of tendering, expansion of research grants, continuing cost price anal- 
yses of drugs, etc. which have have not been considered by this Committee as 
not being precisely related to its terms of reference. By not considering these 
various recommendations of the Hall Commission, however, your Committee 
does not wish it to be assumed that these should not be acted upon. 


CHAPTER VIII—CONCLUSIONS 


Your Committee has therefore come to the following conclusions: 
(1) That the price of drugs in Canada is at least higher than it need be; 


(2) That no significant change has taken place in the drug-cost structure 
since the recommendations of the Hall Commission which were primarily based 
on the recommendations of the Restrictive Trade Practices Commission; 
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(3) That there exists no single method nor simple approach which can be 
taken to reduce the price of drugs to the consumer, and it is therefore necessary 
to present a series of recommendations to effect this purpose; 


(4) That since Canadians are paying a significant portion of the cost of 
international pharmaceutical research, more of this research should be done in 
Canada by the pharmaceutical industry; 


(5) That the medical profession is responsible for the prescribing of most 
drugs, and for these Committee recommendations to be fully effective, the 
medical profession must be fully assured of the safety of all durgs by the Food 
and Drug Directorate; 


(6) That the implementation of the recommendations could lessen market- 
ing and promotional expenses and reduce excessive profits; 


(7) That the implementation of the recommendations could alter in some 
respects the form of the drug industry as it exists today, removing inefficiencies 
in the industry and increasing competition; 


(8) That in anticipation of national and provincial welfare programmes or 
the further development of other forms of health services, it is of paramount 
importance that legislation be introduced at the earliest practical date to imple- 
ment the recommendations of this Committee. 
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SUMMARY OF RECOMMENDATIONS 


These recommendations are listed in order of their presentation in the 
report and not necessarily in order of their importance. 


1. That all medical and pharmacy students be instructed during their 
studies in the generic nomenclature for drugs; 


2. That the personnel and facilities of the Food and Drug Directorate be 
expanded to make possible the implementation of the recommendations of the 
Boyd Committee, the Hilliard Committee and this Committee; 


3. That the Food and Drug Directorate publish not less than once a month an 
informative bulletin to the medical profession giving complete details on drugs 
and their actions and reviewing major drug uses in Canada; 


4. That present ministerial authority as provided in Section 38 of the 
Customs Act be amended insofar as the importation of drugs into Canada is 
concerned, and that future value for duty be set in all cases at the cost of 
production of the imported drug plus an allowance for gross profit (i.e. an 
allowance to cover the actual manufacturer’s administrative overhead, selling 
costs and net profit, etc.); 


5. That the Customs Act be amended to make clear that dumping duties 
with respect to drugs be limited only to affect those drugs of ‘a kind made in 
Canada; 


6. That the federal government instruct the Tariff Board to review the drug 
tariff structure; 


7. That drug manufacturers revise their promotional practices on a volun- 
tary basis, as considerable savings could be made and passed on to the consumer; 


8. That the pharmaceutical industry take steps to ensure that all representa- 
tives of the drug industry engaged in field selling be paid by salary and not by 
commission; 


9. That the federal government should make a substantial increase in grants 
to the Medical Research Council for the promotion of basic pharmaceutical 
research; 

10. That the pharmaceutical manufacturing industry take full advantage of 
the federal incentive program for research; 


11. That the Patent Commissioner, on assessing royalties on the granting of 
a compulsory licence, shall consider that the patentee who discovers and initially 
develops the drug in Canada should have higher royalties than the drug manu- 
facturer who discovers new drugs outside of Canada; 


12. That the Food and Drug Directorate publicize the Adverse Drug Reac- 
tion program in co-operation with the Canadian Medical Association; 


13. That the federal sales tax be removed from the sale of prescription 
drugs; 
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14. That the drug consumer be made aware that drug prices do vary from 
pharmacy to pharmacy and it is his right to compare prescription prices before 
purchase and that neither the pharmacist nor the physician should deny this 
right; 

15. That pharmacists use the “cost price plus professional fee’? method for 
determining drug prices to the consumer; 


16. That the Canadian Pharmaceutical Association and all Provincial 
Pharmaceutical Associations, Faculties of Pharmacy and the Provincial govern- 
ments should meet to discuss the practice of pharmacy in Canada, bearing in 
mind the following matters: 


1. Ethics of the profession particularly concerning advertising and 
merchandizing, and the role of discount and mail order houses; 


2. Qualifications and training necessary for dispensing pharmacists; 


3. Promotion of competition within the profession, in the public 
interest; 


4. Distribution of pharmacies, both in heavily populated urban areas 
and less developed rural areas : 


5. Ownership of pharmacies by non-pharmacists: 


17. That Subsection (3) of section 41 of the Patent Act be amended to 
indicate clearly that the granting of a licence by the Commissioner of Patents is 
subject to a report by the Food and Drug Directorate of the Department of 
National Health and Welfare, to the effect that the applicant for the compulsory 
licence has satisfied the Directorate that he has met the regulations under the 
Food and Drugs Act; 


18. That Subsection (3) of Section 41 of the Patent Act be amended to 
include applications for compulsory licences to import drug products in all 
forms, subject to inspection of manufacturing facilities by the Food and Drug 
Directorate and provided such importation is in the public interest as may be 
determined by the Commissioner; and to this end, your Committee recommends 
that the Rules under the Patent Act be amended to permit the Commissioner to 
seek and receive outside independent expert advice in the determination of this 
question; 


19. That the importer of drugs under compulsory licence pay the cost of 
Food and Drug Directorate services outside of Canada; 


20. That Subsection (3) of Section 41 be amended so that if the granting of a 
compulsory licence takes longer than 12 months, the Commissioner, if in his 
opinion the delay is unwarranted, may be empowered to issue the licence 
subject to revocation if any appeal against such a compulsory licence is upheld, 
providing however that such licensee provide sufficient evidence to satisfy stand- 
ards of the Food and Drug Directorate; 


21. That Section 20 of the Trade Marks Act be amended to make clear that 
no infringement can be claimed where imported drugs are manufactured by a 
“related” company; 


22. That the Food and Drug Regulation C.08.009 be amended to extend 
appeals to the decision as to “new drug” status; 


23. That the pharmaceutical industry abolish suggested list prices. 
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Your Committee would like to thank all those organizations, industries and 
individuals who appeared before the Committee or submitted material for con- 
sideration. In addition, your Committee would like to thank in particular its 
legal counsel Mr. A. M. Laidlaw, Q.C., and its accountant Mr. W. J. Blakely, C.A., 
who participated actively in the hearings and whose assistance was of particular 
value in the preparation of this report. The Committee commends the Com- 
mittees and Private Legislation Branch of the House of Commons for its efficient 
assistance and in particular thanks the Clerk of the Committee, Miss Gabrielle 
Savard, for her tireless work on the Committee’s behalf. 


A copy of the Minutes of Proceedings and Evidence (Issues Nos. 1-34 inclu- 
sive) will be tabled later. 


Respectfully submitted, 
HARRY C. HARLEY, 
Chairman. 


* & & & & 
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APPENDIX A 


WITNESSES HEARD 


(Listed in order of appearance before the Committee) 


The Hon. Allan J. MacEachen, Minister of National Health and Welfare 

Dr. R. A. Chapman, Director-General, Food and Drug Directorate, Department 
of National Health and Welfare 

The Hon. Edgar J. Benson, Minister of National Revenue 

Mr. A. R. Hind, Assistant Deputy Minister, Customs 


The Canadian Pharmaceutical Association, Inc. 
Mr. D. A. Denholm, B.S.A., President 


Mr. J. C. Turnbull,, B.S.P., Executive Director 
Mr. J. K. Lawton, Ph.C. 
Mr. R. E. Wilton, Phm.B. 


Mr. D. M. Cameron, B.Sc. Pharm., Register of the Alberta Phar- 
maceutical Association 


The Pharmaceutical Manufacturers Association of Canada 
Dr. Wm. W. Wigle, President 


Mr. Robert F. Daily, Chairman of the Board of Directors PMAC, and Vice 


President and General Manager, Smith Kline and French Inter- 
American Corporation 


Mr. KE. Glyde Gregory, Vice-Chairman of the Board PMAC and President, 
Ayerst Laboratories 


Mr. Harry D. Cook, Immediate past Chairman of the Board PMAC and 
President Abbott Laboratories Ltd. 

Dr. Peter C. Briant, Vice Dean and Director, School of Commerce, McGill 
University 

Mr. Gordon F. Henderson, Q.C., Patent Attorney 


Mr. Peter Howsam, Vice-President and General Manager, Warner- 
Chilcott Laboratories 


Mr. Fred R. Hume, Q.C., Legal Counsel, PMAC 

Mr. Roger Larose, Vice-President, CIBA Company Limited 

Dr. Brian Stewart, Director, Pharma-Research Canada Limited 
Mr. Guy Beauchemin, Executive Secretary PMAC 


The Canadian Medical Association 
Dr. Ramsay Gunton, M.D., Chairman of CMA Committee on Pharmacy 
Professor of Therapeutics, University of Toronto 


Dr. Fred Fallis, M.D., Member of CMA Committee on Pharmacy, Genera] 
Practitioner of Toronto 


Dr. Arthur Peart, M.D., General Secretary 
Dr. Donald Aitken, M.D., Assistant Secretary 
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The Canadian Drug Manufacturers 
Mr. Leslie L. Dan, B.Sc. Phm., M.B.A., Chairman 
Dr. George F. Wright, Ph.D., Research Consultant, CDM and Professor of 
Chemistry, University of Toronto 


Mr. Lawrence Wilson, Member of a firm of Consulting Biologists 


Cyanamid of Canada Limited 
Mr. S. R. Stovel, President 
Mr. F. W. Pope, Executive Vice-President 
Dr. Claude Gendron, M.D., Medical Director 
Mr. J. A. Bertrand, Manager Medical Products Department 


Hoffman-La Roche Limited 
Mr. John S. Fralich, President 
Mr. Robert Hunter, C.A., Director of Roche-England 
Mr. C. A. Nowotny, Assistant Secretary 
Mr. R. G. McClenahan, Solicitor 


Ayerst, McKenna and Harrison Limited 
Mr. E. Glyde Gregory, President 
Mr. John A. Walker, Executive Vice-President 
Dr. H. L. Smith, Vice-President 
Dr. Donald A. Buyske, Director of Research 
Mr. James Robb, Legal Adviser 


Smith Kline and French, Montreal 
Mr. Robert F. Daily, Vice-President and General Manager 
Mr. Ross F. Bethel, Technical Manager 
Mr. Alban J. Dalby, Director of Marketing 
Mr. John C. Martin, Director of Administration and Finance 
Dr. Andrew J. Moriarity, M.D., Director of Research and Development 
Mr. Michael Sheldon, Assistant to the General Manager 
Mr. Russell A. Fraser, Senior Hospital Representative 


Charles E. Frosst and Co. 
Mr. James E. Frosst, President 
Dr. R. S. Stuart, Director of Research 
Mr. A. F. Coffin, Vice-President—Sales 
Mr. J. M. Blanch, Vice-President—Finance 


Parke, Davis and Company, Ltd. 
Mr. Clifford A. Rogers, Vice-President and Manager 
Mr. John M. Godfrey, Q.C., Legal Counsel 


Empire Laboratories Ltd. 
Dr. George F. Wright, Ph.D., President 


The Consumers’ Association of Canada 
Miss Glenora Pearce, National President 
Dr. M. Pernarowski, Vice-President, CAC, Associate Professor, Faculty of 
Pharmacy, University of British Columbia 
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Dr. H. G. English, Executive Vice-President CAC, Economist, Head of the 
School of Commerce of Carleton University 
Mrs. A. F. W. Plumptre, Past President 


Dr. Alan S. Davidson, M.D. (Director of a Clinical Research Unit for the 
Alcoholism and Drug Addiction Research Foundation of Ontario) 


The Medical Post 
Mr. Charles E. Wilson, Publication Manager 
Mr. R. W. Robertson, Executive Officer 


London Drugs Limited 
Mr. S. S. Bass, Proprietor, Vancouver 


Patent and Trademark Institute of Canada 
Mr. William L. Hayhurst, Q.C., President 
Mr. Russel S. Smart, Councillor 


Canadian Society of Hospital Pharmacists 
Miss Mary Gannon, Executive Secretary 
Mr. D. J. Stewart, Past President 
Mr. Nathan Fox, Council Delegate, Quebec Branch 


Department of Defence Production 
Mr. D. M. Erskine, Director of General Purchasing Branch 


Department of Industry 
Dr. H. A. Showalter, Chairman, Inter-Departmental Advisory Board on 
Standards for Pharmaceutical Manufacturers, Distributors and Agents 


Department of National Defence 
Mr. H. H. Poyntz, Director, General Requirements 
Major A. R. Friesen 


Department of National Health and Welfare 


Mr. M. G. Allmark, Assistant Director General—Drugs, Food and Drug 
Directorate 


Mr. I. C. Ellis, Pharmacist and Chief, Materiel Services Division 


Department of Veterans Affairs 
Dr. K. S. Ritchie, Assistant Deputy Minister 
Mr. B. J. Larocque, Pharmacist 


Canadian Wholesale Drug Association 
Mr. C. M. Peel, President 
Mr. Geoffrey C. Pitcher, Vice-President 
Mr. Douglas R. Weston, Secretary Manager 


Canadian Cystic Fibrosis Foundation 
Mr. Callum Maclver, First Vice-President 
Dr. J. M. Park, M.B., Ch.B., Member of the Medical Advisory Board 
Mr. W. Mac McKenzie, National Executive Director 


Jules R. Gilbert, Ltd. 
Mr. Jules R. Gilbert, Ph.G., B.S.Chm.E. 
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Micro Chemicals Limited, Gryphon Laboratories Limited and Paul Maney 
Laboratories Canada Limited 


Mr. J. M. Cook, President of M.C.L. 
Mr. William S. Miller, President of P.M.L. Canada Limited 
Hon. Joseph T. Thorson, P.C., Legal Counsel 


Prescription Services Inc. 
Mr. W. A. Wilkinson, President 
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APPENDIX B 


(As extracted from the Report of the Hall Commission: Recommendations 
with respect to Drugs). 


The Commission recommends: 


58. That the Federal Government contribute grants to the province (50 per 
cent of the cost of the programme) for the purpose of introducing a Prescription 
Drug Benefit within the Health Services Programme. 


59. That in the provision of the drug benefit, there should be required a 
$1.00 contributory payment by the purchaser for each prescription, subject to 
such discount as the retailer may offer. This charge should not be applied to 
drugs required for long-term therapy. 


60. That the programme should cover such quantities of drugs for each 
prescription as are required by good medical practice taking into account the 
need for flexibility to assure an adequate but not wasteful supply. Further, 
prescribing practices should be reviewed periodically to ascertain whether and to 
what extent any over-prescribing of pharmaceuticals takes place, followed by 
appropriate changes in the regulations covering quantities of drugs paid for 
under the programme. 


61. That the functions of the Drug Advisory Committee which is responsible 
for advising the Department of National Health and Welfare be expanded, and 
its membership enlarged to include representatives of the Canadian Medical 
Association, l’Association des médecins de langue francaise du Canada, the 
Canadian Pharmaceutical Association, the Canadian Hospital Association, the 
provincial Schools of Pharmacy, the provincial Colleges of Pharmacists, and the 
provincial Departments of Health. 


62. That the Food and Drug Directorate, with the assistance of the Advisory 
Committee, prepare and issue a National Drug Formulary which would be 
maintained on a current basis. This Formulary would include only those drugs 
which meet the specifications of the Directorate, and would be identified as such, 
and therefor eligible for inclusion in the Prescription Drug Benefit, one of the 
objects being to minimize the cost of prescribed drugs. There should be estab- 
lished an appeals procedure for dealing with rejected applications, and an 
Information Service which would issue periodic bulletins providing the latest 
information on drugs and drug therapy to the physicians, pharmacists, and hos- 
pitals. 


63. That the budget of the Food and Drug Directorate of the Department of 
National Health and Welfare be increased to enable it to recruit and train the 
personnel necessary to fulfil the additional functions and responsibilities that it is 
essential for it to assume. 


64. That in the application of the provisions of the Corporation Income Tax 
Act to manufacturers, importers, and distributors of drugs, consideration should 
be given to establishing a maximum of 15 per cent of total sales as the allowable 
deductible expense for advertising sales promotion, “detail men”, and other 
similar items. 
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65. That the federal sales tax be removed from all drugs listed in the Formu- 
lary. 


66. That Section 19 of the Patent Act extending the right of the Crown in 
the name of the Government of Canada to use patented inventions “paying to 
the patentee such sum as the Commissioner reports to be a reasonable compensa- 
tion for the use thereof” be expanded to include provincial governments and 
their agencies. 


67. That Section 41 (3) of the Patent Act be amended to extend compulsory 
licensing to include the licensing of imports. The quality of such imported drugs 
should be assured by: 


(a) requiring examination to ensure that they meet the specification of 
the Food and Drug Directorate, and 


(b) continuous checks of quantities imported. 


68. That the Federal Government consider delaying for five years a decision 
to implement the recommendation of the Restrictive Trade Practices Commission 
that patents on drugs be abolished, in order to ascertain whether the alternatives 
recommended above achieve the same results. 


69. That provisions and administration of procedures with respect to grant- 
ing of compulsory licences by the Commissioner of Patents be revised to remove 
unnecessary delays with respect to a decision to grant. Provision should be made 
to establish a standard royalty payment comprising a fixed fee on application 
and a percentage of sales over the period of the licence to speed up proceedings 
and to encourage responsible applicants. 


70. That the Trade-marks Act should be amended (Section 20) to make 
clear that no infringement can be claimed where imported drugs are manufac- 
tured by a “‘related”’ company. 


71. That the Canadian Tariff Board be requested to review tariffs on drugs 
with a view to establishing which tariff should be reduced or abolished covering 
imported drugs included in the National Formulary. 


72. That in the administration of “anti-dumping” regulations in respect to 
drugs, the Minister of National Revenue be given discretion to establish “market 
value” at lower levels than that resulting from present practice to contribute to a 
reduction of drug prices. 


73. That the Government of Canada, assisted by the Drug Advisory Com- 
mittee, sponsor jointly with the drug industry and such provincial governments 
as wish to participate, a study of the feasibility of a voluntary drug price 
restraint programme for Canada, for implementation on a trial basis for a period 
of five years. 


74, That provincial governments consider legislation enabling pharmacists in 
the dispensing of prescriptions to use a drug or drug combination that is the 
non-proprietary name equivalent of that named in the prescription unless the 
physician specifically indicates otherwise. 


75. That educational programmes be conducted by the Food and Drug 
Directorate, the medical and pharmaceutical professions, and the provincial 
health service agencies to create greater understanding and co-operation be- 
tween practitioners and pharmacists concerning the cost of drugs, and their 
prescription by proper names whenever possible. 
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76. That universities through their faculties of medicine and pharmacy 
strengthen their courses in pharmacology taken by medical students by provid- 
ing instruction in the economics of prescribing, including examination of com- 
parative costs of drugs with similar therapeutic quality and efficacy; by short 
refresher courses dealing with pharmacology for physicians; and by extension 
work with medical practitioners in such fields as evaluation and therapeutics. 


77. That the Federal Government centralize all its drug purchases in one 
agency. 


78. That provinces be encouraged to adopt bulk-purchasing of drugs for all 
hospitals and public agencies, and that all tenders for drugs should be based, 
whenever possible, on specifications of the ingredients of the pharmaceutical. 


79. That hospital pharmacies under the direction of a licensed pharmacist be 
permitted to provide narcotics and control drugs on prescription under the Food 
and Drug Act and the Narcotics Control Act. 


80. That the Federal Government expand considerably research grants by 
the Health Sciences Research Council to universities and non-profession]l institu- 
tions to encourage the development of new drugs and/or improvement of exist- 
ing drugs in Canada. In case of patentable discoveries these should be vested in 
the Crown. 


81. That the Research and Statistics Division of the Department of National 
Health and Welfare undertake continuing cost-price analyses of drugs and 
periodically publish the results. Such studies would: 


(a) assist in the compulsory licensing under the Patent Act of drugs to be 
manufactured in Canada, 


(c) assist in the compulsory licensing of drugs to be imported into Canada, 


(c) assist in the review of tariff items on drugs, undertaken by the Cana- 
dian Tariff Board, 


(d) assist the Director of Investigation and Research under the Combines 
Act; 


(e) assist public agencies at the federal and provincial level in calling for 
tenders for drugs. 


(f) assist the Federal and Provincial Governments in formulating fiscal 
and procurement policies concerning drugs, 


(g) assist drug manufacturers and drug distributors in examining their 
relative cost position and facilitate increasing competition where 
appropriate. 


(h) assist the general public in acquiring an understanding of the various 
factors entering into drug costs and drug prices. 


82. That the Research and Statistics Division of the Department of National 
Health and Welfare and the Dominion Bureau of Statitics co-operate in develop- 
ing more comprehensive and up-to-date statistics relating to the supply costs of, 
and expenditures on, drugs covering both prescribed and non-prescribed phar- 
maceuticals. 
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APPENDIX C 


Summary of Recommendations of the Restrictive Trade Practices Commission 


1. There should be more stringent regulations under the Food and Drugs Act 
with respect to the manufacture, promotion and introduction of drugs, in order 
to give reasonable assurance that all prescription drugs offered for sale in 
Canada are safe to use and of good quality. 


2. The staff of the Food and Drug Directorate should be enlarged considera- 
bly to ensure thorough enforcement of the regulations. 


3. In the opinion of the Commission, the following changes should be made 
in the Food and Drug Regulations: 


(a) All premises in which drugs are manufactured should be subject to 
inspection by the Food and Drug Directorate. 


(b) Requirements in connection with new drug submissions should be 
extended to include detailed reports of the tests made to establish the 
therapeutic effectiveness of the drug as well as the present require- 
ment of reports of tests to establish the safety of the drug. Such a 
change would make mandatory a joint evaluation of toxicity and 
efficacy before a new drug is put on sale. 


(c) The Food and Drug Directorate should be given the duty of inspect- 
ing and assaying samples from a sufficiently large number of batches 
of every prescription drug manufactured in Canada or imported from 
abroad to make it reasonably certain that it meets minimum stand- 
ards of purity and therapeutic efficacy. 


(d) All labels, advertisements or other descriptive material relating to 
single drugs and official compounds should be required to carry the 
proper name prominently and in type at least as large as that used for 
the brand name. A study should be made to ascertain if and to what 
extent a similar requirement would be feasible in respect of com- 
pound ethical drugs. 


4. Consideration should be given to the advisability of bringing under the 
supervision of the Food and Drug Directorate all advertising and promotion 
activities related to drugs, including the distribution of samples and the content 
of advertising literature. 


5. Consideration should be given to the establishment, under the auspices of 
the federal government, of an authoritative publication giving all necessary 
particulars concerning new drugs. 


6. The compulsory licence provision of the Patent Act with respect to drugs 
has been used infrequently and in the opinion of the Commission cannot be 
relied upon to achieve the purpose intended by Parliament of ensuring that 
medicines should be available to the public at the lowest possible price consistent 
with giving to the inventor due reward for the research leading to the invention. 
The Commission has considered whether such an objective would be assured if 
compulsory licences under section 41(3) of the Patent Act were made issuable as 
of right and has concluded that such a change would make no appreciable 
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difference in the present situation. As the Commission believes that close control 
exercised by patents has made it possible to maintain prices of certain drugs at 
levels higher than wou!d have obtained otherwise and that such patent control 
has produced no benefits to the public of Canada which would outweigh the 
disadvantages of the monopoly, the Commission recommends that patents with 
respect to drugs be abolished. In the opinion of the Commission this is the only 
effective remedy to reduce the price of drugs in Canada. 


7. The retail pharmacists’ practice of coding prescriptions to indicate the 
price charged or quoted should be abandoned and consideration should be given 
by pharmaceutical associations to removing from their rules any provisions in 
any way related to the practice. 
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APPENDIX D 


S. 41 of U. K. Patents Act, 1949 
(As recommended by the Ilsley Commission to replace 


S. 41 of the Canadian Patent Act) 


“41.-(1) Without prejudice to the foregoing provisions of this Act, where a 
patent is in force in respect of— 
(a) a substance capable of being used as food or medicine or in the 
production of food or medicine; or 


(b) a process for producing such a substance as aforesaid; or 


(c) any invention capable of being used as or as part of a surgical or 
curative device, 


the comptroller shall, on application made to him by any person interested, order 
the grant to the applicant of a licence under the patent on such terms as he 
thinks fit, unless it appears to him that there are good reasons for refusing the 
application. 


(2) In settling the terms of licences under this section the comptroller shall 
endeavour to secure that food, medicines and surgical and curative devices shall 
be available to the public at the lowest prices consistent with the patentees’ 
deriving a reasonable advantage from their patent rights. 


(3) A licence granted under this section shall entitle the Licensee to make, 
use, exercise and vend the invention as a food or medicine, or for the purposes of 
the production of food or medicine or as part of a surgical or curative device, 
but for no other purposes. 
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APPENDIX E 
PROFITS OF DRUG MANUFACTURING FIRMS IN CANADA 


Prepared by W. J. Blakely, C.A., Accountant for the Committee 


A review of the profits earned by Canadian drug manufacturers is pertinent 
for the purpose of ascertaining whether or not the industry is realizing excess 
profits. This paint was made in the testimony of Hoffmann-La Roche Limited. 


“I think you can find in every debate, in every discussion of this 
problem, people really judge the industry, not as it says on its prices, but 
really, from Kefauver onward, they are asking, are the profits too high? 
And so far as I know that is the only test that one can ever realistically 
make of drug prices—are the drug manufacturers earning too much 
money to cover their legitimate current costs including research, to enable 
them to go on, to finance expansion, and so forth.” (Minutes of Proceed- 
ings and Evidence, page 722). 


This naturally leads to a judgment of what represents a fair profit. An 
appropriate definition may be found in Cyanamid’s statement of objective for 
the conduct of its pharmaceutical business: “a rate of return consistent with the 
resources committed and the risks involved’”’. The definition is much more easily 
arrived at than the determination of the rate, however. In attempting to reach a 
judgment on the question, it is helpful to compare the return and risks to the 
pharmaceutical industry with those of manufacturing industries in general as 
well as other specific industries. 


Rate of Return on Sales 


In the report of the Restrictive Trade Practices Commission, a comparison of 
the profitability of the pharmaceutical industry with that of all manufacturing 
was made on the basis of profits in relation to sales (report, pages 373-375). In 
this study, the rates of return on sales for the years 1953-1960 were calculated. 
These rates are reproduced in Table 1 together with corresponding rates for the 
years 1961 to 1964. 


It is apparent from Table 1, that the operating results for 1961-1964 do not 
indicate any material change in trend from that shown for the period 1953-1960, 
dealt with by the Restrictive Trade Practices Commission. Although the average 
rate of return on sales of pharmaceuticals decreased noticeably in 1961 and 1962, 
there was a significant recovery in 1963 to a rate of 10.05 per cent, the fourth 
highest rate in the twelve-year period 1953-1964. The average rate of return for 
this entire period was 9.55 per cent for pharmaceuticals and 5.82 per cent for all 
manufacturing, the former being approximately 64 per cent higher than the 
latter. It is also noted that the rate of return on sales was declining for 
manufacturing in general but remained relatively stable in pharmaceuticals. The 
rate for all manufacturers appears to have levelled off at 5-54 per cent of sales; 
the rate for drug manufacturers seems to run between 8-104 per cent of sales. 


A similar relationship is shown by the rates of return for profit companies 
only. Over the twelve-year period, the average rate for profit companies in the 
pharmaceutical industry was about 57 per cent higher than the average rate for 
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all manufacturing (11.22 per cent as compared to 7.15 per cent). Again, it is 
noted that the rate of return in all manufacturing generally declined during this 
period, whereas in pharmaceuticals it has increased. In pharmaceuticals it rose 
substantially from 1953 to 1957, and, while declining in the four years thereafter, 
to the low point of the period in 1961, rose again in 1962 and 1963, and in 1964 
was the second highest rate of the twelve-year period. 


It should be noted that the above-mentioned rates pertain to the total 
operations of the drug industry. It is reasonable to expect that the rate of return 
on sales of packaged human pharmaceuticals only would be somewhat higher. 
Supporting this conclusion, the Pharmaceutical Manufacturers’ Association of 
Canada, in its brief to this Committee, reported an average rate of return (before 
taxes) of 10.8 per cent of sales for the total operations of the 41 companies 
replying to its 1964 survey (brief, page 3.5). The rate of return on sales of 
packaged human pharmaceuticals only was estimated at 15.0 per cent (brief, 
page 2.3). Six individual members of the association, in their submissions to the 
Committee, reported the following rates: 


Total Human 
Company Operations Pharmaceuticals 
IN SS ee On ener’ See eee IG) 25.7% 
[ESO eee reree tien es ile Orne a eek. NR ane 21.5% 
CCT ar? ae! cree OTE ress. es oe. Ae. 10.9% 
IS) eet rere fo oneal ett iy Sr A LEELA: Pe cee 15.4% 17.2% 
Ty, a 5 SR Nas AOE A c. Cuamie iis We eles ye 9 8 Aiea aoa 18.2% 
Ui oh’ fs Rc hd ey IA Se id Hea eS a eR dO —_ 16.0% 


From the foregoing it is concluded that, as a percentage of sales, profits in 
the pharmaceutical manufacturing industry are significantly higher than those of 
all manufacturing industries combined and, further, that during the period 
1953-1964, the pharmaceutical industry effectively resisted or was immune to the 
influences which caused a decline in the rate of return to manufacturing in 
general. 


Return on Investment 


The Consumers’ Association of Canada criticized use of the rate of return on 
sales as a basis of comparison: 

“I would certainly admit that this is a common proportionate meas- 
ure of profit often employed, but, again as an economist, I must argue that 
it is not a very meaningful measure, because, after all, people who earn 
profits are those who have invested their capital, and the meaningful 
judgment on profit is the level of profit per dollar of investment, not per 
dollar of sales” (Minutes of Proceedings and Evidence, page 1136). 


A similar opinion was expressed in the brief of the Pharmaceutical Manu- 
facturers Association of Canada: 

“Return on sales is one indication of the profitability on an industry, 
but it is an unsatisfactory indicator of economic effectiveness because it 
fails to relate earnings to the resources employed.” 

(brief, page 3.5). 


Although these views are considered valid, it is noted that the rate of return 
on sales is useful for the purpose of indicating the potential scope for unit price 
reductions, other than through reduction of costs. Generally speaking, the higher 
the rate of return on sales, the greater the scope for reduction in unit prices, 
assuming a satisfactory rate of return on capital employed. 
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A comparison of the return on investment in pharmaceutical manufacturing 
with that in all manufacturing for the years 1953-1960 was made by the 
Restrictive Trade Practices Commission. The Commission’s calculations of the 
rates of return on capital invested are reproduced in Table 2 as well as the 
corresponding rates for the years 1961 to 1964. 


In general, the same characteristics and trends shown in Table 1 are 
apparent in Table 2. The main difference is that Table 2 makes the phar- 
maceutical manufacturing industry appear even more profitable relative to all 
manufacturing. The average rate of return on investment over the twelve-year 
period was 20.0 per cent for all drug manufacturers (profit and loss companies) 
as compared to 10.30 per cent for all manufacturing, or approximately 96 per 
cent higher. During this period, the return on investment to the pharmaceutical 
industry tended to increase (from 16.62 per cent in 1953 to 23.22 per cent in 
1964) although there was a decline in 1961 and 1962. However, there was a 
significent recovery in 1963 and, in 1964, the highest rate of return of the 
twelve-year period was experienced. At the same time the return on investment 
for all manufacturing showed a substantial decline, going from 15.03 per cent in 
1953 to 9.20 per cent in 1964. Manufacturing in general showed a levelling off in 
1957 and from 1957 to 1964 the average rate of return on investment was 8.97 
per cent. During the same period, it was 20.65 per cent for pharmaceuticals. 


A rather similar situation is shown by the rates for profit companies only. 
Over the twelve-year period, the average rate of return of the pharmaceutical 
companies was approximately 79 per cent higher than for all manufacturing 
(23.49 per cent as compared to 13.15 per cent). Again, while the rate of return of 
all manufacturing declined by 31.6 per cent, that of the pharmaceutical manu- 
facturing firms increased by 43.4 per cent over the twelve years. 


The Pharmaceutical Manufacturers’ Association of Canada, in its submission 
to the Committee, suggested a different method for calculating return on invest- 
ment. It suggested that earnings be related to the resources (assets) employed. It 
reported 15.6 per cent as the rate of return (before taxes) on resources employed 
in the total operations of the 41 companies included in its 1964 survey (brief, 
page 3.5). From figures appearing in its brief, the corresponding rate for pack- 
aged human pharmaceuticals only was calculated at 21.1 per cent. 


The rates of return on resources employed were calculated for the entire 
pharmaceutical industry and for all manufacturing from material shown in 
Taxation Statistics, published by the Department of National Revenue. These 
rates appear in Table 3. It will be noted that the rate of 15.6 per cent quoted 
above is comparable to the average rate for profit and loss companies in the 
pharmaceutical industry as shown in Table 3. The above rate for human phar- 
maceuticals only (21.1 per cent) is much higher, however. 


It will be noted that Table 3 supports the observations made above in the 
discussion relating to Tables 1 and 2. For all pharmaceutical manufacturing 
companies, the average rate of return on resources employed is 14.50 per cent for 
the period 1953-1964. This is 65.1 per cent higher than the average rate of 8.78 
per cent, which was experienced by all manufacturing companies in the same 
period. Also, while the rate of return of all manufacturing declined by 31.3 per 
cent, that of the pharmaceutical manufacturing companies increased by TPs 
per cent over the twelve years. 


With respect to profit companies only, it is noted that an average return of 
17.14 per cent was realized by pharmaceutical manufacturers, whereas the 
average rate for all manufacturing was 10.92 per cent. The average rate for 
pharmaceuticals is 56.7 per cent higher than the rate for all manufacturing. 
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An indication of the profitability of the pharmaceutical industry relative to 
other classifications in the manufacturing industry is shown by Table 4 which 
summarizes the seven highest rates of return (profit before taxes) on resources 
employed for manufacturing companies in 1963. These rates are taken from the 
fourth edition of “Ten Significant Ratios for Canadian Manufacturers” as pre- 
pared from Taxation Statistics by the Canadian Manufacturers’ Association. It 
will be observed that the pharmaceutical industry is listed as seventh out of a 
total of 63 industrial classifications. Out of 178 companies included in phar- 
maceutical preparations, 71 of them had an above average return on total assets. 
The average rate for these 71 companies was 26.7 per cent. The average rate for 
the remaining 107 companies was 8.6 per cent which is only slightly less than the 
average rate of 9.2 per cent for companies in all classifications. 


Individual members of the Pharmaceutical Manufacturers’ Association of 
Canada reported to the Committee a variety of calculations for rate of return on 
investment. Because of this, it is difficult to generalize but they appear to be 
comparable to the average rates reported by the association in its brief. 


It should be remembered that the rates shown for pharmaceuticals in Tables 
2, 3 and 4 relate to the total operations of the companies involved. Evidence 
presented by the PMAC indicates that the corresponding rates for operations 
relating only to packaged human pharmaceuticals would be higher. 


From the above analysis of the return on investment, it is concluded that the 
rate of return for drug manufacturers is significantly higher than for all manu- 
facturing. For packaged human pharmaceuticals only, the rate appears to be at 
least twice as high as the average for all manufacturing. Moreover, during the 
period of 1953 to 1964, the pharmaceutical manufacturing industry effectively 
resisted or was immune to the influences which caused a decline in rate of return 
on investment for manufacturing in general. 


Risk 


Several of the manufacturers’ briefs contained statements attempting to 
justify the rates of profit experienced by the drug manufacturers in terms of 
the risks run by those companies. The following are typical of these statements: 

“Profits in the pharmaceutical industry are consistent with the risks 
involved. This is a research-based industry in which progress results from 
vigorous and sustained competition. Companies must maintain substantial 
expenditures on research, both in Canada and internationally, without 
any guarantee that specific projects will yield results even after years of 
investigation and development. On this depends the availability of new 
and better drugs” (PMAC brief, pages 3.4 and 3.5). 

“Our rate of profit reflects the cost of doing business in a limited 
market such as Canada, the kind of industry we are in, which involves 
high risks of many kinds including product obsolescence, and our relatively 
heavy long-term commitment to research” (brief, Charles E. Frosst & Co., 
page 14). 

On the question of product obsolescence, the Province of Alberta (page 62 
of brief) had this to say: 

“Drug firms complain of the high rate of obsolescence of drugs, and 
argue that such risks justify high profit rates. The argument is not 
irrelevant under present circumstances, but the risks of obsolescence are 
not inherent but result from the way in which drugs are developed and 
promoted. High risks do not justify high profits in this instance because 
the risks and profits are both symptoms of the same disease: sales promo- 
tion rivalry substituting for price competition.” 
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In testimony on the above brief before the Committee, it was stated: 


“The fact that a new drug which is developed in one particular 
market may be superseded a few months later by a more reputable rival 
is definitely a risk-increasing circumstance but you cannot say very well 
that the industry is a high risk.” (Minutes of Proceedings, page 2327) 


In the same brief, page 22, with respect to the “substantial expenditures on 
research”, the following statement appears: 
“...the share of total research and development outlays in the sales 
dollar of the Canadian drug firm is not as great as the industry would like 
to have us believe.” 


In the submission of the Pharmaceutical Manufacturers’ Association of 
Canada, research and development costs for 1964 were said to represent 7 per 
cent of the sales dollar (brief, page 2.3). This is small by comparison to 
marketing costs which were identified as 30 per cent of the sales dollar (brief, 
page 2.3). Moreover, it is noted that the practice in the industry is to amortize 
research and development costs as incurred and thus charge them against cur- 
rent revenue. Further, from the evidence before this Committee, it appears that 
the particular firms which incur these costs not only recover them in full but 
realize profits in addition. While industry spokesmen have maintained that 
expenditures on research are “substantial” or “relatively heavy” and that there 
is a significant financial risk involved as a result of them, it appears that all of 
the research and marketing costs are being adequately compensated. 


On the other hand, analysis of the negative rates of return for loss compa- 
nies as shown by Tables 1 and 3 reveal that losses in the pharmaceutical 
industry, when incurred, tend to be higher and vary more widely than for 
manufacturing in general. The rate of loss on sales for drug manufacturers 
averaged 9.22 per cent over the period 1953-64 as compared to 4.71 per cent for 
all manufacturers. For pharmaceuticals, the rate of loss varied from 3.18 per cent 
to 16.18 per cent; for manufacturing in general, this ranged from 3.66 per cent to 
6.15 per cent. Similarly, from Table 3 it is observed that the average rate of loss 
on resources employed by drug manufacturers was higher than that for all 
manufacturers: 7.18 per cent as compared to 2.52 per cent. Also, there was 
greater variability in these rates for drug manufacturers than there was for all 
manufacturers. 


It should be pointed out, perhaps, that the ratios for loss companies as 
shown in Table 2 have not been analysed because it is felt that many of the 
figures used in the calculation of these negative rates of return are not truly 
representative of the pharmaceutical industry. For example, in 1964 the amount 
of capital invested in loss companies was $2.6 million. This represents only 2.4 
per cent of the total capital invested in the pharmaceutical industry. Also, it 
financed only about 12 per cent of the total assets of the loss companies whereas, 
for profit companies, the capital investment of $105.8 million financed approxi- 
mately 65 per cent of the total assets. Obviously, the loss companies in this year 
were, by comparison, greatly under-capitalized, a situation which can be shown 
to exist in other years as well. The lack of adequate capital is probably a 
significant factor in the incurrence of the losses. 


As noted above, it is apparent that when losses are incurred they tend to be 
higher in the pharmaceutical manufacturing industry than in all manufacturing. 
However, it is significant to note, from Table 5, that losses do not involve a 
higher proportion of the total pharmaceutical companies than they do of all 
manufacturing companies. In fact, the proportion of companies incurring losses 
is about the same for each group. Also the pharmaceutical loss companies 
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represent a much smaller segment of the total industry than is the case for all 
manufacturers when measured both in terms of total assets and total sales (see 
Table 6). On average, over the period 1953-1964 the loss companies in all man- 
ufacturing represent 16.40 per cent of total assets and 11.57 per cent of total 
sales; the loss companies in the pharmaceutical manufacturing industry repre- 
sent only 10.92 per cent and 8.42 per cent respectively. 


Risk is inherent in any enterprise. In the circumstances, the question is 
whether the risks for pharmaceutical manufacturers vary significantly from 
those for all manufacturing. The above analysis and review of the evidence 
before this Committee seems to indicate that, in comparison to manufacturing in 
general, the effect of losses on the pharmaceutical firms as a group does not 
indicate the presence of greater risk. In fact the rates of return on investment 
demonstrate that, over the period 1953-1964, the pharmaceutical industry in 
Canada has been increasingly less risky as compared with manufacturing in 
general. The rate of return for the pharmaceutical manufacturing industry has 
been consistently higher and, relative to the rate of return for all manufacturing, 
it has been increasing in this period. 


Other Considerations 


The Royal Commission on Health Services suggested that: 


‘ 


‘....the earnings of the Canadian drug industry are not a satisfactory 
test of the over-all pricing policies of the industry because they are 
understated’. (Report, page 679) 


This statement appears to recognize the possibility that prices paid to a 
foreign parent company by a Canadian subsidiary for raw materials purchased 
from the parent may result in some profit being diverted to the parent which is 
more properly attributable to the operations of the Canadian subsidiary. It 
would also appear to be in reference to what may be somewhat arbitrary charges 
by the parent to the Canadian subsidiary for research and management services 
performed by the parent company. 


With respect to the prices paid for raw materials purchased from parent 
companies, there is little before this Committee to indicate what degree of 
diversion of profits may take place and therefore it is not possible to estimate 
what this “understatement of profit” may amount to for the Canadian drug 
manufacturing industry. However, one is inclined to believe that it probably 
occurs due to the lack of operation of free market conditions in dealings between 
parent and subsidiary. 


With respect to payments by Canadian subsidiaries for foreign royalties and 
management services, some indication of the significance of this was given in the 
brief of the Pharmaceutical Manufacturers’ Association of Canada. From the 
detail in this brief, it is estimated that, in 1964, the rate of net profit (before 
taxes, royalties and management fees) on total resources employed was 18.2 per 
cent for total operations and 24.5 per cent for human pharmaceuticals only. In 
the calculation of these rates an assumption made by Dr. Briant of the Phar- 
maceutical Manufacturers’ Association of Canada was accepted and used (Mi- 
nutes of Proceedings, page 574). This assumption may or may not be correct. If 
the assumption is in error the rates would be even higher: 20.4 per cent for total 
operations and 27.4 per cent for human pharmaceuticals only. These rates are 
significantly higher than those shown in Table 3. 


cal 


SUMMARY 


Based upon the foregoing analysis and the evidence available to the Com- 
mittee, it is concluded that the financial experience of the Canadian phar- 
maceutical manufacturing industry in the period reviewed does not indicate that 
the business risks to it are greater than to manufacturing in general. On the 
contrary, there is evidence that it has been less risky by comparison. 


In fact, the Canadian pharmaceutical manufacturing industry has enjoyed 
consistently higher returns than manufacturing in general. For packaged human 
pharmaceuticals, the profits appear to be running at approximately twice the 
level of the manufacturing industry as a whole. This leads to the belief that the 
factors which permit this situation to exist may also and at the same time appear 
to permit uneconomic practices and costs. 


TABLE 1 
Rate or Return on Sarzes 


Profit Companies Loss Companies Profit and Loss Companies 
Pharma- All Manu- Pharma- All Manu- Pharma- All Manu- 
Year ceuticals facturing ceuticals facturing ceuticals facturing 
(per cent) (per cent) (per cent) (per cent) (per cent) (per cent) 
i USSF ea ae eet ete 9.91 8.62 —13.33 —4.15 9.25 7.48 
1954.6 ee eh es 10.40 7.73 — 8.64 —5.07 9.08 Garis 
OD tee eee eee 11.65 8.07 —138.33 —4.59 9.96 7.59 
VO5Gi ge eee oe ee 12.19 6.97 —16.18 —5.37 10.90 6.10 
TOS] Bae: eee ae 12.67 6.90 —11.54 —6.15 10.59 5.40 
OSS Ae eesti les 11.79 6.61 — 6.22 —5,28 9.88 5.09 
OSD ASU. eee nee 11.68 7.06 — 7.28 —4.73 10.42 5.53 
NOG O ena Pe eet J 10.62 (ae 7 — 3.18 —4,39 9,24 5.28 
LOGIE Re pertipe tenes 8.87 6.86 — 7.48 —3.89 7.81 5.19 
LOG 2 ee) A ae 10.77 7.00 — 8.39 —4.77 7.93 5.47 
LOGS or Sees, vee 11.88 6.87 — 7.99 —4.47 10.05 5.53 
Average... 11.13 (eae — 9.42 —4,81 9.56 5.89 
re A ee es ee Bh shes ee 


Source: 
1953-1960 reprinted from page 374 of Report of the Restrictive Trade Practices Commission. 
Percentages were calculated from Department of National Revenue, Tazation Statistics. 
1961-1963 calculated from Department of National Revenue, Tazation Statistics. 


DEFINITION: 


Return—net profit before taxes and bond and mortgage interest, excluding investment income 
and other revenue. 
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TABLE 2 
Rate or Rerurn on Carrrat INvEsTeD 


Profit Companies Loss Companies Profit and Loss Companies 
Pharma- All Manu- Pharma- All Manu- Pharma- All Manu- 
Year ceuticals facturing ceuticals facturing ceuticals facturing 
(per cent. (per cent) (per cent) (per cent) (per cent) (per cent) 
DRL di A ot 18.32 17.42 —10.72 — 7.89 16.62 15.03 
LOG ees Aleks 19.95 14.44 —19.90 — 9.32 17.63 11.42 
1 I 5 OY eae eae Pen 21.58 15.61 —31.58 — 7.55 18.73 13.69 
OGG Se cee 8: 25.58 13.38 —17.19 —10.00 21.93 11.68 
NOD Tarretd. e cce acae 25.03 13.41 —18.18 — 6.42 20.47 9.54 
1O5B es os se flac: 23.85 11.85 —10.53 — §.23 19.59 8.26 
LOD Ue ei SAE bi. 27.25 12.90 — 9.32 — 5.07 23,05 9.25 
LOGO Seve ett. c tate 26.85 11.30 — 3.40 — 6.63 20.55 8.74 
LOGIE ae. Dime 11.45 —16.43 — 4.57 18.57 8.11 
On 5 he SOR 21.87 11.93 —47.26 — 7.37 17.79 9.20 
1 OG Sere eerie occ 24.15 12.20 —60.71 — 6.15 21.92 9.49 
Average... 23.24 13.26 — 22.29 — 6.93 19.71 10.40 
Source: 


1953-1960 reprinted from page 376 of the Report of the Restrictive Trade Practices Commission. 
Percentages were calculated from Department of National Revenue, Tazation Statistics. 
1961-1963 calculated from Department of National Revenue, Tazation Statistics. 


DEFINITIONS: 


Return—net profit before taxes and bond and mortgage interest, excluding investment income and 
other revenue. 


Capital Invested—sum of amounts for ‘‘due to shareholders’’, ‘‘mortgage debt’’, ‘‘other funded 
debt’’, ‘‘common stock’’, ‘‘preferred stock’’, and ‘‘surplus’’ less ‘‘deficit’’. 


TABLE 3 
Rate or RETURN ON RESOURCES EMPLOYED 


Profit Companies Loss Companies Profit and Loss Companies 
Pharma- All Pharma- All Pharma- All 
Year ceuticals Manufacturing ceuticals Manufacturing ceuticals Manufacturing 
(per cent) (per cent) (per cent) (per cent) (per cent) (per cent) 
JOBS eee ye nas 17.82 10.09 —5.88 —2,28 14. 28 7.38 
Ob O eyecare eek 18.16 10.91 —2.76 —1.93 15.87 8.28 
LOGO anys sec 17.02 9.44 —1.24 —3.11 14. 28 faa3 
LOGIeReRe.). 2a ee 14.08 9.14 —9.01 —2,22 12.44 6.66 
OGD) Seiden ce eee WES CH 9.52 —7.48 —3.43 11.99 7.38 
1963 Mercer 16.34 9.63 —9.39 —2.43 13aa a ott 
Average....... 16.53 9.79 —5.96 —2.57 13.77 7.42 


Source: Department of National Revenue, Jazation Statistics. 


DEFINITIONS: 
Return—net profit before income taxes and bond and mortgage interest expense. 
Resources employed—total assets less accumulated depreciation. 
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TABLE 4 
Seven Hicuest Rares or Rerurn on Resources Emppoyep: 1963 


Companies with: 


Above average Below average 
return on return on 
assets assets 

No. % No. % 
le Wistilleniesand, Winches f-\--- ree Ages oe. ee ee ae 9 41.3 22 14.0 
2; MOUOE "ViehIGlesy satan helen eae ake lpen Ge Wek nie, ed 4 40.2 39 All 
3. Other Petroleum and Coal Products.................... : ee 5 35.8 13 less 
4. Motor Vehicle Parts and Accessories......................... 40 31.0 89 than 
da Wire and Wiresrroduccsa: + eaten: | mitwn oe 8 36 28.5 78 8.6 
G1 Oniceand storesiachinery. eee sate ee one) ee een eon an 16 Dee 39 9.1 
(bharmaceutical derepara tions season any Mere ee ee ie 71 26.7 107 8.6 


SouRCE: 
Fourth Edition of ‘‘Ten Significant Ratios for Canadian Manufacturers’, published by The 


Canadian Manufacturers’ Association, percentages calculated from Department of National Revenue, 
Tazation Statistics. 


Derinition: Return—net profit before income taxes. 


TABLE 5 
Loss CoMPANIES AS PERCENTAGES OF ALL CoMPANIES 


Pharmaceuticals All Manufacturing 


(per cent) (per cent) 

LOG SAe & nit Rarewrat: to ACE ee CEE OO yd ee ee 25.65 27.65 
POG 4 oases ae oy epate eo Se OI EE, BAL, Woes Seren 27.54 31.94 
LODO MEE oe sc Acts os nh ee eb MM ees 26.05 26.95 
a RES eee 5 Gas eRUN eat ES RON CRE MEER EES A RICHIE RV ASE Sere Bas ope 18.35 24.33 
LOD Geo tiaaaetie ieee we chan SES WR oy ase EOE CERO  teee 30.64 26.69 
LIS Ao): SNS Rae I i IRR Bahan SE Re ier Moret pkg ater Las cogs Berm ioe NE te 32.24 2S 
DOD ON SROs 8 REN: Ape ML, Piet: ie te eetoe gh Wh Med Aa fe Mal a 26.32 25.94 
POO EER ool ME ME ay ae ee, ge 23.91 31.28 
LOOT ETT OMS PERT, ple HEI WO Blo «ESR DAD ER 22.73 32.85 
ih dias ae aie hares Ae wre Peas con Ee men fns. 1 Mitelay haa AL IAD Cuan naa ee 0 pie 42.86 29.89 
1S] ahs ere orien teas ale eRe a IN aly oled fends pal eta eR Mah Eas ls 22.28 DiN2 

PAV CTACOM in, eR ey Mails om A Re ed ane net 27.14 28.45 


SouRCcE: 
1953-1960 reprinted from page 372 of Report of The Restrictive Trade Practices Commission. 
Percentages were calculated from Department of National Revenue, Tazation Statistics. 
1961-1963 calculated from Department of National Revenue, Tazation Statistics. 
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TABLE 6 


Total assets of loss companies Total sales of loss companies 


as a percentage of total as a percentage of total 
assets of all companies sales of all companies 

Pharma- All Manu- Pharma- All Manu- 

Year ceuticals facturing ceuticals facturing 

(per cent) (per cent) (per cent) (per cent) 
LORS GRREMM oh ee mene vlc toes SOE ae 15.07 21.93 10.60 12.88 
OG. Ee Le ie a 10.92 20.47 6.64 13.00 
OED) ne 928 Bais Oe er ee 15.02 16.78 10.01 13.03 
19CIR ee ee ee ee 7.08 21.91 6.52 15.61 
19622.cteeree fee ee Se FS. ok. 16.28 16. 54 14.82 12.97 
eS Aras 2), Sen: nn mer F 9.97 17.54 9.19 11.83 
EAU OES Gime an so tana aches a ae ee 12.39 19.19 9.63 13.21 


Source: Department of National Revenue, Tazation Statistics. 
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APPENDIX G 


MARKETING EXPENSES (1964) OF 41 COMPANIES (MEMBERS OF PMAC) 
SS SS SS SS eee ee ee ee ee 


Total Physicians’ 
for year Information Other 
1. (a) Field Selling Expense (Including supervisory and repre- 
sentatives’ salaries, living expenses, cars, meetings, 
SCHUIDELEN bq UG.) Say otter toed minster eee eal $ 16, 844, 633 $ 12,176,598 4,668,035 
(b) Administration of Marketing, Selling and Advertising 
Function (Management and staff services, home office 
salaries and other expenses of the marketing department, 
including marketing research)..............cceeceeeces 4,694,395 3, 567, 047 1,127,348 
(c) Advertising and Promotional Expenses................ 11, 488, 533 9, 980, 869 1,457, 664 
TOMBAUIG MRE Efe oR ce tere taiher Sinai anid ne Sekine Reece $ 32,977,561 $ 25,724,514 7, 253,047 
2. How Biac8 Did You Spend on the Following During the 
ear: 
(° MedicallMixhibitsiands Spacers ssc ssssccinesen venues: 229,357 190, 958 38, 394 
b) Medical and Pharmaceutical Journal Advertising...... 2,331,527 2,118,005 PAIS) BYP? 
irece MailvA d- Vertisinge sades sic Neat coco cnscandeemrnte 2,739,423 2,509, 965 229, 458 
(d) Samples (This refers to promotional samples only and 
does not include assay samples, etc.)...............005 3,939, 446 3,702,215 237,231 
(e) Other: 
Gi) IE RoVe NCO ee Seon Sees Shc SoS pa OA Ree eee G4 Ser a ae 1,704,459 1, 299, 882 404,577 
CUD) INO DS POCMUCTM sence ri reritaicw sec i cts ee sere Sistas ae 494,321 331, 645 162,676 
PISO IUA UT ater clase stesntove a: eiarmsaie oer avayaiara 5, OE Or ART Cp $ 11,438,533 $ 10,152,670 $ 1,285,858 
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